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" financial statements and other legal and

regulatory requirements of Maluti-A-
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REPORT OF THE AUDITOR-GENERAL TO THE FREE STATE LEGISLATURE AND THE .
COUNCIL ON THE MALUTI-A-PHOFUNG LOCAL MUNICIPALITY

REPORT ON THE FINANCIAL STATEMENTS
Introduction

1.

| was engaged to audit the financial statements of the Maluti-a-Phofung Local
Municipality set out on pages %% to XX, which comprise the statement of financial
position as at 30 June 2013, the statements of financial performance, changes in net
assets, cash fiows statement, statement of comparison of budget and actual amounts,
and appropriation statements for the year then ended, and the notes, comprising a
summary of significant accounting policies and other explanatory information.

Accounting officer's responsibility for the financial statements

2.

Auditor-general’s responsibility
3.

Basis for disclaimer of opinion

The accounting officer is responsible for the preparation and fair presenté%
financial statements in accordance with South African Standards of Geperallin,
Recognised Accounting Practice (SA Standards of GRAP) and the requirgments of the
Municipal Finance Management Act of South Africa, 2003 (Act N§, 56 of 2003) (MFMA)
and the Division of Revenue Act of South Africa, 2012 (Act Ng{ 5 of#2012) (DoRA), and
for such internal control as the accounting officer determines is ceefry to enable the
preparation of financial statements that are free from materiat miss}gtement, whether
due to fraud or error. :

My responsibility is to express an opinion on ;}qe@gnancial statements based on
conducting the audit in accordance with the@@m@dﬂ Act of South Africa, 2004 (Act
No. 25 of 2004) (PAA), the general notice issue%?erms thereof and international
Standards on Auditing. Because of the matters dedcribed in the basis for disclaimer of
opinion paragraphs, however, | wasinable to obtain sufficient appropriate audit
evidence to provide a basis for an dif opinion.

Property, plant and equipment

| was unable to obtain sufficient appropriate audit evidence regarding property, plant
and equipment f%ﬁhe current and prior year due to the status of the accounting records.
It could also not e&‘bnﬁrmed if the management expert valuation methodology was
appropriately and congistently applied. | was unable to confirm the balance by
alternative means. In.addition, the municipality did not review the useful lives of assets
and res'lgual values in accordance with Standard of Generally Recognised Accounting
Practice, GRAP 17, Property, plant and equipment. | was not able to confirm the net
carrying a ?unt of property, plant and equipment and the impact on depreciation and
amortisation as it was impracticable to do so. Consequentiy, | was unable to determine
whether any adjustment to property, plant and equipment stated at R4 358 092 402
(2012: R4 375 899 470) in the financial statements was necessary.



Payables from exchange fransactions . Y

5. 1was unable to obtain sufficient appropriate audit evidence regarding payables from
exchange transactions for the current and prior period due to the status of the
accounting records and inadequate systems implemented by the municipality. Material
differences identified between the accounting records and third party confirmations
could alsc not be confirmed. | was unable to confirm the balance by alternative means.
Consequently, | was unable to determine whether any adjustment to payables from
exchange transactions stated at R214 581 376 (2012: R 200 720 110) in the financial
statementis was necessary.

Consumer receivables A
6. [was unable to obtain sufficient appropriate audit evidence regarding consurg’r

receivables for the current and prior year due to the status of the accounting fecords
Adequate supporting documents could also not be provided regarding transaciions
recorded in the general ledger and approval of indigent debtors. Consequently; ' was
unable to determine whether any adjustment relating to consumer réceivables stated at
R119 256 947 (2012: R85 206 593} in the financial statements was ﬁ%’éessary.

Provisions for closure

7.  The municipality did not calculate the value of the preselt obligation of the provision
for the environmental rehabilitation in accordance with SA™Standard of GRAP, GRAP
18 Provisions, contingent liabilities and contingegt assets. Th,e’%bligation was
calculated on the total expected disturbed area-and not the actual disturbed area as at
year-end. | was not able to determine the correct vaiye of the provision for closure for
both the current and prior year stated at R 37 268 91972012 R 35 028 011) in the
financial statements as it was impractica‘igl to do so.

Receivables from exchange transactions
8. | was unable to obtain sufficient appropriate audit evidence regarding receivables from
exchange transactions for,-tié&é urrent and prior year due to inadequate systems
implemented by the mupjcipalifyf*kwas unable to confirm the balance by alternative
means. Consequently, | a% riable to determine whether any adjustment to
receivables from exchgg‘%e finsactions stated at R26 836 148 (2012: R18 716 855) in
fas

the financial statements ecessary.

Investment p'ﬁﬁerty
9. | was unat obtain sufficient appropriate audit evidence regarding investment
property forat%urrent and prior year due to the status of the accounting records. It
could also not b& confirmed if the management expert’s valuation methodology was
appropriately and consistently applied. | was unable to confirm the balance by
~alternative means. In addition, the municipality did not review the useful lives of assets
“and residual values in accordance with Standard of Generally Recognised Accounting
Pa}gt'ice, GRAP 16, Investment property. | was not able to confirm the net carrying
amount of investment property and the impact on depreciation and amortisation as it
was impracticable to do so. Consequently, | was unable to determine whether any
adjustment to investment property stated at R25 102 766 (2012: R26 402 452) in the
financial statements was necessary.




- Consumer deposits C

10. | was unable to obtain sufficient appropriate audit evidence regarding consumer
deposits for the current and prior year due to the status of the accounting records and
the municipality not providing me with evidence regarding repayments of consumer
deposits. | was unable to confirm the balance by alternative means. Consequently, |
was unable to determine whether any adjustment to consumer deposits stated at
R24 614 851 (2012: R24 654 943) in the financial statements was necessary.

Long-term receivable

11. | was unable to obtain sufficient appropriate audit evidence regarding long-term
receivables for the current and prior year due to inadequate systems implemented by
the municipality. 1 was unable to confirm the balance by alternative means.
Consequently, | was unable to determine whether any adjustment to long-ferm
receivables stated at R18 788 483 (2012: R20 184 891) in the financial statements was
necessary. AR e

Long service liability

12. | was unable to obtain sufficient appropriate audit evidence regardijig long service
liability for the current and prior year due to the municipality nol¥s bmitiihg the relevant
information and employee contracts for audit purposes. | was ungﬁ)i,e to confirm the

balance by alternative means. Consequently, | was urfable to deteTmine whether any

adjustment to long service lability stated at R16 797 00%(5@2: R11 750 000) in the

financial statements was necessary.

Retirement benefit obligation A

13. | was unable to obtain sufficient appropriate it e jdence regarding retirement benefit
obligation for the current and prior year due to the¥municipality not submitting the
relevant information and employee goptracts for audit purposes. | was unable to
confirm the balance by alternativeffgeans. Consequently, | was unable to determine
whether any adjustments to the retiréigent benefit obligation stated at R11 181 000
(2012: R9 344 000) in the financial statéments were necessary.

Unspent conditional grants and receipts

14. | was unable fo obtain sufficient appropriate audit evidence regarding unspent
conditional grantsfa“nd receipts for the current and prior year due to the status of the
accounting recor hd the municipality not providing evidence regarding relevant
transactions recordéd.in the general ledger. | was unable to confirm the balance by
alternative means. Consequently, ] was unable to determine whether any adjustments
to unspent conditional grants and receipts stated at R8 853 632 (2012: R10 280 425} in
the fihancia] statements were necessary.

Service char

15. | was unable to obtain sufficient appropriate audit evidence regarding service charges
for the current and prior year due to inadequate systems implemented by the
municipality and adequate supporting documents not provided for meter readings and
reconnections. | was unable to confirm service charges by alternative means.
Consequently, | was unable to determine whether any adjustment relating to service
charges stated at R318 976 926 (2012: R331 038 724) in the financial statements was
necessary.



Depreciation and amortisation

16. | was unable to obtain sufficient appropnate audit ev:dence regardmg depreCIatlon and
amortisation for the current and prior year due to the limitations placed on my audit of
property, plant and equipment and investment property. 1| was unable to confirm
depreciation and amortisation by alternative means. Consequently, | was unable to
determine whether any adjustment relating to depreciation and amortisation stated at
R295 600 062 (2012: R458 714 888) in the financial statements was necessary.

Employee related cost

cost for the current and prior year due to the status of the accounting recordssand

adequate supporting documents could not be provided regarding terminatio
employees, transactions recorded in the general ledger, approval of allowanceg,and/’
salary scales. | was unable to confirm employee-related cost by aEternatlve means
Consequently, | was unable to determine whether any adjustment r»e‘g[gto employee-

17. | was unable to obtain sufficient appropriate audit evidence regarding emplo:garelated
f

related cost stated at R198 611 117 (2012; R193 973 458) in the finangjal statements
was necessary.

Property rates )

18. | was unable to obtain sufficient appropriate audit evidence’regarding property rates for
the current and prior year due to inadequate syste S |mplem‘e ed by the municipality.
Adequate supporting documents could not be pre¥ided regarding transactions recorded
in the general ledger and title deeds. | was unable onfirm property rates by
alternative means. Consequently, | was unable to detefine whether any adjustment
relating to property rates stated at R147 15Q 223 (2012: R172 500 680Q) in the financial
statements was necessary. 2 '

General expenses

19. | was unable to obtain sufficient appropr:ate audlt evidence regarding general expenses

for the current and pl'iOl' ye : Méiue the municipality not providing evidence regarding
iSigeneral ledger. 1 was unable to confirm general expenses

by alternative means Hiently, | was unable to determine whether any ad justment

relating to general expensé%t ed at R108 486 621 (2012: R790 721 274) in the

financial statements ne ssary




Contracted services e . e ,

20. 1was unable to obtain sufficient appropriate audit evidence regarding centracted
services for the current and prior year due to the municipality not providing evidence
regarding transactions recorded in the general ledger. | was unable to confirm
contracted services by alternative means. Consequently, | was unable to determine
whether any adjustment relating to contracted services stated at R84 030 643 (2012:
R42 261 439) in the financial statements was necessary.

Repairs and maintenance

21. | was unable to obtain sufficient appropriate audit evidence regarding repairs and
maintenance for the current and prior year due {o the municipality not providing me with
evidence regarding transactions recorded in the general ledger. | was unable to confirm
repairs and maintenance by alternative means. Consequently, | was unable to
determine whether any adjustment relating to repairs and maintenance stated at
R79 800 240 (2012: R42 807,608) in the financial statements was neczssagyy,

Debt impairment y

22. | was unable to obtain sufficient appropriate audit evidence redardipg debt impairment
for the current and prior year due to the status of the accountingyg€cords and limitations
placed on my audit of receivables from exchange transactions andyeng-term
receivables. | was unable to confirm debt impairmenf/bf alternative means.
Consequently, [ was unable to determine whether any adiustments relating to debt
impairment stated at R56 209 276 (2012: R96 509 285) in the financial statements were
necessary. ’

Community project expenditure W

23. 1 was unable to obtain sufficient appropriate auditigvidence regarding community-project
expenditure for the current and priogygar due to the municipality not providing evidence
regarding transactions recorded irﬁéﬁgeneral ledger. | was unable to confirm
community-project expenditure by altérnative means. Consequently, 1 was unable to
determine whether any adjustment relafihg to community project expenditure stated at
R43 391 679 (2012: R104 654 377) in the financial statements was necessary.

Fair value adjustment

24. 1 was unable to optiin sufficient appropriate audit evidence regarding fair value
adjustment for t%ﬁrent and prior year due to the status of the accounting records and
fimitations placed o Ry audit of property, plant and equipment. | was unable to confirm
the fair value adjustmeént by alternative means. Consequently, | was unable to
dete;;u’@ whether any adjustment relating to fair value adjustment stated at R86 404
(2012: RGQ%‘MO 655) as in the financial statements was necessary.

Accumulated,surplus

25. | was unable to obtain sufficient appropriate audit evidence regarding the accumulated
surplus and statement of changes in net assets for the current and prior year, as | could
not obtain supporting evidence for the prior year corrections, as well as the limitation on
other balances in the statement of financial position. | was unable to confirm the
accumulated surplus and the statement of changes in net assets by aliernative means.
Consequently, | was unable to determine whether any further adjustment to the
accumulated surplus stated at R4 187 094 418 (2012: R4 315 129 357) in the financial
statements was necessary.



Cash flow statement

26. | was unable to obtain sufficient appropriate audit evidence that the cash flow statement
and the related notes for the current and prior financial years were fairly stated due to
the material effect of scope limitations set out in this report. | was unable to confirm the
cash flow by alternative means. Consequently, | was unable to determine whether any
adjustments to the amounts disclosed in the cash flow statement and related notes were
necessary.

Statement of comparison between budget and actual accounts

27. I was unable to obtain sufficient appropriate audit evidence that the statement of
comparison between actuat and budget amounts and the related appropriatio
statement for the current and prior financial years were fairly stated due to tf'f ma’%&ai
effect of scope limitations set out in this report, inconsistencies between the a?Q: oun;
disclosed and the undisclosed supplementary explanations of budget variances. T'was
unable o confirm the statement of comparison between actual and«Budget amounts and
the related appropriation statement by alternative means. Consequently, | was unable
to determine whether any adjustment to the amounts disclosed in the statément of
comparison between actual and budget amounts and the felated appropriation
statement was necessary. §

Contingent liabilities ,% .
28. | was unable to obtain sufficient and appropriate audityevidence regarding contingent

liabilities due to an inadequate record management system. | was unable to determine
the contingent liabilities by alternative mea‘nih Consequently, | was unable to determine
whether any adjustments relating to cofitingent liabilities stated at R20 496 350 (2012:
R24 829 037} in the financial statementere ecessary.

Irregular expenditure
29. The municipality did not diSgloseall irregular expenditure for the current and prior year

in the notes to the fingﬁa%t%?'ents as required by section 125(2)(d)(i) of the MFMA.

Instances of non-complianceiwitf supply chain management regulations were identified,
resulting in irregular e pendittire being understated by R185 407 728. In addition, | was
unable to obtain sufficientappropriate audit evidence that all instances of irregular
expenditure,had been disclosed, as the municipality did not provide evidence regarding
overpayment to councillors and termination of employees. | was unable to confirm the
disclosure by'glternative means. Consequently, | was unable to determine whether any

further adjustmerit relating to irregular expenditure stated at R3 310 194 (2012: R0) in

the financial statements was necessary.

Un‘atibged expenditure

30. B iring 2011-12 the municipality did not disclose all unauthorised expenditure in the
n&}.'s to the financial statements as required by section 125(2)(d)(i) of the MFMA as the
municipality did not manage expenditure against the budgeted amounts. Consequently,
unauthorised expenditure was understated by R29 605 589 in the prior year. My audit
opinion on the financial statements for the period ended 30 June 2012 was modified
accordingly. My opinion on the current period’s financial statements is also modified
because of the possible effects of this matter on the comparability of the current period’s
figure.




i,
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Fruitless and wasteful expenditure e e e

31. The municipality did not disclose all fruitless and wasteful expenditure in the notes to the
financial statements as required by section 125(2)(d)(i} of the MFMA. The municipality
incurred expenditure that could have been avoided had reasonable care been taken,
resulting in fruitless and wasteful expenditure being understated by R1 440 683. In
addition, | was unable to obtain the sufficient and appropriate audit evidence to confirm
the fruitless and wasteful expenditure for the current and prior year due to an
inadequate record management system. | was unable to confirm the balance disclosed
by alternative means. Consequently, | was unable to determine whether any further
adjustment relating to fruitless and wastefu! expenditure stated at R 12 477 063 (2012:
R 3 892 225) the financial statements was necessary.

Prior period errors £

32. | was unable to obtain sufficient appropriate audit evidence to confirm thé restatement of
corresponding figures for 30 June 2012. | was unable to confirm the pfigrpeiod errors
by alternative means. Consequently, | was unable to determine wheth(egr*a;gy trther
adjustments to prior period errors in note 49 to the financial statefpents wefe necessary.

Financial sustainability

33. The difficulties experienced by the municipality to recover its constimer debtors, the
potential negative effect of this tendency on the cash fidws of the municipality and the
inability to settle accounts payable within an acceptable period indicate that there is a
risk that the municipality may be exposed to serious financigidifficulties in terms of
section 138 of the MFMA. The municipality d}dsnat disclose sufficient details of the
uncertainty as per note 52 to the financial statements which have been prepared on the
going concern basis. The'municipality's acco@ecords did not provide sufficient
appropriate audit evidence that the municipality is¥able to continue as a going concern.

Disclaimer of opinion : ;

34, Because of the significance of the matiers described in the basis for disclaimer of
opinion paragraphs, | have not been a%l‘é to obtain sufficient appropriate audit evidence
to provide a basis for an audit opinion. Accordingly, | do not express an opinion on the
financial statements.

Emphasis of matter&
35. | draw attentionteihe-matters below. My opinion is not modified in respect of these
matters. '

Material losses and impairments

36. As d'§c'los§- d in hotes 34and 55 to the financial statements, material losses to the
amolint of R66 209 276 and R170 141 758, respectively, were incurred as a result of a
write-OHyof.and provision for irrecoverable trade debtors and distribution losses on
electricity.

Underspending of the budget

37. As disclosed in the statement of comparison of budget and actual amounts, the
municipality has materially underspent the budget on personnel cost, debt impairment,
repairs and maintenance, materials and bulk purchases and other expenditure to the
amount of R28 753 555, R10 384 808, R31 054 751 and R473 087 263, respectively.
As a consequence, the municipality has not achieved its objectives.

Additional matter
38. | draw attention to the matter betow. My opinion is not modified in respect of this matter:

1



REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

39. In accordance with the PAA and the general notice issued in terms thereof, | report the
following findings relevant to performance against predetermined objectives, compliance
with laws and regulations and internal control, but not for the purpose of expressing an
opinion.

Predetermined objectives

40. | performed procedures to obtain evidence about the usefulness and reliability of the
information in the annual performance report as set out on pages xx to xx of the annual
report.

41. The reported performance against predetermined objectives was evaluated against the
overall criteria of usefuiness and reliability. The usefulness of information in the annual
performance report relates to whether it is presented in accordance with theé National
Treasury’s annual reporting principles and whether the reported performance is
consistent with the planned development objectives. The usefulness of information
further relates to whether indicators and targets are measurable (i.e. well defined,
verifiable, specific, measurable and time bound) and relevant as required by the
National Treasury's Framework for managing programimme performance information
(FMPPI).

%

42. The reliability of the information in respect of the selected development objectives is
assessed to determine whether it adequately reflects the facts (i.e. whether it is valid,
accurate and complete).

FOERN

43. The material findings are as follows:




Usefulness of information

44,

45,

486.

47.

48.

The Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA), section 41(c) requires
that the actual achievements against all planned indicators and targets must be reported
annually. The annual performance report submitted for audit purposes did not include
the actual performance of 52% of all planned indicators and targets specified in the
service delivery and budget implementation plan for the year under review. This was
due to a lack of monitoring and reviewing of the compieteness of the reporting
documents by management.

The FMPPI requires that performance targets be measurable. The required
performance could not be measured for a total of 58% of the planned targets. This was
due to a lack of supporting source documentation relating to performance targets.

The FMPPI requires that performance targets be specific in clearly identifying the nature
and required level of performance. A total of 58% of the targets were not specific in
clearly identifying the nature and the required level of performance. This was due to a
lack of monitoring and reviewing of the planning documents by management.

The FMPPI requires that it must be possible to validate the processes and systems that
produce the indicator. A total of 98% of the indicators were not verifiable in that valid
processes and systems that produce the information on actual performance did not
exist. This was due to the lack of availability of directors of departments to explain the
controls specific to their department.

Section 46 of the MSA requires disclosure in t:%ﬁgual performance report of
measures taken to improve performaggee where planned targets were not achieved.
Measures to improve performance¥or a total of 99% of the planned targets not achieved
were not reflected in the annual perfdinance report. This was due to the lack of
monitoring and review by managementté ensure that performance targets not achieved
are identified and disclosed.

Reliability of information

49.

The FMPP requité’sxt at institutions should have appropriate systems to collect, collate,
verify and store performance information to ensure valid, accurate and complete
reporting of actual achievements against planned objectives, indicators and targets. |
was unable to obtain the information and explanations | considered necessary to satisfy
myself-agyto the reliability of information presented. This was due to a lack of a
document anagement system with regard to actual performance achievements.




Compliance with laws and regulations

50. | performed procedures to obtain evidence that the entity has complied with applicable
laws and regulations regarding financial matters, financial management and other
related matters. My findings on material non-compliance with specific matters in key
applicable laws and regulations as set out in the general notice issued in terms of the
PAA are as follows:

Financial statements, performance and annual report

51. The financial statements submitted for auditing were not prepared in all material
respects in accordance with the requirements of section 122 of the MFMA. Matérjal
misstatements identified by the auditors in the submitted financial statements were
adequately corrected and the supporting records could not be provided subsgg
which resulted in the financial statements receiving a disclaimer audit opinion. s

52. The 2011-12 annual report was not tabfed in the municipal council%\/en months

after the end of the financial year, as required by section 127(2) of the MEMA.

53. A written explanation was not submitted to council settingfo%’s the reasons for the delfay
in the tabling of the 2011/12 annual report in the council, aszreduired by section 127(3)
and 133(1)(a) of the MFMA.

A

54. An oversight report, containing comments on the angual report, was not adopted by the

council within two months from the date on which the'20#1-12 annual report was tabled,
as required by section 129(1) of the MFMA. '

55. The council's oversight report on the Zéig%nnual report was not made public within

seven days of its adoption, as required byggection 129(3) of the MFMA.

Strategic planning and perfornce management

56. The MSA section 41(c) requigestthaj-the service delivery and budget implementation
plan should form the b&sis¥er the annual repon, therefore requiring consistency of
objectives, indicators 4nd tarett between planning and reporting documents. A total of
61% of the reported in%i‘@gp’é and targets are not as per the service delivery and
budget implementation plan. This was due to a lack of review of the completeness of
reporting dé"mments by management, audit committee and internal audit.

57. The municipality,did not set key performance indicators, including input indicators,
output indicators and outcome indicators, in respect of each of the development
priorities and objectives set out in the integrated development plan (IDP), as required by

t\iﬁon 41(1)(a) of the MSA and the municipal planning and performance management

X(NERRA) regulations 1 and 9(1)(a).

58. The parent municipality with effective contro! in the case of a municipal entity which is a
private company, did not ensure that annual performance objectives and indicators for
the municipal entity are established by agreement with the municipal entity and included
in the municipal entity's multi-year business plan, as required by section 93B(a) of the
MSA.

59. The municipality did not set measurable performance targets for the financial year with
regard to each of the development priorities and objectives and key performance
indicators set out in the IDP, as required by section 41(1){b) of the MSA and the MPPM
regulation 12{1) and 12(2)(e).



60. . The accounting officer of the municipality did not asses by 25 January the performance
of the municipality during the first half of the financial year, as required by section
72(1)(a)(ii) of the MFMA .




- 61. The municipality-did not have and maintain effective, efficient and transparent systems .-
of financial and risk management and internal controls as required by section 62(1)(c)(i)
of the MFMA.

62. The annual performance report for the year under review does not include the
performance of the municipality and each external service provider, a comparison of the
performance with set targets and measures taken to improve performance, as required
by section 46 (1)[(a), (b), (c) of the Municipal Systems Act.

Budgeis
63. Quarterly reports were not submitted to the council on the implementation e 6&‘5
and financial state of affairs of the municipality within 30 days afterthe end o ‘ V4
quarter, as required by section 52(d) of the MFMA.

Audit committee

84. The audit commitiee did not advise the council and the acgeunting officer on matters
relating to accounting policies and performance manage ;ent $ requ1red by section
166(2)(a) of the MFMA.

65. The audit committee did not advise the council anththe ac;gountmg officer on matters
relating to compliance with legislation, as required bsectron 166(2)(a)(vii) of the

MFMA.
Y

66. The audit committee did not review thefannual financial statements to provide the
council with an authoritative and credfﬁﬁmw f the financial position of the entity, its
efficiency and effectiveness and its overallflevél of compliance with legislation, as
required by section 166(2)(b) of the MFMA.

' bond to the council on the issues raised in the audit
equired by section 166(2)(c) of the MFMA.

B7. The audit committee did ndt:
reports of the auditor-geng

68. The audit committee dlnot meet at least four times a year, as required by section
166(4)(b) of the MFMA, =

69. The perfo ’gﬁce audit committee did not meet at least twice during the financial year,
as required PPM regulation 14(3)(a).

70. T e performance audit committee did not review the municipality’s performance
ma%agement system and make recommendations to the council, as required by MPPM
: tion 14(4)(a)(ii).

71. Th ~performance audit committee did not review the quarterly internal audit reports on
performance measurement, as required by MPPM regulation 14{4)(a)(i).

72. The performance audit committee did not submit, at least twice during the financial year,
an audit report on the review of the performance management system to the council, as
required by MPPM regulation 14(4)(a)(iii).




. Internal audit

73. The internal audit unit did not function as required by section 165(2) of the MFMA, in
that:
» it did not report to the audit committee on the implementation of the internal audit
plan

+ it did not advise the accounting officer and report to the audit committee on matters
relating to internal audit, internal controls, accounting procedures and practices, risk
and risk management and loss control.

74. The internal audit unit did not report to the audit committee on matters relating to
compliance with the MFMA, the DoRA and other applicable legisiation, asrequired by
section 165(2)(b)(vii) of the MFMA. *

75. The internal audit did not audit the results of performance measurement‘
by section 45(1)(a} of the MSA and MPPMR 14(1)(a).

Expenditure management
76. Reasonable steps were not taken to prevent 1rregular,a ad fruitless and wasteful
expenditure, as required by section 62(1)(d) of the MFMAY

77. Money owing by the municipality was not alway%a:d within 30 days or an agreed
period, as required by section 65(2)(e) of theiMF

Revenue management
78. Revenue due to the municipality was; ot calcu[ated oh a monthly basis, as required by
section 64(2)(b) of the MFMA. 4, %

79. Accounts for municipal tax and chargeor municipal services were not prepared en
aon a monthly basis, as required by section 64(2)(c) of the MFMA.

80. An adequate management, accounting and information system which accounts for
revenue, debtors,a‘ﬁd receipts of revenue was not in place, as required by section

64(2)(e) of the ME&(
Asset management

81. An aé‘?&‘%te management, accounting and informatiori system which accounts for
assels wasHot in place, as required by section 83(2)(a) of the MFMA.

82. An effective system of interna! control for assets (including an asset register) was not in
place, as required by section 63(2)(¢c) of the MFMA.



i

Conditional grants

83. Unspent conditional grant funds not committed to identifiable projects and not approved
by the National Treasury for retention, were not surrendered fo National Revenue Fund,
as required by section 21(1) of the DoRA.

Municipal infrastructure grant

84. The municipality did not evaluate its performance in respect of programmes funded by
the municipal infrastructure grant (MIG) and submit the evaluation to the transferring
national officer within two months after the end of the financial year, as required by
section 12(5) of the DoRA.

85. The municipality did not timeously submit project registration forms, for projectg,]
intends implementing in the financial year 2013/14, to the depar’tment of local
government, as required by the Division of Revenue Grant Framewdgk, Gazeite
No.35399.

88. The mumczpahty did not submit project implementation pla 18 to the national department
(CoGTA), as required by the Division of Revenue Grant work, Gazette N0.35399.

Integrated national electrification programme grant

87. The municipality did not evaluate its performance in't pe}st of programmes funded by
the integrated national electrification programme grant? ANEPG) and submit the
evaluation to the transferring national offi ey within two months after the end of the
financial year, as required by section (5) Se DoRA.

88. The municipality did not register its maste!a s for bulk infrastructure with the
(INEPG), as required by the Division of Revenue Grant Framework, Gazette N0.35399.

89. Projects funded by the (INERG % ere not implemented in line with the details contained
in the IDP, as required by t 1s on of Revenue Grant Framework, Gazette
No.35388. :

Local government financialm3nagement grant

90. The munlctpahty did not evaluate its performance in respect of programmes funded by
the local go?‘ ment financial management grant (LGFMG) and submit the evaluation
to the transferﬁ%g nationai officer within two months after the end of the financial year,
ag required by section 12(5) of the DoRA.

Ok nunicipality did not submit MFMA implementation plans to the National Treasury to
address weaknesses in financial management, as required by the Division of Revenue
Grgnt Framework, Gazette N0.35398.

Municipal systems improvement grant

92. The municipality did not evaluate its performance in respect of programmes funded by
the municipal systems improvement grant (MSIG) and submit the evaluation to the
transferring national officer within two months after the end of the financial year, as
required by section 12(5) of the DoRA.

93. The municipality did not submit its signed activity plan and in the prescribed format to



-the national department (CoGTA), as required by the Division of Revenue Grant
Framework, Gazette No.35399.

94. The municipality did not submit, within 10 days after the end of each month, its monthly
expenditure reports o the national department (CoGTA), as required by the Division of
Revenue Grant Framework, Gazette No.35389.

Procurement and contract management

85. Sufficient appropriate audit evidence could not be obtained that all contracts and
quotations were awarded in accordance with the legislative requirements and a
procurement process which is fair, equitable, transparent and competitive as the
required information could not be provided for audit purposes.

Human resource management and compensation

96. Sufficient appropriate audit evidence could not be obtained that abpointments were only
made in posts which were provided for in the approved staff ggtab ,;gfent of the

municipality, as required by section 66(3) of MSA.

97. Sufficient appropriate audit evidence could not be obtalged that job escriptions were

established for all posts in which appointments were madeg,in the current year, as
required by section 66(1)(b) of MSA. -

98. Sufficient appropriate audit evidence could Gt - @Qained that appointments were
made in the posts of municipal manager and ager directly accountable to municipal
manager that were advertised, as required by se¢ iBn 54A(4)}a) and 56(3) of MSA.

99. The accounting officer, chief finané_@ 9i fficer, head of the SCM unit and other senior
managers accountable to the municip@l manager were appointed without having met the
prescribed minimum competency levelsias required by section 54A(2) and 56(1)(b) of
the MSA.

100. Sufficient appropriate audit evidence could not be obtained that the appointment of
7 the municipal map dger was approved by the municipal council as required by section
) 54A(1)(a) of theMS A,

101. Sufficient approp e audit evidence could not be obtained that the appointment of
senior managers directly accountable to the municipal manager were approved by
mun *gouncil as required by section 56(1)(a) of the MSA.

102.  Thewem oyment contract of the municipal manager exceeded a period of five years
in contravention of section 57(6) of the MSA.

103. Sufficient appropriate audit evidence could not be obtained that newly appointed
municipal managers and managers directly accountable to municipal managers
submitted original and/or certified copies of academic and professional qualifications,
proof of previous employment and disclosure of financial interests prior to appointment
as per the requirements of Municipal Performance regulation 4 of GNR 805.

104. Sufficient appropriate audit evidence could not be obtained that senior managers
dismissed for financial misconduct in a previous position were not re-appointed before
expiry of 10 years in contravention of section 57A of the MFMA.

105.  Sufficient appropriate audit evidence could not be obtained that the accounting



officer met any of the higher education qualifications or the prescribed competency . -
areas as required by section 83 of the MFMA and regulations 2 and 3 of Municipal
Regulations on Minimum Competency Levels.

106. Sufficient appropriate audit evidence could not be obtained that the head of supply
chain management met any of the higher education qualifications or the prescribed
competency areas as required by sec 119 of the MFMA and regulations 10 and 11 of
Municipal Regulations on Minimum Competency Levels.

107.  Sufficient appropriate audit evidence could not be obtained that the senior managers
met any of the higher education qualifications or the prescribed competency areas as
required by regulation 6 and 7 of Municipal Regutations on Minimum Compe °NCY
Levels. -

108.  Sufficient appropriate audit evidence could not be obtained that the finance OffiCials
at middle management or supply chain management managers me
education qualifications or the prescribed competency areas as requireg,by regulations
8 and 9 of Municipal Regulations on Minimum Competency Levels.

109.  An approved staff establishment was not in place, as A quired by section 66(1)(a) of
the MSA. 3

Consequence management

not investigated to determine
aditure, in accordance with the requirements

110.  Irregular expenditure incurred by the municipality
whether any person was liable for the exp
of section 32(2) of the MFMA.

111.  Fruitless and wasteful expenditure incurtad by the municipality was not investigated
to determine whether any person was liable for the expenditure, in accordance with the
requirements of section 32(2)%af the MFMA.

112.  Irregular, fruitless gridwastef pend:ture was not always recovered from the liable
person, as required bsectlo 32(2) of the MFMA.

113. The accountmg offlcerand council did not always report to the South African Police
Service casgs.of alleged irregular expenditure that constituted a criminal offence, as
required Qction 32(8) and (7) of the MFMA,

Internal control

1iﬁfmimon31dered internal control relevant to my audit of the financial statements,
\r determined objectives and compliance with laws and regulations. The matters
repdrted below under the fundamentals of internal control are limited to the significant -
deficiencies that resulted in the basis for disclaimer of opinion, the findings on
predetermined objectives and the findings on compliance with laws and regulations
included in this report.



Leadership . e C e . e

115.  Effective leadership, based on a culture of honesty, ethical business practices, good
governance and protecting and enhancing the interest of the municipality, was not
provided. This resulted in various audit findings as included in this report.

116. Proper oversight was not exercised during the year on the implementation of an
effective internal control system, establishing policies and procedures for effective
record management, maintaining an asset register and preparing the annual financial
statements, due to a lack of consequences for poor performance and transgressions.
This is evidenced through various findings in this report.

117. The leadership did not take timeous and adequate action to address weaknesses in
the finance and supply chain management directorate and performance information,
which resulied in nhon-compliance with applicable legislation and gave ris€%g fruitless
and wasteful and irregular expenditure. -

118.  The lack of decisive action to mitigate emerging risks, implerné it timely gorrective
measures and address non-performance was evident by the j@gr’ management to
adequately address the external audit findings in a timely manngg Th&municipality
failed to properly analyse the control weaknesses and implement'appropriate follow-up

actions that adequately addressed the roct cause. Thigresuited in the audit findings in

the prior year report being recurring in the current year.

Financial and performance management P

119.  Effective financial and performance systel@_,)ar%esses and procedures as well as
the management thereof had not been adequatg veloped and implemented, due to
a lack of appropriate competencies. v

120. Management of the municipal not performed a regular review and monitoring
of compliance to laws and regulation®due to a lack of appropriate competencies, which
resulted in material non-compliance. '

121.  The municipality did not have the human resource capacity throughout the financial
year to adequatelwddress prior year findings and weaknesses identified in the financial
and control systems of the municipality. This necessitated the municipality to make use
of consultants t6%,gpfement such constraints. Consultants assisted with the
preparation of an ass%t,register and the preparation of the financial statements.

122. Thedinancial statements and performance report were not properly reviewed for
com Ietenegs and accuracy prior to submission for auditing, due to a lack of appropriate
comp gencies. This resulted in many findings relating to incorrect disclosure.

Governance

123. The audit committee has not promoted accountability and service delivery through
providing oversight over the effectiveness of the internal control environment, including
financial and performance reporting and compliance with laws and regulations.



OTHER REPORTS

Investigations
124,  An investigation is being conducted to probe the manner in which the contract for the
electricity supply network was awarded subsequent to year-end. The investigation aims

to establish whether a fair, transparent and equitable procurement process was foliowed
in awarding the contract. The investigation was still ongoing at the reporiing date.

4{Wﬂ~ Geweral

Bloemfontein
30 November 2013
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