ENERAL TO THE KWAZULU-
VINCIAL LEGISLATURE AND COUNCIL ON
ISTRICT MUNICIPALITY

REPORT ON THE FINANCIAL STATEMENTS

infroduction

1. lwas engeged to audit the financial stalements of the Amajuba District Municipaiity set out on
pages ... o ..., which comprise the statement of Tinancial position as at 30 June 2014, the
statements of financial performance, changes in net assets, the cash flow siatement and the
statement of comparison of budget information with aciual information for the vear then
ended, and the notes, compyising a summary of significant gsccounting policies and other
explanatory information,

Accounting officer’s responsibility for the financial statements

2. The accounting officer is responsible for the preparation and fair presentation of the financial
statements in accordance with the South African Standards of Generally Recognised
Accounting Practice (SA Standards of GRAF) and the reguirements of the Local Government:
Municinal Finance Management Act of South Africa, 2003 {Act No. 56 of 2003) (MFMA) and
the Division of Revenue Act of South Africa, 2013 (Act No. 2 of 2013} (DoRA), and for such
internai control as the accounting officer determines I8 necessary 1o enable the preparation of
financlal siatements that are Tree from malerial missiatement, whether due to fraud or error.

Audifor-General's responsibility

3. My responsibility is 1o express an opinion on the financial statements based on conducting
the audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004)
(PAA}, the general notice issued in terms thereol and International Standards on Audiling.
Because of the matters described in the basis Tor disclaimer of opinion paragraphs, however,
f was unable to obtain sufficient appropriale audit evidence to provide a basis for an audit
opirdon.

4. An audit involves performing procedures io oblain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgemant, including the assessment of the risks of material misstatement of the financial
statermnenis, whether due o fraud or error. In making those risk assessments, the audiior
considers intermal control relevant to the municipalily's preparation and fair presaniation of the
financial siatements in order {o design audi procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
municipality’s internal conirol. An audit also includes evaluating the appropriatenass of
aecounting policles used and the raasonablenass of accouniing estimates made by
management, as well as evaluating the overall presentation of the financial statemenis.




Basis for disclaimer of opinion

Revenue and receivables - service charges

5. {was unable 1o obtain sufficient appropriate audit evidence for revenue from service charges
and the rslated receivables as water meter readings on which these amounis are based were
not periormed for all consumers. Management was unable o provide evidencs that service
charges were billed for all meters within the boundaries of the municipality. | was therefore
unable to confirm the estimaied revenue from service charges by alternative means.
Consequently 1 was unable lo determine whether any adjustmeanis relating 1o revenue service
charges stated at R17,42 miliion in note 16 and receivables slated at R6,23 million was
necessary.

Debt impairment

6. The municipality did not include the bad debis written off amounting to R27,56 million as part of
expenditure in accordance with GRAP 104 Financial Instruments. Conseauently, debt
impairment is understated by R27,56 riilion. Additionally, there is a conseguential impact on
the acocumulated surplus.

Investment in associale

7. The municipality did not account for its share of investmant in associate in accordance with,
GRAP 7 Invesiment in associate. The municipality has a 33% sharshoiding in Uthukela Water
{Piy} Lid which constitute an invesiment in associate. Consequently, Investment in Associate is
misstated by R150, 27 million. Additionally, there is a conseguential impact on the accumulated
surplus.

Property, plant and equipment

8. |was unzbie {o oblain sufficient audi evidencs o support the values of assels transferred from
uThukela Water (Pty} Ltd amounting to R177,70 million included as additions in note 4 o the
financial statements. | was therefore unabis to confirm the assels additions by alternative
means. Consseouently, | was unable to determine whether any adjustments relating 1o
wastewatar network assets stated at R48,60 milion and water assels stated at R284,50 million
in note 4 o the financial staternents was necessary . Additionally, there is a consequential
impact on the depraciation.

Unspent conditional grants

9. The municipality did not have adequate systems in place to maintain records of accounts for
conditional grants as a result | was unable to oblain sufficient appropriate audit ewvidence for
the amounis disclosed as unspent conditional grants in note 12 1o the financial stalemenis.
Consequently, 1 was unable © delermine whether any adiustment o conditional grants siated
gt H22,62 million 8 necassany.




Payables

10. | was unable to obialn sufficient appropriate audit evidence to support payables from
exchange ransactions as supporting documentation was not provided. Conseguently, was
unable to delermine by alternative means whether any adiustments {0 payables from
exchange transactions stated at R26.40 million in note 14 o the financial stalemenis was
necessary.

VAT receivable

11. | was unable to obiain sufficlent appropriats audit evidence o support VAT receivable as
supporting decumentation was not provided. Consequently | was unabie {0 delermine by
alfernative means whethar any adjustiments to VAT receivabls stafed at R5,60 million In nots
9 o the financial statemenis was necessary.

Disciaimer of opinion

12. Bacause of the significance of the malters described in the basis for disclaimer of opinion
paragraphs, | have not been able to obtain sufficient appropriale audit evidence to provide a
basis for an audit opinion. Accordingly, | do not express an opinion on these financial
statemeanis.

Additional matters

13, t draw alterdion o the matiers balow.

Unaudited supplementary information

14. The supplementary information set out on pages xx o xx does not form part of the financ
siatements and iz presenied as sdditional information. I have not audited this schedule 2 cé
accordingly, | do not express an opinion therson.

Unoudited disclosure notes

15. in terms of section 125(2){e) of the MFMA the municipality is required to disclose particulars
of nov-compliance with the MFMA, Thisg disclosure requirement did not form part of the audi
of the financial statements and accordingly, | do not express an opinion thereon.

“"3

. T
MEd

i’f?

REPORT ON OTHER LEGAL AND REGULATORY REQUIREM!

16. in accordance with the PAA and {he genaral nolice issued in terms thereof, § report the
following findings on the reporied performance information ac;amsx predefermined objeclives
for selected objectives presanted in the annual g}erfcm anca report, non-compliance with
lsgisiation as wall as internal control. The objective of my tests was to identify reportable
findings a8 described under sach s eniwe&dmg but not w0 gather evidence 10 axpress
assurance on these malters. Accordingly, | do not express an opinion of sonclysion on these
matiers.




Predetermined obieclives

17. 1 performed procedures o oblain evidence aboul the usefulness and reliability of the reportad
parformance information for the following sslected objectives prasantsd in the annual
performancs report of the municipalily for the year ended 30 June 2014

Basic service delivery on pages x o x

Local economic development on pages X 1o X

Municipal financial viebility and managemsnt on pages xfo X
Spatial planning and environment management on pages x {0 x

L o8 5 8

18. | evalualed the reported performance information against the overall criteria of usefulness and
ratinbility,

19. L evaiuated the usefuiness of the reported performance information fo determine whether it
was presented in accordance with the National Treasury's annual reporting principles and
whather the reporied performance was consistent with the planned objectives. | further
performed ests {0 delerming whether indicators and fargets were well defined, verifiable,
spacilic, measurable, time bound and relevant, as reguired by the National Treasury's
Framework for managing programme performance information (FMPPLL

20. | assessad the reliability of the reported performance Information fo detarmine whsther it was
valid, accurate and complete.

21. The maierial findings in respect of the selecied objectives are as follows:
Basic service delivery

Usefulness of reported performance information

Consistency of objectives, indicalors and torgets

Reported indicators and targets not consistent with planned indicators

22. Baction 41{c} of the MSA requires actual achievemanis against all planned indicators and
targets (o be reported annually. The annual performance report submitied for audit purposes
did not include the actual performance of 84% of all planned indicators and targets specified
in the infegrated development plan for the year under review, This was due o lack of skill and
slow response by management (o respond 1o recommendstions by the oversight role players.

Additional malter

23. ldraw aliention to the following matters below. These matlers do not have an impact on the
predetermined objechives audit findings reported above.

Achievement of planned targets

24. Hefer io the annual performance report on pagels) ¥ o x and ¥ to x {or information on the
achievement of the planned tergets for the vear. This information should be considered in the
context of the material findings on the usefuiness of the reported parformance information for
the selected objectives reporied in paragraphs ¥ 1o x of this report.




Unaudited supplementary schedules
25. The supplementary information set out on pages x 1o x does not form part of the annual
nerformance report and is presented as additional information.  have not audiled this
scheduie and, accordingly, | do not express a conclusion thereon.

26. | performed procedures 1o obiain evidence that the municipality had complied with applicable
legislation regarding financial matiers, financial managemeant and other related matters. My
findings on material non-compliance with spacific matlers in key legisiation, as set out in the
general notics issued in terms of the PAA, are as failows:

Strategic planning and performance management

27. The annual performance raport for the year under review did not include a comparison with
the pravious financial vear and measures taken {0 improve performance as required by
section 48 (1){b) and (¢} of the MSA.

28. The performance of an entity whers the municplaity has shared control against the agreed
parformance objectives and indicators was not moniiored and annually reviewed, as part of
the annuat budgel process, as required by section 8305(s)(v) of the MEBA.

Budgets
29, Zxpenditure was incurred in excess of the limits of the amounts provided for in the voles of
the approved budget, in contravention of section 15 of the MFMA.

Annual financial statements and annual reports

30. The 2012-13 annuasl report was not tabled in the municipal councll within seven months giler
the end of the financial yvear, as requirad by ssction 127(2) of the MFMA.

31. The financial statements submitted for audiling were not prepared in all matlerial respecis in
accordance with the requirements of section 122 of the MFMA. Material misstatemenis
ideniified by the auditors in the submitted financial statements were not corrected and
supporting records could not be provided, which resulted in the Tinanclal statemenis receiving
& disclaimer of audit opinion.

Expenditure management
32. Reasonable steps weres not taken to prevent unauthonised, rregular and fruitiess and wasiehyl
expendifure, as required by section 82(1){d) of the MFMA

Asset management
33. An effective system of infemal control for assels was not in place, as required by seclion
83(2) (c} of the MFMA,

Liability Management
34. An effective system of internal control for ligbilitiss (including a liability regisier) was notin
place, as required by saction 83(2) {b) of the MFMA,




internal conirol

35. 1 considered internal control relevant to my audit of the financial statements, annua!
performance report and compliance with laws and regulations. The matters reported below
under the fundamentals of internal control are iimited to the significant deficiencies that
resulted in the basis for adverse opinion, the findings on the annual performance report and
the findings on compliance with laws and regulations included in this report.

Leadership

36. Management did not exercise adequate oversight aver financial reporting and compliance
with laws and regulations, as well as internal control. In this regard, management did not
ensure that the municipality is able to prepare credible financial reports that are supported
and evidenced by reliable information and that all procurements of goods and services are
done in accordance with the municipal supply chain management regulations.

37. The accounting officer did not create an effective HR management environment to ensure
that adequate and sufficiently skilled resources are in place and that performance is
monitored. in this regard, the accounting officer did not regularly assess whether staff
members had essential skills and knowledge to support the achievement of credible reporting
and comply with designed policies and procedures, as well as legislative requirements

Financial and performance management

38. Daily and monthly controls were not operational throughout the period. Management does not
prepare regular, accurate and complete financial statements that are supported and
svidenced by reliable information as year-end procedures were not carried out in accordance
with the applicable financial reporting framework. Adequate review and monitoring over
compliance with applicable laws and regulations was not undertaken due to staff not
understanding their respective roles and responsibilities.

39. In addition records management and review processes were not designed and implemented
in a manner to improve accountability and credibility in financial and compliance reporting.

Governance

40. The risk management strategy was not adequately monitored, as misstatements on the
annual financial statements were not prevented by the municipality’s risk management
strategy. Internal audit not adequately review the financial statements, as evident by the
errors that arose during the auditing process. Although an audit committee was in place, the
financial statements were not adequately reviewed for misstatements, as evident by the
errors that arose during the auditing process.




OTHER REPORTS

Investigations

41. An independent consulting firm performed an investigation at the request of the municipal
council regarding procurement irregularities relating to irregular expenditure reported in 2010-
11 financial year. The investigation is still ongoing and it is not clear when it will be finalised.
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Auditing jo build public confidence




