REPORT OF THE AUDITOR-GENERA! TO THE MUNICIFAL COUNGH. aND
KWAZULU-NATAL  PROVINGIAL LEGISLATURE ON THE FINANCIAL
STATEMEMNTS AND PERFORMANCE INFORMATION OF LUMHLABUYALINGANA
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2007.

REPORT ON THE FINANCIAL STATEMENTS
Introduction

1.} have audited e accomipanying financial statements of Umhtabuyalingana
municipality which comprise the balance sheat as at 30 June 2007, incoms
statement and cash flow statement for the year then ended, ang a summary of
significant accounting policies and other explanatory notes, and the atcounting
oificer's report as set out on pages Hlo 12,

Responsibility of the accounting officer for the financia) statements
2. The accounting officer is responsible for the Preparation and fair presentation aof
these financial statements In accordance with the basis of mﬁnoc:::mm:ﬁ::m:m

manner required by the Local Government: Municipal Finance Management Act,
2003 {Act No. 56 of 2003) {(MFMA). This responsibiity includes:

. desfgning, implementing and maintaining intermal controf refevant to the
Preparation and fair presentation of financial statemenis trat are free fom
material misstatement, whether dua to fraud or error

. selecting ang applying appropriate accounting policias

. making aceounting estimates that are reasonable in the drcumstances,

Responsibility of the Auditor-General

3. As required by Section 188 of the Constitution cof the Republic of Sauth Airica
1896 read with Section < of the Public Audit Act, 2004 {Act No. 25 of 2004 (PAA)
and Section 12E(3) of the MFEMA, my responsibilify is to BXOIESS an cpinion on
‘hiese financial statements based an my audit,

4. 1 cenduscted my audit in accordance with the Internationaf Stzndards on Auditing,
Those standards require that | COmply with the ethica) requirements and plan and
rerform the audit to obtain reasenable assurance whether the financial statements
are free from material misstatement,

5 An audit involves performing procedures Lo obtain evidence about the amounts and
dizclosures in the financlal statements, The procedyres sefected depend on the
auditor's jadgemant, including the assessment of the risks of material misstatement
of the financigi statements, whether due to raud or aror, In making lhose risk
assessments, the auditor considers internal Control relevant 1o the entity's
preparatisn and fajr presentation of the financial statements in order to design zyudit
proceduras that are dppropriate in the circumstancas, hut not for the purpase of
BXpressing an opinion on the effectiveness of the eniity’s iniemal coniral,



An avdd alse includes svaluating the

. appropriatanass of accounting policies used

. reasonableness of accaunting estimates made by management
. mverall presantation of the financial statements.

i pelieve that the audi avidenca | have obiained is sufficient and appropriate to
provide & basis for my audit opiricn.

Basis of accounting

8.

The Municipality's policy is to prepare financial staterments on the entity-specific
basis of accounting as set out in accounting policy note 1.

Basis for qualified opinion

Irreqular Expenditure - Travel Allowances Overpaid

g.

Gross travel allowances fotaling R 844,634 were overpaid to councillors dufing the
financial year under review since the counciliors further received motor car
allowance. These payments are considered iregular due to the incomecty
implementetion of govemment gazeite no. 28990, notice No. RES3 and No, 1224
based on section 7(1} of the Remuneration of Public Office Bearers Act, 1988 (Act
No. 20 of 1998), which only allowed a motar vehicle allowance o te paid o
coundillors. This has resuited in an understatement of debtors of R 844,634 and
the net deficit for the year being overstated by the same amaount.

Limitation of scope - Supporting Documentation for Expenditure

10,

Supparting documentation in respect of gensral expenditure totaling R B17,174
was not made available by the munizipality for audit purposes. | am thersfare
unable to verfy the validity, accuracy and completeness of these expenditure
Dayments.

Unauthorised expenditure

11,

The total actuat expenditure of R 53.5 million exceedad the totai obudgeted
expendiiure of R 48,9 million resulting in unauthorised expenditure of R 4.6 millice.
The notes to the snnual financial statements did not disclose unauthorised
axpenditure as required by sechan 125{2)(d}{} of the MFMA.

CQiuaiified opinion

12.

In my opinion, except for the affects of the matters deseribed in the basis far
quakiied opinion paragraphs, the talance sheet of Umhlabuyalingana Municipality
as 3t 30 June 2007 and its income staterent and cash flow statemeni far the year
then ended have been prepared, in all materiai respects, in accordance with the
hasis of accounting as set out in the accounting poficies note 1 to the {inancial
statements and in the manner required by the RiFRA,
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| Braw Sltention i the 3:0,&?@ matiers:

Going conearn

13.

incUrred an Gperating deficit of R8s million for the ¥ear ended 3 June 2007 and

Significant cnnmnmm_._a_.

14,

Valug Added Tay Refung

A Valua Added Tax (VAT refungd from tha South African Revenye Senvice _..mhmmu
totalling R 3.8 million will only he repaid to the municipaiity upon the Lompletion of
& VAT augit by the SaRs. | was unahje to estabiigh ihe facts ang Sircumstances
Sifrounding tha delay in the VAT refunds from SARS ang unable to assess fhe
tkelihood of whether the amaunis wiil e refunded by SARS,

nn:mmu:m:nﬁ asseis may pe Ov¥erstated by R 3.8 million should thjs amount no;
be refundag by SARS.

OTHER MATTERS

_n:ms mnm:ma:ﬁo":m following matfers that are anciltary g My Fesponsibilifies I the
audit of ihe fin ancial statements- .

z..u:.nnﬂumm:nm with applicable legistatian

Municipal Finance Managemens Act

13.

15,

of R 418 464 owing by the .Emaocm accounting officer mzm:m.ﬂag.m.. an maur_._a
of R 289383 refating tn cellphone allowances that WEre overpaid in centain
Councillors §n respect of the financial year ended 30 june 2005 had ngt been

The municipality has ngt developed ang implementee 2 Fisk amzmmmﬂamaw and
internal aontrol framewark relaling to fraug prevention in dccordance with saction
B2(1He)(M) of the MEhas

The municipality has not compled with section 71 of the MFsa that requires the
accaunting officer of the Mnicipality tp submit within g working days after aach

1



18.

mznth end, 2 monthly budost statement in tra prescribed format to the Mayar
a8nd ihe retevant Provincizl Treasury,

The municipality has not complied with section 72 of the MFMA requiring 2 3_.n_,.
¥ear budget and performance assessment. The significant operating ammn.";
experienced in the 20082007 financial year may hiave been averied had this
assessment been timeously undertaken and expendifure scafed down In
proportian to the remaining budget,

The muricipality has not complied with saction 79 of the MFMA in that no
detegation of authority has been developed.

Matters of governance

20,

21,

During the review of the councitlors' declarations of interest form it was noted that
14 out of a total of 25 oouncilicrs had not declared their interest.

Material corrections made to the annual financial statements initlally submitted for

audit

22

22.2

22.3

The annual financial statements approved by the Murticipa Manager and
submitted for audit on 34 August 2007, have bean significantiy revisad in fespect

of the foilowing materia] misstatement identifiad during the audit:

A lotal of R12 1 mithon was nitiafly transferraq diractly from various fasarys
accounts to fixed assels as these accounts were ao intended for capital
axpenditure,

Upon revision angd correction of the annug) financial stziements, the Bmiount
transfarred from reserves fo aperating income totailed RS9 mitlion  and
coribution to raserves during the year of R4,2 million being brought into
account. The neg effect was an Increasa |n 1@serves by R7.4 million and
operating deficit increasing by the same amount,

The Cash Flow Statement was maleriaily incorrect. The priar year comparatives
did not agree o the audit annual financial statements ang Investments in fixad
assels was reflected as pf when fixed assets i that set of annmual financial
statemeants Rad increased by R 14,7 miilion,

Conltribution to the capitat development fund was intizly stateqd at & 2 miifion,
This was reduced io R 599 830 resuling in ihe decrsase of R1.4 milicn in tha
cacital devalopment fund and the operating deficit

I



Z2.4 Creunciirg gltcwzances 25 disclosed jn tha annug| finenciz stataments undar
Mote 14 indtiatly reflactad zn Emgunt of R 1,1

f\_..f!.l..l.-_...l_u.r Liag
milifon and wag Lnderstateg by R2,1
million. The note has bean adiustad to rafiect

the carrert amount of B3, 7 millian.

22.5 Appendix D of the annya financial statements ajg net initfally Nclude any

COmparative figuras for Operating fncome in espect of the prior Year. This wasg
m:wmmn:m:mw_, adjusted tg reflect the comert Lomparatives,

228 An amount of R 650,222 Was initiafly written

-off to bad debts without adeguate
justification ang touncH approvay,

The subsequent Correction fo the annua|l fingngiz staterments resulted

in debiors
Ncreasing by R 650,222 ang bag amEmantH_:m deficit decreasing by

the same

Due to the Uncerainty wih fegard to the recoverability of thig debf

v & provision far
doubiful debts was thersafter raigaq for the fuy) FMOUNt resulting in an increase of

23. Sectian mm:x&nm_ of the MFmMA states that tha aceounting officer must ensyre

amuwﬂmﬂ:m FOOL causes of the matters Indicated, s they reiate to the five
Components of internal contra. In some instances deficianc
one internal contrgl Companent.
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Unzudited supplementary schedules

24, The m:ﬁ_u_mm:mm.;m.é information set aut on pages 13 to 18 dees nct form cart of
- the annual financial statements and is presented as additional informaticn. 1 have

nat audited these schedules and, accordingly ) do not express an opinion on
them.

OTHER REPORTING RESPONSIBILITIES

Reportiing on performance information

25, [ was engaged to audit the performance information.

Respansibility of the accoiunting officer for the performance information

28, 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 Section 4% of the Local Government: Municipal Systems
Act, 2000 {Act No. 32 of 2000 (MSA).

Responsibility of the Auditor-General

2%, ! conducted my engagement in accordance with Section 13 of the PAA, 2004
(Act Mo, 25 of 2004) read with Gerera! Nolice 646 of 2007, issued in
Government Gazette NMo. 28819 of 25 May 2007 and section 45 of the MSA.

28. i was not provided with the necessary infomnation, documentation anc
explanations limecusly with regard to the performance information system.
Consequently, | was unable {o conduct gur audit of performance  infarmation.

Late finalisation of the audit report

28, Iri terms of Section 123{3){b) of the MFMA the Auditor-General is required 1o
subrit the audit report to the accounting officer within three months of the receipt
of the annual financial statements. in the interest of improving accounizbility and
due to fhe process implemented to ensure consistercy in the manner in which
material audit findings are reported, | have delayed the finalisafion of the audit
report ko the date reflected on the audit report.



APPRECIATION

30 The assistance rendered by the staif

af Calmu:wm__:mm:m ?Fz_n_nm_ #y during
ihe audi is sincerely appreciated.

Pi mﬁmﬁﬂmﬂﬁw:i

25 April 2008
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