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The Accounting Officer ~ Reference:  60071REGO6/07
Ikwezi Municipality . Enquiries: v Reddy

PO Box 112 . Date: 14 December
Jansenvifle ' 2007
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_ JANSENVILLE €205
' Dear»Si_r . - IKWEZ) MUNICIPALITY
‘REI-’.-ORF,;:'QF THE AUDITOR-GENERAL ON THE FINANCIAL STATEMENTS AND
PT:EBFORMANCE INFORMATION OF IKWEZ| MUNICIPALITY FOR THE YEAR
E,ngﬂ‘;o JUNE 2007 _ ) .

~ | 2. Interms of Section 121(3) and '127(2) of the MFMA municipalities have to inciude the
' audit report in the municipality's annual report for tabling within seven months after
the end of the financig| year, . = _ '

3. Until (abled as requifed._by section 127(2) the reﬁo'rt is not a public document ang

. Should therefore be t.reated-gs:éqhﬁdbn}ipls‘

N . ® - Submit the final printer's proof of the. annual report (which includes the audit

B AT report) to the relevant audit manager of the- Audifor-General for verification of the
B  audit-related references before it is pririted: or ‘opied. Specigl care should be
taken with the page references in your repont, since an incorrect reference could
have audit implications, : :

* The signature at the eng of the hard copy of the audit repart should be scanned
in when preparing to print the report. The typeset initials and ‘surname of the
signatory, with the words ‘for Auditor-General’ on the same line, as we)| as the

available to you i electronic format.

S Auditor-Generql Republic of South Africy WWW.0950.c0.20
PO Box 10917 The Fig Tree 6033 Eastern Cape Docex ¢9 Tel: +27 (0)41 367 2823 Fox: +27 (0)4i 387 4465
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Executive

) well in advance of
report containy

ng this augdit report,

7. 'Managemenl requested a more detailed descriptior; relate
Paragraph 17 to the audit report. Annexure A to this letter refers,

d to the headings useg in

8. Kindly acknowledge roceipt of this Ietter, -

Yours failhfully

\ Audirot-General
PO Box 210017 The

Republic of Sgum
Fig Tree 6033 Eqstern Cape Docex 9¢ Tel: +27 10

Africo WWW.0530.c0.20
41 367 2823 F

ox: +27 (0)a1 367 4465
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JREPORT OF THE . AUDITOR-GENERAL: TO' THEN " OUNEI" OF Tie e,
MUNICIPALITY (AND THE EASTERN caPEe PROVINCIAL LEGISLATURE) ON THE

FINANCIAL STATEMENTS AND PERFORMANCE INFORMATION OF THE IKWEZI
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2007

REPORT ON THE FINANCIAL STATEMENTS
Introduction

1. Jwas engaged to. audit the acconpanying financial statements of the lkwezi Municipality
* which comprise the balance sheet as at 30 June 2007, income statement and cash flow
statement for the year then ended, and a summary of significant accounting policies

. and other explanatory notes, as set out on pages 1 to 26.

Responsibility of the ac‘céunﬂnq officer for t?io finahcfil statements
‘2. The ac¢nqmiﬁg.pffice.r' is responisible for the Preparation and fair presentatior; of these

. er ; Ganc unting as set out
*..in accounting. policy. note. 1. {o: the. financial statements in the manner required by the |

ol Local, ,,‘\'f(_c_ernm,he.r_l_f:'Munipipal,»“!‘-',‘inanqé Management Act, 2003 (Act No. 56 of 2003)
- j (_MEMA)-.This_requqg.i‘bility.ingiqdps;___ T L '
v desigring, implementing and maintaining internal control relevant to the preparation
présentation of financial statemerits that are free from material
, Whether due to fraud or eiror o '
R IORN i ii':'i',-:-'t?.'f_""-‘-'.'_\'-:'.‘ W e .
ng, g IpRlying appropriate accounting policies
toolnfing'estimates that are reasonable in the cireumstances,

H

financial statements. in accordance with the entity-specific basis of accg

onstitution: of thie Republic of South Africa, 1996

4:(Act:No. 25 of 2004), my responsibility
nents based on my audit in accordance
-Bgcause of the matters discussed in the
wever, Lwas not able to obtain sufficient
v audit opinion. -

_ﬁﬁén'é'iq! statements on the entity-épecific

ba g as set out in %ﬁ%ﬁﬂtiﬁ&j?ﬁl’?ﬂﬁ?w1 to the financial staternents.

Sduis for disciaimer of opition. - .-

5. I Wa‘s'nb't'“ablé"'io‘dbtéiﬁ' sufficient fﬂ”ﬁﬁrbpﬁaite audit evidence over the completeness,
acturacy and validity of revenue due to the following: :

Income Community services ‘

3.1 Included in the Income Statement is an amount of R7 413 351 for Community services.
Due to the following factors reasonabie assurance. could not be obtained over this
revenue amount in the financia) statements at 30 June 2007
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1.1 Prepgration.of.;be. {algable valuation rol reconciliation,

No reconciliation between the vValuation totars ang the ratos charged was performed for the
Y v financig) Year ended 30 June 2007 Ae a result there js o assurance that amounts chargeq
for rates weye accurate, ang therefore reyenyg may be misstated.

512 Updating of billing system

3.1.3 Direct income register _ |
An ihfoﬁnal ﬂiary Was maintained for severg) Purposes, including the fecording of bookings,
: remdent gqmglaints and the recording of rentaf deposits received. No Separate register was

. mhin‘"tamed 18-account for all forms of Ncome receiveq 'separately. Per inspection of the

- | 7. Furlhermore, included in the note 4 to the financial statements is ap amount of
R49 973 215 1o, property, plant ang equipment. | was not able to obtain sufficient
8ppropriate audit evidence over the valuation of Property, plant equipment dye to the
following:
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financial year onwards Al} assats Purchased before that date. which are sttt gwneq py
the Municipality, were not included in the valuation due to the fact that no supporting
documentation was available,

Unauthorised Expenditure

8. The council did not have any Policy or procedure in place through which Unauthorised,
irregular, fruitless and wastefy| expenditure could pe identified and reported upon as
required by section 32 of the MFMA.

A loss of R 318 082 was incurred on the Mohair Festival The expenditure reiating was
included in the balance disclosed as part of economie services on the income statement
and was not budgeted for. Further, Payments made for the festival, did not have 3!l the
required signatures authorising the expgriditure. It is viewed that this expenditure -
Qualifies as unauthorised expenditure. Nc' disclosure’ of this fact has been made in the
Annual Financia Statements-at 30 June 2007 ‘

classification of iiabilities
S.a going concern,

3

Ue's

expendlture i8 financed through grants ang

006 mcome consist. of subsidies, grants and

é'd-; m iljlg Basis for disclaimer

ke ,oplmqtffﬁhragraphﬁ; _ 3. ' 10 obtaih é‘ufﬁéient_appropriate audit
' “evidence to provide: a basis for: an audit- opinion on the financial statements of

the Ikwezi Municipality: Acoordingfy,_ | do not eXpress an opinion on the financial

| draw attention to the following matters that are ancillary to my responsibilities in the audit
of the financial statements:

* ,.A;s_ets were revalued during. the year.based.on Capitalexpendityre from the 2004)2005. R
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¥ h Compli'ance with. appliub[""'ﬂi’lquﬂnh EH LN

1. In terms of section 99(2)(b) of the MFMA, the accounting officer must take a1 feasonable
J steps to ensure that all Money owing by the entity is paid within 30 days of receiving the

relevant invoice or statement, However, it wag found that some creditors had not been
paid within 30 days of the invoice date.

Budget Process

12. No proof could be found that the following processes as required by Section 21 of the
MFMA took place during the year:

()_-Nex;essary inputs for the budget had been requested from the varioys departments

(b) Budget information had been Properly addressed during financial and budget meetings

{c) Minutes of the meetings where budget is§ues were discussed had been prepared and
. Made known to the varioys departrhents ,

(d) Minutes lj'ad.begn adequately discussed and dealt with by all relevant departments .

(e Iflfejg@",éf,‘;qiﬁgepanments were informed on the final outcome of the budget process and

.. - targets set.
Tho o Theut '.Q'ét,"v.\'ras also_not ‘aligned with the integrated development pian. The
T ity did have plans for capital projects but due it being dependant on grantsand ~
s for Such projects. such Projects were not included in the budget, .
overnante- structures appear to be lacking at the municipality as the internal -
ment only performed a limited review during the year. Coupled with the fact
3 [ag k:éﬂiﬁter’ﬁél{qontrol policies, there is the Gpportunity for fraudulent acts
- )

| services: Prep |

aration of the
rateable
valuation roj

 reconciliation ]
income - X
community
services;
Updating  of

| billing system

| Income - X -




14—03-'@8 12:53 FROM-IKWEZI +@438360105 T-124 POO3/010 F-434

[ R

- community
_services:
Direct income
_register
Income - X

—— ———— ...-...-_-.._-.-l

Wafier metérs
) 'ﬁ‘.-'o,l_'l- properties

Leave X
_Resgrve ' o '

Cantrgl Environment . ‘
15: The entity did not. estabiish the key elements of a control environment to achieve sound
financial management. This is evident from material control weaknesses identified and

disclosed under non-compliance with laws and regulations. In ‘addition, this gave rise to
" the numerous qualifications reported above. This is further evidenced by the following:

(a) No financial management-related policies or guidelines have been developed by the
municipality or management;

(b) There is a lack of formal and approved policies with regards to human resources and
overtime;

(c) There is no fraud prevention plan in bfape to prevent and detect fraud risks.
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Monitoring

18 The monitoring of controls, such as the Preparation and review of reconciliations and the
internal audit process, was not effective. This contriblted to the matters reported above
relating. to the reconciliation of the valuation roll and varioys other non- compliance with
relevant legislation. The internal audit did not provide an effective service to
management by assisting them in their governance responsibilities,

{
!

OTHER REPORTING RESPONSIBILITIES

' deortlng on performance information

19 Fwab erigaged to audit the performance information. ,

Ruponslbllityof the accounting officer for performance information

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

' include the gnnﬁa,_l'n}eﬁ"rfprma,nce‘,_r_egq;;_‘_qf the municipality prepared by the municipality
ih__tﬁqnﬂig;«j__f,;g@g@iqﬁ',q_&iof.the Locat Govérmment Municipal Systems-Act 2000 (Act No. 32
of 2000)MsAy. - e Do

Responsibility of the Auditor-General. R - -
21.1 coriducted my engagement iri dctordance with section 13 of the Public audit Act, 2004
(Act No. 25 of 2004) read’ with €neral. Notice 846 of 2007, issued in Government
Gazette No. 29919 of 25 May. 200 l‘fd 8éction 45 of the Local government. Municipal
Systems Act 2000 (Act No. 32 of 2000). : : -
¢y 2 Intemms of the foregoing, my engagement included performing procedures of an audit

P

nature t0'obtain sufficient appropriate’ audit evidence about the performance information
and related' systems processes and procedures. ‘The procedures selected depend on
the auditor’s judgement, : _ -

23.1 believe that the evidence | have obtained is sufficient and appropriate to provide a
basis for the audit findings reported below,

Non-compliance with regularity requirements

24.1 have not been able to audit the performance information as the Performance
Management System had not been implemented as at 30 June 2007 as required,

25. This is in contravention with section 38 (a)(iii) of the MSA which requires that a
municipality- must establish a perfformance management system that is in line with the
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APPRECIATION

26. The assistance rendered by
A sincerely appreciated.

Qo= Gent

Pcrt Elizabeth

the staff of the tkwezi Municipality during the audit is

30 November 2007

v
. -Auol‘ro--Gh‘H!lAl.
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TX RESULT REPORT
NAME :PROV TREASURY
TEL :041 3743483
DATE :MAR.14.2008 15:08
SESSION FUNCTION NQ. DESTINATION STATION DATE TIME PAGE DURATION MODE RESULT
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15: The entity did not establish the key elements of a control environment to achieve sound
management. This is evident from material control wesknesses identified and

sclosed under non-compliance with !a
" the numerous qualifications reported a

WS and regulations, In addition, this gave rise 1o
hove. This is further evidenced by the following:

(@  No fmancial management-related policies or ‘guidelines have been developed by the
muncipality or menagement;
) Thare Is a back of fonmal and approved poficies with regards to human resoyrces and
overtime; )
© Them is no fraud prevention plan in place to prevent and detect fraud risks.
TX RESULT REPORT
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