REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCAL
LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND
PERFORMANCE INFORMATION OF THE BLOUBERG MUNICIPALITY FOR THE
YEAR ENDED 30 JUNE 2009

REPORT ON THE FINANCIAL STATEMENTS

Introduction

1. 1 was engaged to audit the accompanying financial statements of the Biouberg
Municipality which comprise the statement of financial position 30 June 2009,
and the statement of financial performance, the statement of changes in net
assets and the cash flow statement for the year then ended, and a summary of
significant accounting policies and other explanatory nates, as set out on pages
[xx] to [x0]. :

The accounting officer's responsibility for the ﬁ‘néﬁcial statements

2. The accounting officer is responsible for the:preparation and fair presentation of
these financial statements in accordance with .the basis of accounting
determined by the National Treasury, as set out in‘acéounting policy note 1.1 to
the financial statements and in the manner | by the Local Government:
Municipal Finance Management Act, 2003 ( . 96 of 2003) (MFMA) and for

such internal control as the accounting officer determines is necessary to enable
the preparation of financial statements that are f
whether due to fraud or error. T

rom material misstatement,

the Constitution of the Republic of South Africa,
he_Public Audit Act, 2004 (Act No. 25 of 2004)
(PAA) and sectio (3) of‘the:MEMA, my responsibility is to express an
opinion on.the financial statements based on conducting the audit in accordance
with: the International Standards on Auditing and General Notice 616 of 2008,

issued in Govemment Gazette No. 31057 of 15 May 2008. Because of the
matters described in the Basis for disclaimer of opinion paragraphs, however, |
was not.able to obtain sufficient appropriate audit evidence to provide a basis for

an audit opinion.

4. Paragraph 11. et seq. of the Statement of Generally Recognised Accounting
Practice, GRAP. 1 Presentation of Financial Statements requires that financial
reporting by entities shall provide information on whether resources were
obtained and used in accordance with the legally adopted budget. As the budget
reporting standard is not effective for this financial year, | have determined that
my audit of any disclosures made by the Blouberg Municipality in this respect will
be limited to reporting on non-compliance with this disclosure requirement.

Basis for disclaimer of opinion

Corresponding figures

5. In my previous audit report dated 30 November 2008 | was unable to express an
audit opinion on the financial statements of the municipality for the year ended 30
June 2008. The qualification matters have not been resolved while no alternative



procedures were possible and my audit report is disclaimed regarding the
corresponding figures as discussed hereunder:

Trade and other payables — R18,2 million

Unspent conditional grants and receipts — R4,1 million

Property, Plant and equipment — R126,3 rillion

Consumer Receivables — R8,1 million

Other Receivables — R4,1 million

Cash and cash equivalents — R5,9 million

Revenue — R77,1 million

Expenditure, excluding employee related cost — R26,9 million

Cash Flow statement: Purchase of property, piant and equipment — R24,3
million.
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Cash and cash equivalents

ided for the reconciling
ations at year-end.
the reconciling
e procedures

6. Sufficient appropriate audit evidence could not_ b
items amounting to R15.1 million on the,ﬁb nk recon
Consequently, | was unable to conclude on what impact, if any,.
items should have on the accounts of the municipality. Alternal
were considered but the municipality’s rec:ords did not permlt it.

7.
bank reconciliations amounting, to RQ 1 (ban
bank balances on the face ofthe.
R14.9 (bank overdraft) and R2'

Payables

uld*not conclude whether the transactions do exist, that the
obhgatlon to them and that the amounts reflected are
roced_p:rgs were considered but the municipality's records

yment (PPE)

operating  expenditure:  repairs and maintenance is capital
expenditure to the amount of R740 014. Expenditure is overstated by R740 104
and PPE is understated by the same amount.

11. Appropriate audit evidence for a journal transaction amounting to R860 343
could not be provided. Alternative procedures were considered but the
municipality's records did not permit it.

12. The existence and completeness of PPE could not be verified due to the
following:

» assets in the fixed asset register were bundled together resulting in individual
components not being adequately described, inter afia serial numbers, make
model etc. were we were not able to determine whether assets amounting to
R54.3 million exists



» anumber of assets could not be traced from the floor to the asset register

e g detailed listing of all the property owned by the municipality were not
provided

» a deed search performed confirmed 46 properties own by the municipaiity.
The properties listed on the deed search could not be confirmed to the fixed
asset register and financial statements

« not all fixed assets were bar-coded or have a unigue asset number assigned
to them.

Receivables

13. A reconciliation to substantiate suspense account transactions amounting to
R2.1 million could not be provided. Consequently | could not conclude whether
the transactions do exist, that the municipality has nghts to them and that the
amounts reflected are accurate. Alternative procedures were considered but the
municipality's records did not permit it. :

Revenue

& financial statements include
by the mummpahty for the prowsnon

14. Service charges as disclosed in note 12 to't
revenue amouniing to R1 062 032, ace

sdit procedures to determine
receivables (on account

rd édures were considered but the

a vable balances amounting to R3,8 million are not
dlsclosed as presc:rlbed by “International Accounting Standard 39 (Financial
instruments Recogn "o‘n and Measurement).

in note 11 to th_e financial statements.

Disclaimer of opinion
18. Because of the significance of the matters described in the Basis for disclaimer
of opinion paragraphs, | have been unable to obtain sufficient appropriate audit

evidence to provide a basis for an audit opinion. Accordingly, | do not express an
apinion on the financial statements.

Emphasis of matter

Unauthorised expenditure

19. As disclosed in note 23 to the financial statements, unauthorised expenditure o
the amount of R735 318 was incurred, as the budget was exceeded.



Other matters

Without qualifying my audit opinion, | draw attention to the following matters that
relate to my responsibilities in the audit of the financial statements:

Unaudited supplementary schedules

20. The supplementary information set out on pages [xx] to [xx] does not form part of
the financial statements and is presented as additional information. | have not
audited these schedules and accordingly | do not express an opinion thereon.

Non-compliance with applicable legislation

Local Government: Municipal Finance Management Act}'-?'zooa (Act no, 56 of
2003)(MFMA)

21. Section 17(1) of the MFMA requires the municipality 'to prepare an annual budget

setting out realistic anticipated revenue for the budget yearfrom each revenue
source.

by the Municipal Systems
5),— disclosure of interest).

e auditor's opinion on the financial

sponsibilities and practices exercised by the

¢:management and are reflected in the internal
1ance.responsibilities addressed below:

24, Sectlon 62(1)(c)(|) of the MFMA states that the accounting officer must ensure
that the mummpahty has and maintains effectlve efficient and transparent

depicts the root causes that gave rise to the deficiencies in the system of internal
control, which:led to'the disclaimer of opinion. The root causes are categorised
according to the: f” ive components of an effective system of intemnal control. (The
number fisted per component can be followed with the legend below the table. )
In some instances deficiencies exist in more than cne internal control

camponent.
ar. asis for disclaimer of opinlon; RA
5 Qualifying matters on corresponding figures not 1-7 [ 15§17 ] 13 | 1-3
resolved during the year under review
6,7 Cash and cash equivalents 1-7 1158 [1-7 [1-3 {13
8,8 Payables 1-7 115 [1-7 13| 1-3
10-12 Property, plant and equipment -7 118117 [13]1-3
13 Receivables 57 1 4 3 1
14,15 Revenue -7 115 [ 17 | 1-3 | 1-3
16,17 Prasentation and disclosure 586 5 1




25. The general financial management functions is the responsibility of the
accounting officer, assisted by top management in managing and co-ordinating
the financial administration of the municipality and exercising financial
management responsibilities within their respective areas of responsibility.
Reasonable steps were not taken to ensure that the municipality has and
maintains effective, efficient and transparent systems of financial and risk
management and internal control over the whole spectrum of municipal
activities. This impacted negatively on all five root causes in the table below.

effective control over financial reporting.

The organls'ational structure does not address areas of responsibility and lines of reporting to support 1

reporting and internal control.

Management and staff are not assigned appropriate levels of authori d'responsibility to facilitate 2
conkrol over financial reporting.

Human resource policies do not facilitate effective recruitment andft ining;;disciplining and supervision 3
of personnel.

Entegrity and ethical values have not been developed and are not understood 4
financial reporting. .

The accounting officer/accounting authority does not exercase over3|ght respansibility o L]

Management's phl[usophy and aperating style do not promute effectlve contral over finandi

Th ti

Management has
reliable financial reporting.

The entity does not identify risks to the achlevement off nancial reportmg objactives.

The entity does not analyse the likelihood and:impact of the:rigks jdentifiad,

The entity does not determine'e:risk:strategylaction p!anértd"mé'ﬁét_;jéf%identiﬂed risks.

There is |nadeq'uate segregation of dutiés to prevent fraudulent data and asset misappropriation.

General information technology controls have net been desngned to maintain the integrity of the
information system and the security of the data.:

Manual or | controls are:.not d95|gned to ensure that the transactions have occurred, are
authonsed 'nmpletely and accurately processed.

‘not taken to address risks to the achievement of financial reporting objectives.

Controliactivities are not selected and developed fo mitigate risks over financial reporting.

Paolicies and procedures related. fo financial reporting are not established and communicated.

Realistic targ is are not set for-financial parformance measures, which are in turn not linked to an
effeciwe reward; system

Pe ment II"IfOl’l'l"Iarl
reperting.

Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of
internal control over financial reporting.

Information required to'imiplement internal control is not avaitable to personnel to enable internal control | 2
responsibilities.
Communications do not enable and support the understanding and execution of internal control 3

Neither reviews by internal audit or the audit commitiee nor self -assessments are evident.

Internal control deficiencies are not identified and communicated in a timely manner to allow for
cerrective action to be taken.

Key governance responsibilities

26. The MFMA tasks the accounting officer with a number of responsibilities
concerning financial and risk management and internal control. Fundamental to



achieving this is the implementation of key governance responsibilities, which |
have assessed as follows:

Clear trail of supporting documentation that is easily availeble and provided in a timely
manner

1. No significant difficulties were experienced during the audit concerning delays or the v
availability of requested information.

Quality of financial statements and related management information

2. The financial statements were not subject to any material amendments resulting from v
the audit.

3 The annual report was submitted for consideration prior to the tabling of the auditor's v
report.

Timeliness of financial statements and management informati

4. The annual financial statements were submitted for auditm_ Jas p per lhe tegls!ated v
deadlings (section 126 of the MFMA). &

Availability of key officials during audit

5. i Key officials were available throughout the audif:'process. v

Development and compliance with risk manage ternal control and

governance practices

6. Audit committee
»  The municipality had an audlt commlttee n oparatlanlthroughout the financial year.
» The audit committee operate v
reference.
v
7.
v
v
. 3 internal audlt function substantlally fulfifled its responsibilities far the year as | ¥
aut in gection 165(2) of the MFMA,
B. ere are no significant deficiencies in the design and implementation of internal v
“]:control in respect of financial‘and risk management.
9, “There are no significant deficiencies in the design and implementation of internal v
control in respect of compl:ance with applicable laws and regulations.
10. | The'information system 'jwere appropriate to facilitate the preparation of the financial v
statements.
11. | Arisk asséssment was conducted on a regular basis and a risk management strategy, v
which includas a fratid prevention plan, Is documented and used as set out in section
B2(1)(c)() of the MFMA.
12. Delegations of responsibility are in place, as set outin section 79 of the MFMA. v
Follow-up of audit findings
13. | The prior year audit findings have been substantially addressed. v ]
Issues relating to the reporting of performance infoermation
14. | The information systems were appropriate to facilitate the preparation of a performance v
report that is accurate and complete.
15. | Adequate control processes and procedures are designed and implemented to ensure v
the accuracy and completeness of reported performance information.
16. | A strategic plan was prepared and approved for the financial year under review for v
purposes of monitoring the performance in relation to the budget and delivery by the
Blouberg Municipality against its mandate, predetermined objectives, outputs,
indicators and targets (section 68 of the MEMA).




N

17. There is 2 functlcmlng performance management system and performance bonuses
are only paid after proper assessment and approval by those charged with
gaovernance.

27. A consultant was appointed to prepare the financial statements as the CFO did
not have the necessary capacity. The financial statements were subjected to
material amendments resulting from the audit. In addition, some changes were
not affected to the financial statements.

28. The appropriate system report for leave provision was not generated by the
applicable department at year-end, limiting my ability to perform pre-determined
audit procedures.

29. The turn around time to respond to our audit findings as well as the quality of the
responses impacted negatively on our audit. In a number of instances supporting
documentation was not provided for audit purposes: or-provided at a very late
stage of the audit.

30. The accounting officer and chief financial did not always design and implemented
internal control in respect of financial and risk 1 anagement;fNo risk assessment
was conducted and implemented for the year under review to mitigate the risk of
incorrect disclosure of financial ;nformataon in the financial ‘statements. In
addition, a number of non-compliance Wwith, appllcabl‘ aws and reglilations were
detected during the cause of the audit.

always undertaken by the

31. Adequate monitoring and superyision were.
‘ audit and audit committee to

ensure effective internal control o\
management as is evident in paragr,

performance report of the municipality prepared by the
ection 46 of the Local Government: Municipal Systems
2000} (MSA).

The Auditor-General’s responsibility

34. | conducted my engagement in accordance with section 13 of the PAA read with
General Notice 616 of 2008, issued in Government Gazefte No.31057 of 15 May
2008 and section 45 of the MSA.

35. In terms of the foregoing my engagement included performing procedures of an
audit nature to obtain sufficient appropriate evidence about the performance
information and related systems, processes and procedures. The procedures
selected depend on the auditor's judgement.

36. | believe that the evidence | have obtained is sufficient and appropriate to
provide a hasis for the audit findings reported below.




Findings on performance information
Non-compliance with regularity requirements

No reporting of performance information

37. The municipality did not provide me with the annual performance report in terms
of section 46 of the MFMA as it was not yet finalised and approved at the time of
the audit.

Existence and functioning of a performance audit committee

38. Although the existing audit committee was utilized as a performance audit
committee as provided for in regulation 14(2) of the Municipal Planning and
Performance Management Regulations, 2001, the audit:ﬂ?"c;ommittee charter did
not explicitly identify performance management and:evaluation as an item in
their responsibilities.

39. The audit committee did not:

* review the Blouberg municipality's per_fé_ifnance managel

make recommendations in this regard to the council of :the Blouberg
municipality. :

= submit an auditor's report {o the Blouberg counc:ll regardlng the performance
management system at least twice during: the ‘r“ nancial year.

'p and |mplement mechanisms, systems and

» the municipality did not
rf rmance measurements as part of

processes for auditing the results of:
its internal audltlng processes

4n|c:1pal[ty dld not adog
:hOW_ the

40. The Blouberg

n and implement a proper framework that
describes and represent '

unicipality's cycfe and processes of

41. The accounting officer. of the Blouberg municipality did not (by 25 January each
year) as the performance of the municipality during the first half of the
financial yea g‘into account the municipality's service delivery performance

during the first“half of the financial year and the service delivery targets and
performance indicators set in the service delivery and budget implementation
plan, as required by section 72 of the MFMA,

Performance indicators and performance targets

42. The Blouberg municipality did not make known, both internally and to the general
public, the key performance indicators and performance targets set by it for
purposes of its performance management system as required by section 44 of
the MSA.

Community Involvement

43, Appropriate and sufficient evidence that the Blouberg municipality adhered to the
following legislative requirements could not be provided:



o afforded the local community at least 21 days to comment on the finai draft of
its integrated development plan before it is submitted to council for adoption,
as required by regulation 15(3) of the Municipal Planning and Performance
Management Regulations, 2001.

= gave notice to the public of the adoption of the IDP within 14 days by council,
as required by section 25(4) of the MSA.
APPRECIATION

44. The assistance rendered by the staff of the Blouberg Municipality during the audit
is sincerely appreciated.

Polokwane

18 February 2010

AUDITOR-GENERAL
SO UTH AFRICA

Auditing fo build public conlidence



