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 South African municipalities are the entities closest to citizens 

in local communities across the country, and they are required 

to provide services to them. The sustainable provision of 

services is heavily reliant on sound public finance 

management in all levels of government. It is unfortunate that 

municipalities in South Africa are failing to effectively 

manage and use public funds to improve service delivery. 

Most South African municipalities have received negative 

audit opinions for years, and their current financial situation 

is deteriorating year after year. This is concerning for a 

country that has recently celebrated 30 years of democracy; it 

is unfortunate that democratic gains are being reversed due to 

issues within South African municipalities such as irregular, 

fruitless, and wasteful expenditure, non-compliance, a lack of 

skills, a lack of consequence management, political infighting, 

corruption, and poor leadership, to name a few. Citizens are 

the ones who pay the price at the end of the day when services 

owed to them are not delivered by municipalities due to poor 

financial management. The objective of this paper is to 

examine the causes of unsatisfactory audit outcomes in the 

South African local government sector and recommend 

solutions to for improving financial management in South 

African municipalities. To achieve this objective, a systematic 

literature review was chosen as the appropriate research 

methodological strategy for this paper. 
 

Keywords: 
Audit 
Citizens 
Finances 
Government 

Municipalities 
 
DOI: 
https://doi.org/10.24191//jibe.v9i2.2430 

 

 

 

 

 

 

 

 

1. Introduction 

 

Poor financial management in South African municipalities is a pressing issue that has been highlighted 

by undesirable audit opinions (Klingelh et al., 2014). The problem of poor financial management in South 
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African municipalities is deeply rooted and has far-reaching implications. Several factors contribute to this 

issue, including corruption, mismanagement of funds, lack of transparency, and inadequate oversight 

(Chitimira & Ncube, 2020). These factors not only affect the financial stability of the municipalities but 

also impact the delivery of essential services to citizens. 

 

Corruption and mismanagement of funds have been persistent challenges, leading to the misuse of 

public funds and resources (Glasser & Wright, 2020). This not only undermines the trust of the citizens but 

also hampers the development of the municipalities. The lack of transparency further exacerbates the 

problem, as it becomes difficult to hold accountable those responsible for financial mismanagement 

(Hendriks, 2018). In addition, inadequate oversight and control mechanisms within the municipalities have 

allowed these issues to persist (Nzuza & Lekhanya, 2014). There is a need to strengthen governance 

structures and ensure that proper checks and balances are in place to prevent financial irregularities.  

 

Corruption and mismanagement of funds have been pervasive in South African municipalities, leading 

to the misuse of public resources and a breach of public trust. (Beyers & Mohloana, 2015). These issues 

can be attributed to a lack of accountability and oversight, as well as the absence of robust control 

mechanisms. Uncovering the root causes of corruption and mismanagement involves examining the 

intricate relationships between public officials, businesses, and other stakeholders, as well as the underlying 

cultural and institutional factors that perpetuate these practices (Rulashe & Dyan, 2023). 

 

In addition to corruption, the systemic challenges faced by municipalities, such as limited resources and 

capacity constraints, significantly contribute to poor financial management. Insufficient revenue sources, 

high unemployment rates, and historical inequalities create a challenging environment for municipalities to 

effectively manage their finances and deliver essential services to citizens (Hendriks, 2018). Understanding 

the interplay between these challenges and their impact on financial management is essential in formulating 

targeted strategies to build the capacity of municipalities and address their specific needs. 

 

Furthermore, the broader socio-economic context of South Africa, marked by social and economic 

challenges, directly influences the financial management of municipalities. Historical inequalities, 

demographic shifts, and economic disparities play a pivotal role in shaping the financial landscape of 

municipalities (Mbulawa, 2019). Recognizing the systemic barriers imposed by these socio-economic 

factors is crucial in designing inclusive and sustainable financial management practices that account for the 

unique circumstances of each municipality. 

 

Comprehensively evaluating these contributing factors will address poor financial management in South 

African municipalities which necessities a multi-faceted approach. Efforts to combat corruption and 

mismanagement must be coupled with targeted support to build the financial capacity of municipalities and 

address systemic challenges. Embracing this holistic approach will be crucial in fostering a culture of 

accountability, transparency, and sustainable financial management across South African municipalities. 

 

Furthermore, the impact of poor financial management extends to the quality-of-service delivery, 

affecting the lives of the citizens who rely on these essential services. It creates a cycle of underdevelopment 

and hinders the overall progress of the municipalities. While it is evident that poor financial management 

has been a significant issue in South African municipalities, it is essential to acknowledge the progress and 

efforts made in addressing these challenges. Many municipalities have implemented various reforms and 

initiatives to improve financial management practices (Nzuza & Lekhanya, 2014).  

 

These efforts have resulted in some positive outcomes, such as increased transparency and 

accountability in the use of public funds (Hendriks, 2018). However, there is still a long way to go in 

eliminating the root causes of poor financial management and achieving sustainable development in South 
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African municipalities (Glasser & Wright, 2020). It is important to recognize that not all instances of poor 

financial mismanagement are a result of corruption or intentional misuse of funds. Many municipalities 

face systemic challenges such as limited resources, capacity constraints, and complex regulatory 

requirements, which can contribute to financial difficulties (Glasser & Wright, 2020). These factors can 

make it difficult for municipalities to effectively manage their finances, despite their best intentions. 

 

Additionally, it is crucial to consider the broader socio-economic context in which these municipalities 

operate. South Africa faces numerous social and economic challenges, and these issues can have a direct 

impact on the financial management of municipalities. Limited revenue sources, high unemployment rates, 

and historical inequalities all pose significant obstacles to achieving sound financial management practices 

(Imuezerua, 2014). 

 

In light of these considerations, it is clear that the issue of poor financial management in South African 

municipalities is complex and multifaceted. While addressing corruption and mismanagement is vital, it is 

equally important to provide support and resources to help municipalities overcome systemic challenges 

and build the capacity to manage their finances effectively. Adopting a balanced and holistic approach can 

achieve sustainable improvements in financial management practices and ultimately enhance the delivery 

of essential services to citizens. Understanding the complex nature of these contributing factors is crucial 

in addressing poor financial management in South African municipalities. Only by delving deep into these 

issues can effective solutions be devised to bring about positive change and foster a culture of accountability 

and transparency. 

 

The factors contributing to poor financial management in South African municipalities are deeply 

intertwined and require a comprehensive understanding to effectively address the issues at hand. To delve 

deeper into these factors, it's crucial to examine not only the immediate causes such as corruption and 

mismanagement but also the systemic challenges and socio-economic context that create a complex 

environment for financial management. This article was guided by the following research question: ''What 

are the fundamental causes of poor financial management in South African municipalities that have resulted 

in most municipalities receiving unfavourable audit opinions on a continual basis? 

 

2. Methodology 

 

A systematic literature review was chosen as the appropriate research methodological strategy for this 

paper. The required efforts were taken to guarantee that the review was correct, precise, and reliable. Given 

the study aim for this work, a semi-systematic review was used to better understand inadequate financial 

management in South African municipalities and identify characteristics that contribute to unfavourable 

audit opinions. Furthermore, the technique contains procedures for developing a written discourse about 

literature that can be employed during the research process. This style of review is intended for subjects 

that have been conceptualised differently and researched by multiple groups of academics across 

disciplines. While the article would have wanted to use primary data for this paper, secondary data was 

chosen as a methodological approach based on a variety of criteria that the authors believed would 

contribute to the paper's argument. 

 

3. Analysis of Audit Outcomes in South Africa 

 

This South Africa's audit outcomes have been a subject of critical analysis due to their impact on 

governance, accountability, and transparency in the public sector. The Auditor-General's reports have 

highlighted persistent challenges in financial management, supply chain management, and compliance with 

legislation. These findings have raised concerns about the effective use of public funds and the delivery of 

services to citizens. To delve deeper into the analysis, it is important to consider the underlying factors 
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contributing to these audit outcomes. This involves examining the complexities of the public sector, the 

effectiveness of internal controls, and the role of leadership in driving a culture of accountability. 

Additionally, understanding the systemic issues and historical context that have influenced these outcomes 

is essential for a comprehensive analysis (Nzewi & Musokeru, 2014). 

 

Moreover, it is crucial to explore the implications of these audit outcomes on various stakeholders, 

including government officials, taxpayers, and service delivery recipients. This can provide valuable 

insights into the broader impact of audit findings on the overall functioning of public institutions and the 

implications for the country's development agenda. Overall, a critical analysis of audit outcomes in South 

Africa reveals the need for enhanced financial governance, strengthened internal controls, and increased 

accountability measures (Matlala & Uwizeyimana, 2020). These measures can help address the recurring 

issues identified by the Auditor-General and pave the way for improved management of public resources. 

Furthermore, it is important to consider the role of political will and leadership in addressing these 

challenges. By critically analyzing the audit outcomes in South Africa, we can identify areas for 

improvement and develop strategies to enhance governance and accountability. Additionally, this analysis 

can contribute to the existing theories and discussions surrounding local government financial management 

and good governance. 

  

It is crucial to consider the potential limitations and unintended consequences of solely focusing on 

enhanced financial governance and increased accountability measures. Nzewi & Musokeru (2014) argue 

that excessive regulation and bureaucratic oversight in response to audit findings may stifle innovation and 

flexibility within the public. This could lead to a culture of risk aversion and reluctance to pursue new, 

potentially transformative initiatives (Mbulawa, 2019). 

 

Moreover, there is a school of thought that emphasizes the need to strike a balance between 

accountability and the autonomy required for effective decision-making. Overemphasis on rigid controls 

and compliance measures may result in a lack of agility in responding to rapidly changing societal needs 

and evolving economic conditions (Roos, 2012; Dzomira, 2020). It is essential to recognize that innovation 

and adaptability are also crucial components of effective governance and public service delivery. 

 

Additionally, Matlala & Uwizeyimana (2020) argue that placing too much emphasis on audit outcomes 

and compliance measures may overshadow the broader structural and societal issues that impact the 

effectiveness of public institutions. Addressing systemic inequalities, historical imbalances, and social 

disparities should be an integral part of the discussion surrounding governance and accountability in South 

Africa. Focusing solely on audit outcomes may divert attention from these underlying challenges that 

require comprehensive and holistic solutions. 

 

While the analysis of audit outcomes provides valuable insights, it is essential to consider the potential 

downsides of a solely compliance-focused approach and to prioritize a more nuanced and balanced 

perspective on governance and accountability. Conducting a critical analysis that delves into the underlying 

factors, implications, and broader context of South Africa's audit outcomes, a more comprehensive 

understanding of the challenges and potential solutions can be attained. 
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Table 1: Factors that led to undesirable Audit Outcomes in South African Municipalities 

 

 
Source: AGSA,2023 

 

 

4. Relationship between Financial Management and Audit Opinion  

 

Financial management and audit opinion in South Africa are interconnected in several ways. One of the 

key aspects to consider is the impact of effective financial management on audit opinions. When companies 

have strong financial management practices in place, it can lead to more accurate and transparent financial  

reporting (Marx, 2015). This, in turn, can have a positive influence on audit opinions, potentially leading 

to unqualified or clean opinions from auditors. 

 

However, poor financial management can result in inaccurate financial reporting and potential 

misstatements, which may lead to qualified or adverse audit opinions. Therefore, the relationship between 

financial management and audit opinion is critical in ensuring the credibility and reliability of financial 

information for stakeholders (Choi & Park, 2023). Furthermore, the regulatory environment and 

compliance with accounting standards play a pivotal role in shaping the relationship between financial 

management and audit opinion in South Africa (Agyei-Mensah, 2011). Adhering to regulatory requirements 

and accounting standards is essential for both financial management and obtaining a favourable audit 

opinion. 

 

The relationship between financial management and audit opinion in South Africa is complex and multi-

faceted, with various factors contributing to the overall outcome of the audit opinion. Having a deeper 

understanding of these inter-dependencies is crucial for organizations seeking to maintain sound financial 

management practices and secure positive audit opinions. 

 

While the connection between financial management and audit opinion in South Africa is often 

portrayed as crucial, it's important to also consider the potential limitations and complexities associated 

with this relationship.   Harber & Marx (2020) argue that the focus on financial management practices and 

its impact on audit opinions may overshadow other important factors that also influence the audit process 

(Harber & Marx, 2020). For instance, external economic factors, industry-specific challenges, and the 

overall business environment can significantly affect a company's financial performance and reporting, and 

subsequently influence the audit opinion. 
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Additionally, the reliance on audit opinions as a sole indicator of financial health and management 

effectiveness may not always provide a comprehensive view. External auditors have limitations in their 

scope and may not always detect all instances of mismanagement or financial irregularities (Monametsi & 

Agasha, 2020). Therefore, a favourable audit opinion may not always guarantee the absence of underlying 

financial management issues. Furthermore, the subjective nature of audit opinions and the potential for 

differences in professional judgment among auditors add another layer of complexity to this relationship. 

Different auditors may interpret the same financial information differently, leading to varying audit 

opinions even for companies with similar financial management practices. This highlights the need for a 

more holistic approach to evaluating the relationship between financial management and audit opinion, 

acknowledging the multifaceted nature of the factors that influence these processes. 

 

5. Analysis of South African Municipalities with Poor Financial Management and Unfavourable 

Audit Opinion in 2023 

 

The financial management abilities of municipalities play a crucial role in their overall functioning and 

provision of essential services to their communities (Payne, 2022). However, there are several 

municipalities in South Africa that have exhibited poor financial management and have received 

unfavourable audit opinions in the year 2023. According to a report by the Auditor-General's office, there 

are indications of a collapse in local government finances and a continued deterioration over the previous 

administration's term. As per the report, 22 municipalities and one municipal entity had unreliable financial 

statements due to disclaimed or adverse audit findings. This suggests that these municipalities may have 

inadequate revenue collection processes or face challenges in generating operational revenues, leading to a 

reliance on funds transferred from the national and provincial government to sustain their operations and 

deliver essential services. Furthermore, the report highlights that 28% of South African municipalities are 

in such dire financial positions that there is significant doubt about their ability to continue operating as 

going concerns in the near future (AGSA, 2023). 

 

The impact of poor financial management in municipalities extends beyond just the numbers on a 

balance sheet. It affects the everyday lives of citizens who rely on these local governments for services such 

as waste management, water supply, and infrastructure maintenance. The breakdown in financial 

management can lead to delays or even complete cessation of these crucial services, impacting the 

wellbeing and quality of life for residents (Mbulawa, 2019). In addition to the immediate effects on service 

delivery, poor financial management can also erode public trust in the local government, leading to 

decreased confidence in the ability of municipalities to address the needs of their communities. This, in 

turn, can hinder economic development and growth in these regions, creating a cycle of underdevelopment 

and stagnation (Zeedan et al., 2014; Bolívar et al., 2016). 

 

The factors contributing to poor financial management in municipalities are multifaceted (Glasser & 

Wright, 2020). They can include internal issues such as mismanagement of finances, under-collection of 

revenues, uncontrolled expenditure, and political dysfunction. These internal factors can be exacerbated by 

external challenges, such as impoverished communities that are unable to contribute sufficient operational 

revenues. The lack of skills and poor financial governance also play a role in the deteriorating financial 

health of municipalities. Furthermore, the paper highlights the need for improved financial planning 

practices in municipalities. While it is true that some municipalities are struggling with poor financial 

management, it is important to consider the broader context in which they operate. Municipalities in South 

Africa often face significant challenges beyond their control, such as high levels of poverty, unemployment, 

and inadequate infrastructure (Bikam & Chakwizira, 2021). These external factors can significantly impact 

their ability to generate revenue and effectively manage their finances. 
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Furthermore, the Auditor-General's report may not fully capture the efforts and initiatives undertaken 

by municipalities to improve their financial management (Mbulawa, 2019). Many municipalities are 

working towards addressing the root causes of their financial challenges, such as implementing stricter 

revenue collection processes and seeking external funding to support essential services (Levitskaya, 2021). 

It is also important to recognize that the complexities of financial management in municipalities cannot be 

oversimplified. Factors such as political dysfunction and lack of skills are often exacerbated by historical 

and systemic issues that require long-term and multifaceted solutions. Simply highlighting their poor 

financial positions without considering the underlying issues can perpetuate a negative perception of these 

municipalities and undermine their efforts to make meaningful improvements. 

 

While it is crucial to hold municipalities accountable for their financial management, it is equally 

important to provide support and resources to help them address the systemic challenges they face. By 

working together with local governments to develop sustainable solutions, we can help mitigate the impact 

of poor financial management and create a more conducive environment for growth and development in 

these communities. 
 

6. Recommendations for improving financial management in South African municipalities  

 

South African municipalities face significant challenges in financial management, leading to 

inefficiencies and obstacles in delivering essential services to citizens. To address these issues, it is crucial 

to delve deeper into the root causes of financial mismanagement and explore comprehensive solutions. This 

entails examining the existing financial policies and practices, identifying areas of improvement, and 

implementing targeted measures to enhance transparency, accountability, and effectiveness. 

 

One key aspect that warrants a more thorough analysis is the budgeting process within municipalities. 

Understanding how funds are allocated, monitored, and utilized can shed light on potential areas for 

optimization. Additionally, exploring the current revenue collection methods and financial reporting 

mechanisms is essential for gaining a holistic understanding of the financial landscape. 

 

Furthermore, it is imperative to assess the governance structures and capacity of municipal finance 

departments. This involves evaluating the skills and expertise of financial personnel, as well as the 

adequacy of internal controls and risk management frameworks. By delving deeper into these areas, it 

becomes possible to tailor interventions that address specific weaknesses and bolster the overall financial 

management capabilities within municipalities.  

 

The following measures can be adopted to improve financial management in South African 

municipalities, it is recommended to:  

• Enhance budgeting processes by ensuring transparency, accountability, and citizen 

participation in the allocation and utilization of funds. 

•  Improve revenue collection methods and financial reporting mechanisms to ensure 

accurate and reliable financial data.  

• Strengthen the governance structures and capacity of municipal finance departments 

through investing in training and professional development opportunities for financial personnel.  

• Implement robust internal controls and risk management frameworks to prevent financial 

mismanagement and fraud. 

• Address the issue of underfunding by exploring innovative financing mechanisms, such 

as public-private partnerships or accessing external sources of funding. 

• Promote collaboration and knowledge sharing among municipalities to facilitate the 

exchange of best practices and lessons learned in financial management. 
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7. Conclusion 

 

Sound financial management is critical in South Africa's public sector to ensure that governmental 

organisations meet their constitutional mandate. Local government is closer to the citizens, making good 

financial management even more important. It is important to note that most South African citizens rely 

heavily on the government's services for survival, so good financial management is required. After 30 years 

of democracy, South African municipalities continue to struggle with public finance management, which 

is unfortunate and reversing democratic gains. The AGSA reports suggest that the local government sphere 

is deteriorating rather than improving, which is unfortunate. This paper recommends that the government 

strengthen the governance structures and capacity of municipal finance departments. Implement strong 

internal controls and risk management frameworks to prevent financial mismanagement and fraud to 

promote sustainability in the sphere. 
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