REPORT OF THE AUDITOR-GEMERAL TO THE WESTERN CAPE PROVINCIAL
PARLIAMENT AND THE COUNCIL ON MQOSSEL BAY MUNICIPALITY

REPORT OGN THE FINANCIAL STATEMENTS

Introduction

1. | have audited the accompanying financial statemenls of the Mossel Bay Municipality,
which compiise the statement of financial position as at 30 June 2011, and the statement of
financial performance, statement of changes in net assets and cash flow statement for tha
year then ended, and a summary of significant accounting policies and other explanatory
information as set out on pages 20 to 94.

Accounting ofilcer's responsibility for the financlal statements

2. The accounting officer is responsible for the preparation and fair presentation of thess
financial statements in accordance with South Adfrican Standards of Generally Recognised
Accounting Practice {SA Sfandards of GRAP} and the requirements of the Local
Government: Municipat Finance Management Act of South Africa, 2003 (Act No. 586 of 2003)
(MFMA) , the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA), and
for such internal contral as management determines necessary to enable the preparation of
financial statemenis that are free from material misstatement, whether due to fraud or error.

Auditor-General's responsibility

3. As required by section 188 of the Constitution of the Republic of South Africa, 1896 and
section 4 of the Public Audit Act of Soulh Africa, 2004 (Act Mo. 25 of 2004) {PAA), my
rasponsibility is to express an opinion on these financial statements based on my audit.

4. | conducted my audit in accordance with International Standards on Auditing and Generaf
Notice 1111 of 2010 issued in Government Gazefte 33872 of 15 December 2010. Those
standards require that | comply with sthical reguirements and plan and perform the audit to
cbtain reasonable assurance about whether the financial statements are free from material
misstatement.

5. An audit inveives peforming procedures to oblain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgement, including the assessment of lhe risks of material misstatement of the financial
statements, whather due to fraud or error.  In making those risk assessments, the auditor
considers intemal control relevant to the eniity’s preparation and fair presentation of the
financiat statements in order to design audit procedures that are appropriste in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal conirol. An audit also includes evaluating the appropriateness of accounting
policies used and ths reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

§. | believe lhat the audit evidence | have obiaingd is sufiicient and appropriate to provide a
basis for my audit opinien.



Cpinion

7. In my opinion, the financial statements present faidy, in afl material respects, the financial
position of the Mossel Bay Municipality at 30 Juns 2011, and its financial performance and
cash flows for the year then ended in accordance with SA Standards of GRAP and the
requirements of the MFMA and DoRA.

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

Bfaterial underspending of the budget

8. With reference io the statement of comparison of budget and actual amounis the
municipality has materially underspent on is capital budget. At 30 June 2011 the capital
underspending amounted to R26,6 million (10,27%}. As a conseqguence, the municipality
has not fully achieved the service delivery objectives as detailed in the statement of
comparisen of budget and actual amounts for the year ended 30 Juns 2011.

Significant uncertaintles

10. As disclosed in note 52 to the financial statements, contractual claims in respsct of court
cases that are cumently in dispute and being addressed through mediation, the maximum
foreseeable liability is estimated at R7 170 350. '

Restatement of corresponding figures

11. As disclosed in note 39 to the financial statements, the corresponding figures for 30 June
2010 have been reslated as a result of an error discovered during the 2010-11 financial year
in the financial siatements of the Mossel Bay Municipalify at, and for ithe year ended, 30
June 2010.

Additional matiers
12. | draw attention to the matters balow. My opinion is not modified in respact of these maiters:

Material inconsistencies in other infermation included In the annual report

13. No material inconsistencies beftween the draft annual report and the financial statements
were identified. The final printer's proof of the annual report will be reviewed and any
material inconsistencies then identified will be communicated to management. In the event
of these inconsistencies not ba correctad it may result in the matter being included in the
audit report

Unauditsd supplementary schedulas

14. The supplementary information set out on pages 93 to 104 doss 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



REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

15.

in accordance with the PAA and in terms of General nofice 1111 of 2010, issued in
Government Gazette 33872 of 15 December 2610, | include below my findings on the
annual performance report as set out on pages 19 to 33 and material non-compliance with
faws and regulations applicable to the municipality.

Predeiermined objectives

Usefulness of informatlon

16.

17,

The reported performance information was deficient in respect of the following criteria:
Consistency. The reporiasd objectives, indicators and targets are not consistent with the
approved integrated development plan.

Measurability: The indicators are not well defined andfor verifiable.

The following audit findings relate to the above criteria:

Reporied performance against indicators is not consistent with the approved integrated
development plan.

For the selected objectives, 52% of the planned and reported indicators were not clear, as
unambiguous data definitions were not available fo allow for data to be collected
consistently.

Rellabiliiy of information

18.

19.

The reporied performance information was deficient in respect of the following criteria:
Walidity: The reported periormance did not occur and does not periain to the entity.

Accuracy: The ameounts, numbers and other data relating to reporied actua! performance
have not been recorded and reported appropriately.

The following audi findings relate to the above criteria:

For the selected objectives, 28% of the reporied indicators were not accurate based on the
source information or evidence provided.

For the selected objectives the validity and accuracy of 35% of the reported indicators could
not be established as sufiicient appropriate audit evidence andfor relevant source
documentation could not be provided, There were no acceplable alternative audit
procedures thai could be perdformed to obiain the required assurance as to the validity and
accuracy of the reported performancs against predetermined ohjectives.

Led



Compliance with laws and reguiations
Predetermined objectives

20. The annual report does not include targets set for performances in the previous financial
year nol doss it includefreflect measures taken to improve parformance as per the
requirements of section 46 of the Municipal Systems Act, 2000 {Act No. 32 of 2000) {(MSA).

Procurement and contract management

21. Awards were made to suppliers who did not submit a declaration on their employment by
the state or their relationship to a person employed by the state as per the requirements of
Municipal Supply Chain Management {(SCM) Regulations (GNR. B68 of 30 May 2005),
regulation 13{c).

Assels

22. The accournting offfcer did not take all reasonable steps to ensure that the municipality had
and maintained an effective system of internal control for assets as per the reguirements of
section 63{2)(c) of the MFMA.

INTERNAL CONTROL

23. In accordance with the FAA and in terms of General natice 1111 of 2010, issued in
Government Gazefle 33872 of 15 December 2010, | considerad internal control relevant to
my audit, but not for the purpose of expressing an opinion on the effectiveness of intemal
control. The matters reported below are limited fo the significant deficiencies that resulted
in the findings on the annual performance report and the findings on compliance with laws
and regulations included in this report.

Leadership

24. Action plans to address internal contro! deficiencies identified on predetermined objectives
in the prior year were not adequately implemented and monitored to address control
deficiencias, which resulted in recurring findings in the cument period.

25. The deficiencies were not analysed and appropriate follow-up actions were not taken to
gnsure that extemal audit findings relating to predeterminaed objectives raised were
appropriately addressed.

26. A framework for managing and reporling parformance against targets was not adequately
implemented to enable information to be collected and reported consistently.



Financial and performance management

27. A system of internal control of assets was not effective and as a result thereof significant
shorlcomings with regard to the asset register were identified. This was due to the
discipline of regular maintenance of the asset register not being performed by the finance
unit.

28. The review and monitoring process to identify non compliance in the procurement of goods
and services between R200 and R30 000 was not adeguate due to controls not being in

place to monitor that officials responsible for approval of quotations performed their duties
as required by the SCM policy by obtaining the necessary supplier declarations.
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