The Auditor-General’s responsibility

3. As required by section 188 of the Constitution of t!gfeR )
with section 4 of the Public Audit Act, 2004 (Act l\ltga?pfg y

South Africa, 1996 read
‘ #@f' NPAA) and section 126(3) of
the MFMA, my responsibility is to expresﬁsﬁg%%;iinf’@&

5T 20 D‘Li{ﬁ
__ n th‘@ﬁnaﬁé}al statements based on
conducting the audit in accordance withsdne Ints natf@i”z?ra__!gf-"-'tandards on Auditing and
General Notice 616 of 2008, issued ine-"%;;ovenyi;i;‘ nggg;&@%gette No. 31057 of 15 May 2008,
Because of the matters described in the% [@iﬁ?&?’?{ffgfmer of opinion paragraphs,

B

S

however, | was not able to obtain sufficient & propriate audit evidence to provide a basis for
an audit opinion. & By q;%féy

Basis for disclaimer of opinion E%% :

Bank overdraft

E"ﬁ'%’t__

i iate audit evidence in respect of debit and credit

4. 1 was unable to obtain sufﬁqf[eﬁ:!t I
journals amounting to R44,251 227

processed in the bank Li:éﬁer agount.
dated back to July=2008 Were notetron the year-end bank reconciliation, | could therefore
not confirm tb% omp‘l‘éﬁe@:‘es{%}%gd valuation of the bank overdraft balance of RS 225 804 as
disclosed in th ,‘ba!ance s“%r}get. ‘The records of tha municipality did not Permit me to perform
reasonabhie alte "etve progg:-dures in respect of these transactions.

5. Fixed assets

could not be provided. There were algp various assets found in
incomplete descriptions / locations or without any cost prices. In other instances the awnership
of properties could not be proved or were assets not capitalized or duplicated. The axistence,
Completeness, valuation, rights ang obligations of assets amounting to R279 548 122 as
disclosed in note § to the financiai statements could not be verified as correct angd the financial
reporting system did not make provision for alternative Pprocedures to be performed.



6. Assets as disclosed in note 6 to the financia statements diffareq by R22 498 600 from the
amount as per the asset register. The existence, completeness and rights and obligations of
the amounts disclosed in the financia statements could thus not be confirmed as correct.

The financial reparting system did not make provision for alternative audit procedures to
confirm these amounts.

amounts.

Debtors

8. lwas unable to obtain sufficient appropriate aydit evidence as to the? leg}f‘%‘ce, valuation

and the municipality’s rights to suspense debtors of R3 062 064 a"%;iﬁ%closé” dernote 10 to
the financial statements. The records of the municipality also dig&»;’;;?t e%gg)it me to perform

57

reasonable alternative Procedures in respect of this baiance, t’;*
Creditors |

’fr chs

9. Supporting documentation for g sundry creditor of R47 58

Consequently, | could not confirm the completeness, eﬁﬁ:ﬁ

B0t not be provided. =
,E‘aluation and the

alternative procedures to be performed. 5?"3?“‘1«,,

I dit svidehee as to the existence, valuation
and the municipality’s obligation in respethofirade eiatitors of RS 847 102 (which included
journals of R3 969 865) presanted in the by Nce sheet and included in note 12 to the
financial statements. This was nainly due to Ké"’gl"a\gk of internal controls to effectively manage
creditors and the fact that proger ré;gcg_nciliations were not done. The municipalities’ records
and systems did not permit me't Olim, reasonable alternative procedures in respect of
these balances. W

10.1 was unable 1o obtain sufficient apprq%ﬁéte a
“L’“’Cts

5

income

Assessment rates

(e
. I
1. Management co : qu&ee in o‘ﬁprgwde sufficient appropriate audit evidence regarding the

significant dec

it :
R9 829 470 EQ he ye m[;’ger Feview. In the absence of a reconciliation between the official
. SEh i
valuation rolj a?isr\étg_t e accoﬁ;gptmg system, | was unable to confirm the completeness of
assessment rates““"]ii‘%};;égm disclosed in note 13 to the financial statements. The records of
the municipality also digErot permit me to perform reasonahle alternative procedures in
fespect of this balance.

Other income

12. Traffic income included in rates and general services in the income statement to the
financial statements decreased from R147 820 in 2008 to R67 300 in the current year,
Explanations for the decrease could not be obtained. The completeness and accuracy of
this amount could not be confirmed. The municipality's records and systems did not permit
me to perform reasonable alternative procedures in respect of this balance.



Government grants

. Wt 7
correct period. =

282008uR0,
i\ s

15, Supporting documentation for expenditure amounting to R4 869 -’ESWk 2 HVBSQ 587) as
included in the income Statement could not be provided. | was unabl@to obtair ufficient
appropriate audit evidence to confirm the occurrence, accuracg;;;‘a?-m@%gia";c@i,@ ication of this
expenditure. The records of the municipality also did not pern-{‘%me tc“%'\‘%@eﬁbrm reasonable
alternative procedures in respect of these transactions, . kléé% ;E

16. Supporting documentation for,

' Jg‘(;?;i?f’rgm the investment .

Inventory

i
17. A proper inventory system for the recdﬁfézigg
during the year amounting to R4 218 399’3@? - Furthermore, no basis for the issuing
of these inventories could be found. The frati ,%zﬂent use of municipal resources could not he
excluded. As a result, the con}@}e’c%}&ss existendk and rights and obligations of R84 360 as
reflected in note 9 to the ﬁnané}gl *-’z'é”?te“,ér:%ints could not be determined. The municipality’s
records and systems did not pe“%% ;meiféﬁg%ggform reasonable alternative procedures in

respect of this inventory balangﬁei%%?‘ug»
Accumulated deficit :

18.1 was unable to obtain sw cient%gﬂ%?ppriate audit evidence of transactions totalling

R8 985 470 allogﬁaa;gggnt‘fi 38, apprepration account. As a result the completeness and
valuation of thes tch"‘-‘;&gteﬁ*?gg?ﬁcit balance of R77 945 355 a5 reflected in note 17 to the
financial statéibents coy ﬁg@otdﬂ‘e confirmed. The municipality’s records also dig not permit

me to perform reggonable%tematrve Procedures to confirm of these amounts,
P

Reserves ‘:‘*ﬁi‘fér?,f_

19. An unspent conditional grant reserve amounting to R11 725 308 included in notes 2 and 3 to
the financial statements could not ba confirmed. The purpose and approval for the creation
of this reserve could not be established and there was also no accounting policy included in
the financial statements explaining the purpose of this reserve. | coulq not confim the
completeness and rights and obligations in this regard. The records of the municipality also

did not permit me to perform reasonable alternative procedures to confirm this amount.




Value-added tax (VAT)

20. The completeness, valuation and rights and obligations of the VAT balance of R4 367 073

as disclosed in nate 10 to the financial statements could not be confirmed due to tha
following: '

o Consumer debtors amounting to R48 112 687 were written off against the provision for
bad debts without taking into account the VAT portion to the VAT control account. A

municipality also did not permit me fo perform reasonable aiterr%agve procedures to
confirm this transaction. Rt

s

> No VAT reconciliations were performed for the current or previ Ei"%y%' I8 g&]bstantiate

2]

Journals processed and no supporting documentation could bc—:‘»"“@_::,_(tainae%’}:’""debit and
credit journals amounting to R8 621 872 and R5 022 644, %eqsp?%égi}i‘@ . The
completeness and accuracy of VAT returns could not be gﬁ'ﬁ‘ﬁﬁ -\

the municipality did not permit me to perform reasonable ﬁ%fmat procedures.
> Adifference of R84 150 153 (2008: R29 738 215) w\?g‘rée tifiSEEStween the amounts
~ on the bank statements and the income declared Clh

g;ghé VA%E\ZM returns submitted to
SARS. Management was unable to provide me g%%}and appropriate audit

WJth,qg fic
evidence in respect of these identified dlﬁereng.;%gs %}d q shwas unable to consider the
bccurrence, accuracy and classificatioy éa%

£ allo: i(;::s t%stha%ﬂ' output account.

Cash flow statement

mthe cash flow statement. Management was
unable to provide me an expiana@gg Lor suffi Rappropriate audit evidence in respect of
the identified difference and t “Ly d»,i of the municipality did not permit me to perform

procedufgg?to cegfirm this amount. | was thus unable to perform ail
b ©sS an opinion as to whether fair

the V@@é}under review was achieved in the statement.

I was not able to determi{gfr‘ @h%fép a,t:fz@ cash flow statement and related notes are fairly
stated due to the mater[a’jfieffecﬁgi

22.

e cash flow statement and the related notes of scope
limitations and id_;ag;t.t-_{ﬂga&‘iﬁ lisstatéMents as reported in this report.
A, NG,

Capital comm |tm%ﬁt5 N

i (1% N . N H H
23.1 was unable t“é% %\In 5U 1.£:§ent appropriate audit evidence as to the existence and valuation
ot

25

o

of capital commitﬁi“ié‘ﬁ_@s %27 327 389 included in the amount of R39 052 694 (2008:
R13 540 000) as diséfﬁ)‘%éd in note 25 to the financial statements. The records of the

municipality did not permit me to perform reasonable alternative procedures in respect of this
balance.

Contingent liabilities

24.In terms of section 125(2)(c) of the MFMA the notes to the financial statements of a
municipality must disclose particulars of any contingent liability. Contingent liabilities



irregular expenditure

25. The following irregular expenditure was identified during the audit, but was not disciosed as
such, as required by section 125(2)(d)(i) of the MFMA- )

*  Vehicles were hired during the period under review. No tenders in terms of chapter 7,
paragraph 7.1.1, of the supply chain management policy ware invited for transactions

fraud could not be excluded.

s The municipality’s procurement policy, chapter 3, paragraph 6.1‘.‘1%@2(1 chapter 7,
paragraph 7.1.1, were not adherad to in all instances resultingéj[ﬂ%-%é‘?@gﬁms totalling
R4 216 475 (2008: R3 815 027), where the required number & Equotatiohgnd/or
tenders were not obtained for purchases made. -

The complateness of irregular expenditure could not be confifp

3 & records and
systems of the municipality did not permit reasonable alte

;.,I;;Q?@%%ures in this regard.

Hithe Gé’ggrnment Gazette No.
§ #B542008: R130 931; 2007:
garded a

R763 181 and 2006: R85 500) for the year. This igfe

regasde fegular expenditure in terms
of section 1 of the MFMA. No corrective stepishave heen ’E;;gfl'(en by management to recover
any of these overpayments during the gkt fouﬁ@gars‘?ﬁg dszgAesult councillor allowances are
considered as being overstated. & y: iy

Fruitless and wastefu] expenditure
K

27. Fruitless and wastefu expendjrgprgé%%@iounﬁng to'R1 381 689 was incurred as a result of
interest and penalties paid. Tﬁi%g%wg’sx‘“ﬁ%&disclosed in the notes to the financial statements as
required by section 125(2)(d) of & Fiigen

83;2

28. | could not be provided with (}sﬁﬁi’g'enfﬁﬁggropriate audit evidence that Mmanagement has
. . . . A e, 4 . .
properly identified, Investigated a ,\gr;ﬁeﬂgorded all fruitless and wastefy| expendiiure
transactions during the y%ar‘%nég%r rg%'}‘"iéw. There were no satisfactory alternative audit
procedures that | couid*ﬁﬁggform* 2:ebtain reasonable assurance regarding the completeness

of fruitless and ﬁ%&eﬂ?ﬁggﬁitum as disclosed.
= s, Rl .

T

Unau i Kpenditure e,

year under review.

Disclaimer of opinion



Emphasis of matter

I draw attention to the following matter on which | do not express a disclaimer of opinion:

Going concern

31. As disclosed in note 30 to the financial statements the municipality indicated that they might
experience challenges over the next 12 months to meet some of its obligations. These

conditions, along with other matters, point to the existence of a material uncertainty that
might cast significant doubt on the municipality's ability to continue as 5 going concern.

Basis of accounting

32. The municipality's policy is to prepare financial statements on the e
accounting as set out in accounting policy note 1.

Other matters

ntity-specific basis of

Unaudited supplementary schedules

33. The supplementary information set out on pages X to X doesé}"r % g“q"rt of the financial
statements and is presented as additional information. | have Rat audiied these schedules
and accordingly | do not express an opinion thereon, 4R

121
s
e
HHER e

Material inconsistencies in information included in thé’ﬁéj%

34. 1 have not obtained the other information included if¥t e n‘cﬁugg ?ngort and have not been
able to identify any material inconsistencies with the fiancal s”t’é\:%ments.

Non-compliance with applicable legislat‘igﬁ}%‘%‘{a S

Municipal Finance Management Act, 20‘%}?@%,&

35. Various instances of non-compliance with®
following:

Section Detail

54(1)(c) Evidence colff L“‘f«ihqg:xt e
performancgiing icé?é”):és

. o Tty . .
lmp!ementia;_@ogﬁp%%were revised with the

budgetgs % £ igi%
oA L7 5]
83(1)(a) Ti}hgma‘ﬁé:%yntmgiofﬁcer is responsible for the safeguarding and
. maiﬁt“%@{aﬁm&# Of asseis and various assets were found to be not
&7 a ppropriately Maintained.
65(2)(e) i?g‘.i:g%ayment;%totalling R6 112 030 were nat paid within 30 days of receipt
Ofivoigés

121(3) An “&ifual report of the municipality that include the financial
Statements, the Auditor-General's report, the annual performance
report and any information as determined by the municipality was not
prepared for the 2007-08 financial year.

125(1)(c) The notes to the financial statements of a municipality must include
amounts outstanding in respect of pension and medica aid
contributions.




Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA)

3B. Instances of non-compliance with the MSA found during the audit are the following:

Section Detail

57 Separate annually concluded performance agresments with each
manager directly accountable to the municipal manager could not be
obtained.

66 A staff establishment which als

0 indicates job descriptions and
femuneration and condition of service as well as the regular evaluation
of staff could not be submitted.

B
Schedule 1 Declarations of interest could not ba obtained for c%’;ﬁ;;ﬁciilors (paragraph
5 of the Code of Conduct for Councillors) or mang@%ﬁé’ﬁﬁggﬂ?mgraph 5 of
the Code of Conduct for Municipal Staff Membé;é% for thegear under
review. B

Governance framework

37. The governance principles that impact the auditor's ogﬁﬁ%g he™

T3

related to the responsibilities and practices exercised by mri‘;;.e accounting officer and

executive management and are reflected in thesintern **«f. ntrol deficiencies and key

governance responsibilities addressed below: i
Internal control deficiencies

e

38. Section 62(1)(c)(i) of the MFMA statesiilat the csoy
municipality has and maintains effective e
risk management and internal control, The
to the deficiencies in the system &

The root causes are categorisét aéé?@xggﬁi‘ng to the five components of an effective system of

internal control (The number Ilg?% er“?s@ﬁ;@rggnent can be followed with the legend below the
table). In some instances deﬁcieﬁ?&’"‘eﬁgﬁ%ﬁiﬁ more than one internal control component.

ancial statements are

Par. no. | Basis for disc!aimeizzr ' fru%g\ﬁ‘l’:‘»‘* CERAJcATIC T M
4 Bank overdraft ﬁé@b v @ 3 4.5

5-7 Ry, W 5,6 1
8

9-10 1
1113 . Income

14-16 Expenditure 286

17 Inventory 5

18 L Accumulated deficit

19 Reserves 4

20 Value-added tax 5 6

21-22 | Cash flow statement |




23 Capitai commitments 5
24 Contingent liabilities 5
25-26 Irregular expenditure 5 5 8 1
27-28 Fruitless and wasteful expenditure 5
29 Unauthorised expenditure 5

Overall conclusion on the governance framework based on internal control deficiencies
as and where applicable:

opinion. The staff did not exercise ownership of, and responsibility r%g‘”?ﬁ%&ggsks allocated to
them. The accounting officer did not take sufficient or appropriate févg jon to'aldyess the lack

b

of discipiine. The accounting officer and chief financial officer q|§%iqf ponitor the correction

and updating of records and reconciliations and supervision oxﬁ: Fateaunt 19g of fixed assets,
fruitless and wasteful and irregular expenditure was | :

s 7 T T EE T

I

acking. l‘w

The organis
control gver financial reporting.
Management and staff are

2

over financial repaorting.

Human rescurce 3
ersonnel.

Integrity and ethical values have not been developed Sheh 4

reparting.
The accounting officer/accounting authority dbes
and internal control. ﬁﬁ?’ o
Management's philosophy and operating stile gt

: é:;%rs.igl‘lt responsibility aver finandial reporting | 5

yomote effective controf over finangal reporting. 6
orling and related matters

The entity does not identify risks o ke SEnigVEmEntar inancial reporting objectives. . 2
The entity does not analyse the liseltfood aRehim azct of the risks identified. 3
a

5

The entity does not determ; ea, sk rategy/ 268N plan to manzge identified risks.
The potential for materisfes tnenttue to fraud is not considered

=

There is Inadequate s& iegation of diiles to prevent fraudulent data and asset misapprdpnatlon; ' 1

General information tech‘rﬁé’l contigls have not baen designed to maintain tha intearity of the information
system and the security of theiata 45

Manual or automated controls arSgot designed to ensure that the transactions have accurred, are authorised,

3
and are completely and accurately processed,

Actions are not taken to address fsks to the achievement of financial reporting objectivas, 4
Control activities are not selected and developed to mitigate risks over financial reporting. 5
Polisies and procedures related to financial reporting are not established and communicatad. 6
Realistic targets are not set for financial peformance measures, which are in turn not linkad to an effective | 7




Ongoing monitoring éﬁ s
intemal control over financial reporting.

Key governance responsihilities

40. The MFMA tasks the accounting officer with a number of
and risk management and internal control. F undamental to achieving this is the
implementation of key governance responsibilities, which | have assessed as follows:

|- %

No. Matier

Clear trail of su
timely manner

1. No significant difficulies, were experienced during the audit COMGCEerning
availability of requested information,

Quality of financial statements and related managemeiiz

2, The financial statements X
the audit,
3. The annual report was submitted for consideiath rior t%_e tapl X
report, y - R
- : W —
Timeliness of financial statements and manggement information
4, The annual financial statements vere submitted fé:[%guditing as per the legislated | X
deadlines (ssction 126 of the MENA <
Egdi AP
- -y .. . “i;;:%}&‘:i - l"lf.
Availability of key officials durlng@%dit 3}@
e
5. Key officials were available throughaws Hias udit process. X
vo re avaable trglBhout tietguditp X ]

&9 i, -
ith risk management, effective internal control and
(‘:

Development and compliance’w

governance practices gﬁ%
P L

responsibilities concerning financial

B. Audit CoOMmMItlEs 4,
'a’i'-“m. “F-»’A iz
» The nﬁé‘&;ﬁ;j_cipality ha?"i adtit committee in operation throughout the financial
vear. Gy,
> The audit cbqpittesdiperates in accordance with approved, written terms of X
referenca, ‘mei?
= The audit committea substantially fulfilled its responsibilities for the year, as sot x
out in section 166(2) of the MFMA.
7. Internal audit
* The municipality had an internal audit function in operation throughout the X
financial year.
*  The internal audit function cperates in terms of an approved internal audit ptan. X
e The internal audit function substantially fulfilled its responsibilities for the year, as X
set out in section 165(2) of the MFMA.




8. There are no significant deficiendies in the design and implementation of internal
control in respect of financial and risk management.
9. There are no significant deficiencies in the design and implementafion of internal
conitrol in respect of compliance with applicable laws and regulations.
10. The information sysiems were appropriate to faciitate the preparation of the financial
statements. i
11, A risk assessment was conducted on a regular basis and a risk managemeant stratagy,
which includes a fraud prevention plan, is decumented and used as set out in section
B82(13(c)(i) of the MFMA.
12, Powers and duties have been assigned, as set out in saction 79 of the MFMA.
Follow-up of audit findings R
13. The prior year audit findings have been substantially addressed.
14. SCOPA resolutions have been substantially implemented.
- . . . ot
Issues relating to the reporting of performance information -
15, The information systems were appropriate to fachitale tl'lgm pré__ i
performarice report that is accurate and complete, S e
16. Adequate control processes and procedures are designed and:
the accuracy and completeness of reported performancs i
o T
17. A strategic plan was prepared and approved for the @@nc" “S,‘iegr dﬁtﬁ%éeview for
PUrposes of monitoring the performance in re!g{;}i% to 49.,‘T et'iﬂ‘a:pd dellyzry by the
Masilonyana local municipality against }tﬁ: mantiate, 4 qg_"eteﬁs ined objectives,
outputs, indicators and targets (section 88 gfthe MF MA). SR .
18. There is a functioning performance manatement g%té“mgagd. performance bonuses
are only paid after proper assessment & pproval by those charged with
governance.

i
Overall conclusion on the goﬁg
requirements, as and where appl@ab

ﬁ‘%& G
41. The vacancy left by the munpigig] Z;’I’?’é’r;?@g;t=3r and the fact that the chief financial officer was
iager-and also performed his normal duties resulted in

appointed as acting municigal (
thej&dit process and the delivery of documentation.

delays and non-availabiligs dulrigig
42. The financial staﬁtﬂg}gp}gnt' ¥

Y

. ; M "z"we“

£

)
g

s

b

nge framework based on other key governance

43. The accountifgofficer di

Nishyere notieviewed timeously before submission for auditing by the
cer, résy Urgp[n various amendments {o be made afterwards.
‘«“.t_x?

e
i

chief financial g

!2[

4L

ot prioritise the implementation of oversight regarding the audit
committee, an i‘f%%’%gnal augit unit, a proper financial and internal control system, a fraud
prevention plan aﬁa’rﬁ:i_im% ‘assessment as required in terms of the MFMA as well as the
compilation of an anm??é}f{‘:zport. Furthermore, an action plan was not drawn up to address
prior year audit findings and SCOPA resolutions.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS
Report on performance information

44. 1 was engagead to review the performance information.
The accounting officer’s responsibility for the performance information

45. In terms of section 121 (3)(c) of the MFMA, the annual report of a municipality must include

the annual performance report of the municipality, prepared by the municipality in terms of

10



section 46 of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000)
(MSA).

The Auditor-General’s responsibility

rigt

48. 1 believe that the evidence | have obtained is sufficient and approp e\ X

the findings reported below.
Findings of performance information

Non-compliance with regulatory requirements
No reporting on performance information

48, The accounting officer did not prepare an annual ;nam?%i y
of the MSA. This could be attributed to the lack of priorifisi
information, the lack of management oversight agﬁ‘{’é‘%’*
management system,. ) 4 &

rtin terms of section 46
reporting of performance
of effective performance

APPRECIATION

AUDITOR-GENERAL
5O UTH AFRICA

Auvditing to build public confidence

11



