REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL
PARLIAMENT AND THE COUNCIL ON EDEN DISTRICT MUNIGCIPALITY

REPORT ON THE FINANCIAL STATEMENTS

Introduction

1.

| have audited the financial statements of the Eden District Municipality set out on pages 11
to 98, which comprise the statement of financiaf position as at 30 June 2012, the statement
of financial peformance, statement of changes in net assels and the cash fiow statement
for the year then ended, and the noles, comprising a summary of significant accounting
policies and other explanatory information.

Accounting officer's responsibility for the financlal statements

2.

The accounting cofficer is respeonsible for the preparation and fair presentation of these
financial statements in accordance with South African Standards of Generally Recognised
Accounting Practice {SA Standards of GRAP) and the reguirements of the Locatl
Government: Municipal Finance Management Act of Soulh Africa, 2003 (Act No. 56 of
2003) (MFMA) and Division of Revenue Act of South Africa, 2011 (Act No 6 of 2011)
{DoRA), and for such internal contro! as the accounting officer determines is necessary to
enabile lhe preparation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor-General’s responsibility

3.

My responsibility is to express an epinion on these financial statementls based on my audit.
t conducted my audit in accordance with the Public Audit Act of South Africa, 2004 (Act No.
25 of 2004) (PAA), the General Notice issued in terms thereof and International Standards
on Auditing. Those standards require that | comply with ethical reguirements and plan and
perform the audit to obtain reasonable assurance about whether the financial stalements
are free from malterial misstatement.

An audit involves performing procedures to obiain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or emmar. In making thosea risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit proceduras that are appropriate in the
circumstances, but not for the purpose of expressing an opinion an the effecliveness of the
entity's internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

i believe that the audit evidence | have obiained is sufficient and appropriate to provide a
basis for my audit opinion.

Opinion

B.

inmy opinion, the financial statements present fairly, in all material respects, the financial
positien of the Eden District Municipality as at 30 June 2012, and #s financial parformance
and cash flows for the year then ended in accordance with SA Standards of GRAF and the
requirements of the MFMA and DoRA.



Emphasis of matters
7. | draw atiention to the matters below. My opinion is not modified in respect of these

matters.

Significant uncertainties

8. WWith reference to note 39 to the financial statements is a2 defendant in a number of lawsuits
and claims by staff that have not been finalised. The maximum potential liability is
estimated at R69 173 532. The ullimate owtcome of these lawsuits and claims could not be
determined at year-end.

Restatement of correspending figures

8. Asdisclosed in note 30 to the financial statements, the corresponding figures for 30 June
2011 have been restated as a result of errors discovered during 30 June 2012 in the
financial statements of Eden District Municipality at, and for the year ended, 30 June 2011,

Material impalrments

10. As disclosed in notes 19 and 20, the municipality raised a provision of doubtful debts of
R3 935 341 (74,59%) for exchange receivables and R16 379 275 {89,5%) for non-exchange
receivables.

Material losses
14. As disclosed in note 19 bad debts written off of R12 782 599 due to debt owed to the
municipality assessed as no longer recoverable.

Additional matter
15. | draw attention to the matter belew. My opinion is net modified in respect of this malter.

Unaudited sepplementary schedules

18. The supplementary information set out en pages 98 to 101 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 apinion thereon.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

17. In accordance with the PAA and the Seneraf Notice issued in terms thereof, | report the
following findings relevant to performance against predstermined objeciives, compliance
with laws and regulations and internal controd, but not for the purpose of expressing an
opinion.



Predetermined cbjectives

18. | performed procedures to obtain evidence about the usefulness and reliability of the
information in the annual performance report as set out on pages 17 to 39 of the annual
report.

18. The reported performance against predetarmined objeciives was evaluated against the
overall criteria of usefulness and reliability. The usefulness of information in the annual
performance report relates to whether it is presented in accordance with the Naticnal
Treasury's annual reporting principles and whether the reporied performance is consistent
with the planned objectives. The usefuiness of information further relates to whether
indicatars and targets are measurable (i.e. well defined, verifiable, specific, measurable and
time bound) and relevant as required by the National Treasinry Framework for managing
progrannne performance information (FMPE!).

The reliability of the information in respect of the selected objectives is assessed to
determine whelher it adeguately reflects 1he facts {Le. whether it is valid, accurate and
camplete).

20. The material finding is as follows cancerning the reliability of the infarmation.

Rellability of information

21. The FMPPI requires that the indicator be accurate enough for its intended use and respond to
changes in the leve! of performance. A total of 78% of the actual reported indicators relevant to
the Community Services were not accurate when compared o source information. This was
due to a lack of monitoring by senior management.

Compilance with laws and requlations

22. | performed procedures to oblain evidence that the entity has complied with applicable laws
and regulations regarding financial matters, financial management and other related
matters. My findings on materiaf non-compliance with specific maiters in key applicable
faws and regulations as sef oui in the Generaf Motice issued in terms of the PAA are as
follows:

Procurement and confract management
23. Sufficient appropriate audit evidence could not be obtained that bid adjudication was always
done by commilttees which were composed in accordance with SCM regulation 29(2). '

24. Awards were made to providers who are persons in service of olher state institutions or
whose directors are persons in service of other state institutions, in contravention of SCM
regulations 44.

Expenditure management
25. The accounting officer did not {ake effective steps {o prevent iregular expenditure, as
required by section 62(1)(d) of the Municipal Finance Management Act



Internal control

26. | considered internal control relevant to my audit of the financial statements, annual

performance report and compliance with laws and regulations. The maiters reported below
under the fundamenials of internal control are imited to the significant deficiencies that
resulted in the findings on the annual performance repart and the findings on compliance
wilh laws and regulations included in this repor.

Leadership

27.

The accounting officer did not take adequate steps to mitigate lhe risk of non compliance in
the supply chain unit by evaluating the supply chain practices of the municipality against the
requirements of the legislation.

28. The accounting officer did not perfform adeguate monitoring processes o ensure that the

performanca reporied in lhe annual performance report could be verified or agrees to the
suppaorting documentation.

Financial and performance management

28.

30.

31.

Control measures put in place to achieve compliance with supply chain processes were not
adherad to by ofiicials resulting in non compliance with the supply chain management
regutalions.

Management did not adequalely perform their responsibilities when reperting performance,
this resulted in the performance report being unreliable as reported in paragraph 17 of this
report.

Management did not adequately perform their responsibiliies when reporting performance
infarmation. This resuited in the performance report being unreliable as reported in
paragraph 21 of this report.

Audicor—Gene o

Cape Town

30 Movember 2012

A FDITOR-GEMERAL

SO UTH AFRICA

Auditing ta buld publiz confidence



Kanagement report of Eden District Buaicipatity

85. The matters communicated throughout this report relate to the three fundamentals of internal
control which should be addressed to achieve sustained clean administration. The AGSA staff
remains committed to assisting in the process of identifying and communicating good
practices to improve governance and accountability, so as to build public confidence in
government's ability to account for public resources in a transparent manner.

Yours sincerely

Belor~

Sharonne Adams
Deputy Business Executive: Western Cape

30 MNovember 2012

Emquinas: Adiz| Bloew
Telephone: 021 528 4100

Fax: 021 528 4200
Emai: abloew@agsa.co.za
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