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AUDITOR-GENERAL
SOUTH AFRICA

The Municipal Manager
Mr. Ayanda Makhanya
Lesedi Local Municipality
c/o HF Verwoerd and Louw Streets
Heidleberg,
1436

30 November 2013

Reference : 0221 4REG1 2-1 3

Dear Sir

Report of the Auditor-General on the financial statements and irl:her legal and regulatory
requirements of Lesedi Local Municipality for the year ended 3t1 June 20{3

1. The above-mentioned report of the Auditor-General is submitti r:l herewith in terms of section
21(1) ot the Public Audit Act of South Africa read in conju r,;tion with section 188 of the
Constitution of the Republic of South Africa section 121'\',t.i) of the Municipal Finance
Management Act of South Africa (MFMA).

2. We have not yet received the other information that will be inclrrded in the annual report with
the audited financial statements and have thus not been able Lrr establish whether there are
any inconsistencies between this information and the audite:1 financial statements and the
reported performance against pre-determined objectives. Yor, are requested to supply this
information as soon as possible. Once this information is rec(r\/ed it will be read and should
any inconsistencies be identified these will be communicated trr 1/ou and you will be requested
to make the necessary corrections. Should the corrections nc,l be made we will amend and
reissue the audit report.

3. ln terms of section 121(4) of the MFMA you are required to r"rclude the audit report in the
municipality's annual report to be tabled.

4. Until the annual report is tabled as required by section 127(2)::lthe MFMAthe audit report is
not a public document and should therefore be treated as confic rtrntial.

5. Prior to printing or copying the annual reporl which will include t rl audit report you are required
to do the following"

Submit the final printer's proof of the annual report to the rilrlevant senior manager of the
Auditor-General of South Africa for verification of the audit rrrlated references in the audit
report and for confirmation that the financial statements arr:l other information are those
documents that have been read and audited. Special care riihould be taken with the page
references in your report, since an incorrect reference could lrave audit implications.

The signature Auditor-General in the handwriting of the aucJ i:>r authorised to sign the audit
report at the end of the hard copy of the audit report shoulc l:le scanned in when preparing
to print the report. This signature, as well as the place and r:lilrte of signing and the Auditor-
General of South Africa's logo, should appear at the end ol Ihe report, as in the hard copy
that is provided to you. The official logo will be made availabll to you in electronic format.

A, 'dit;n^ tn /r,,i/rl 'r' '/.iir r.^.'l;!^."^



6. Please notify the undersigned Senior Manager well in advance rrf the date on which the annual
report containing this audit report will be tabled.

7. Your cooperation to ensure that all these requirements are met tryould be much appreciated.

Kindly acknowledge receipt of this letter.

Yours sincerely

Senior Manager: Gauteng

Enquiries: Johannes Mohlopi
Telephone: (01 1) 703 7600
Fax: (01 1) 703 7690



REPORT OF THE AUDITOR.GENERAL TO THE GAUTENIii PROVINCIAL LEGISLATURE
AND THE COUNCIL OF THE LESEDI LOCAL MUNICIPALI IY

REPORT ON THE FINANCIAL STATEMENTS

Introduction
1. I have audited the financial statements of Lesedi Local lilrrnicipality set out on pages xx

to xx, which comprise the statement of financial position i,rs at 30 June 2013, the-
statement of financial performance, statement of changrrti in net assets, the cash flow
statement, the statement of comparison of budget and ar,;,ual amounts for the year then
ended, and the notes, comprising a summary oisignificir t accounting policies and other
explanatory information.

Accounting officer's responsibility for the financial stater rrents2 The accounting officer is responsible for the preparation itrnd fair presentation of these
financial statements in accordance with South African Sti,rr,rdards of Generally
Recognised Accounting Practice (SA Standards of GRA | ,t and the requirements of the
Municipal Finan h Africa, 2OO3 1r:,s1 No. 56 of )OOS; (MFMA) and
Companies Act o.71 of 2008), i,rnd for such internal control as
the accounting sary to enable l,lre preparation of financial
statements that are free from material misstatement, wh irtlrer due to fraud or error.

Auditor-general's responsibility
3' My responsibility is to express an opinion on these finani,ill statements based on my

audit. I c;onducted my audit in accordanc : with the Publir; Audit Act of South Africa,
20Q4 (Act No. 25 of 2001) (PAA), the general notice issur,lj in terms thereof and
International Standards on Auditing. Those standards re rllire that I comply with ethical
requirements and plan and per-form the auditto obtain r€iuionable assurance about
whether the financial statements are free from material n it;statement.

4' An audit involves per-forming procedures to obtain audit rtr idence about the amounts and
disclosures in the financial statements. The procedures tirllgsl.6 depend on the auditor,sjudgement, including the assessment of the risks of mate rial misstaiement of the
financial statements, whether due to fraud or error. In m,rlling those risk assessments,
the auditor considers internal control relevant to the entit,",; pleparation and fair
presentation of the financial statements in order to desigr irudit procedures that are
appropriate in the circumstances, but not for the purpose r,,f expiessing an opinion on the
effectiveness of the entity's internal control. An audii alsc irrcludes evaluating the
appropriateness of accounting policies used and the rearirt:nableness of accountrng
estimates made by management, as well as evaluating tl ltr overall presentation of the
financial statements.

5. I believe thatthe audit evidence I have obtained is sufficitrrrt and appropriate to provide a
basis for my audit opinion.

Opinion
6. In my opinion, the financial statements present fairly, in al material respects, the

financial positionof theLesedi Local Municipalityasat3(r tune 2Ol3,anditsfinancial
performance, statement of changes in net assetL, the cal;lr flow statement, the
statement of comparison of budget and actual amounts arr:l the notes for the year then
ended in accordance with SA Standards of GRAP and the ,r>quirements of the MFMA.



Emphasis of matters
7 ' I draw attention to the matters below. My opinion is not rr :ldified in respect of these

matters.

Sig n ificant u ncertai nties
8. With reference to note 42 of the financial statements, thri nunicipality is a defendant in

various couft cases and disputes. The ultimate outcome ::f these maiters cannot
presently be determined or reliably measured, and as sr r:;h no provision for any liability
that may result has been made in the financial statemen I ir.

Restatement o,f corresponding figures
9. As disclosed in note 44 to the financial statements, tl rij corresponding figures for 30

June 2012 have been restated as a result of various elr'ors discovered ouring the year
ended 30 June 2013.

Material losses
10. As disclosed in note 58 to the financial statements, mat€riirl losses amounting to

R6 472 464 (2012. RJ 081 007) were incurred as a resu I ,rf water distribution losses,
which represent 20.27% (2012:23%) of total water availtrl,rle for sale.

1 1 . As disclosed in note 58 to the financial statements, mat€ r iill losses amounting to
R30 299 367 (2012: R31 474 238) were incurred as a reiirrlt of electricity distribution
losses which represent 20% (2012. 21 .20%) of total elecl ricity available for sale. The
total technical losses of electricity amounted to R1 696 7 t;iit (201 2. R1 762 557). Non-
technical losses amounted to R28 6Q2 602 (2012. R2g 7 I | 681) and are due to theft,
tampering and faulty meters.

Material lmpairments
12. As disclosed in note 12 to the financial statements, const,utner debtors totalling R2B2 O1g

593 (2012: R216 196 086) have a provision for debt impiri ment of R239 2461s6 eO12:R170 545 202), this represents 85% (2012:79%) of the l:i,rlance. The contribution io the
provision for debt impairment during the year under revie ,,r,' was R78 1g1 Ogg (2012:
R38 030 483).

Additional matters

13. I draw attention to the matter below. My opinion is not mr r I ified in respect of this matter.

Unaudited supplementary schedules
14' The supplementary information set out on pages xx to xx :.loes not form part of the

financial statements and is presented as additional inforn i,ltion. I have not audited these
schedules and accordingly I do not express an opinion thr,r.eon.

REPORT oN orHER LEGAL AND REGULAToRy REeUtFtiiriMENTS

15. ln accordance with the PAA and the General Notice issu* r:l in terms thereof, I report the
following findings relevant to performance against predetirrmined objectives, compliance
with laws and regulations and internal control, but not for ,lle prrpos'" of expressing an
oornron.



Predeterm ined obiectives
'16. lperformerJ proceduresto obtain evidence aboutthe ustll;lness and reliability of the

information in the annual performance reporl as set out ::i r pages xx to xx of ftre annual
reoort.

17 . The reported performence against predetermined objecni v eS wos evaluated against the
overall criteria of usefulness and reliability. The usefuln€',;,; of information in th-e annual
performance report relates to whether it is presented in rtr,tcordance with the National
Treasury annual reporling principles and whether the re;:r,lrted performance is consistent
with the planned objectives. The usefulness of informatir: rr furlher relates to whether
indicators and targets are measurable (i.e. well defined, ,lrifiable, specific, measurable
and time bound) and relevant as required by the Nationitt Treasury Framework for
m an ag i ng p rog ram m e perform an ce i nform atio n.

The reliability of the information in respect of the selecte tr objectives is assessed to
determine whether it adequately reflects the facts (i.e. w ritrther it is valid, accurate and
complete).

Usefulness of information

18. The material findings are as follows:

Presentation

Measures taken to improve performance not disclosed
1 9. Section 46 of the Municipal Systems Act requires disclos l,rpe in the annual perforrnance

report of measures taken to improve performance where l,,lanned targets were not
achieved. lVleasures to improve performance for a total c I lOOo/o of the planned targets
not achieved were not reflected in the annual per-formanc i,, repod. This was due to the
fact that was management was aware of the requiremen,,ti of ihe FMppl but did not
receive the necessary training to enable application of thi,, principles.

Consistency

Reported indicators and targets not consistent with plan rrild indicators and targets
20. The Munici;ral Systems Act, section 41(c) requires that tlrit integrated developmJnt ptan

should form the basis for the annual repod, therefore reqrr ring lhe consistency of
objectives, indicators and targets between planning and lritpopting documents. Atotal of
67% of the reporled indicators and 82% of the reported t ,rr iets a-re not consistent with
the indicators and targets as perthe approved service Dr,livery and Budget
lmplementation Plan. This was due to the fact that was n I i, nagement wai aware of the
requirements of the FMPPI but did not receive the neces iiitrry training to enable
application of the principles.

Measurability

Performance targets not specific
21 . The FMPPI requires that performance targets be specific rr clearly identifying the nature

and required level of performance. A total of 32% of the :itrrgets relevant [o basic service
delivery, community service and local economic developrr ,ri)nt were not specific in clearly
identifying the nature and the required level of performan:,rlr. This was due to the fact that
was management was aware of the requirements of the lrl\,lPPl but did not receive the
necessarv training to enable application of the principles.

Performance indicators not measurable
22' The FMPPI requires that per"formance targets be measur trtlle. The required performance

could not be measured for a total of 32% cf the targets rel itvant to basic service delivery,



commurlity service and local economic development. Tl il.* was due to the fact that was
management was aware of the requirements of the FMI I l:])l but did not receive the
necessary training to enable application of the principler

Performance targets not time bound
23. The FMPPI requires that the time period or deadline for r:li>livery be specified. A total of

40o/o of the targets relevant to basic service delivery, corrrnunity service and local
economic rJevelopment were not time bound in specifyir i:l a time period or deadline for
delivery. This was due to the fact that was management ,r/as aware of the requirements
of the FMFTPI but did not receive the necessary training :i:: enable application of the
principles.

Performance indicators not well defined
24' The FMPPI requires that indicators should have clear ur;l mbiguous data definitions so

that data is collected consistently and is easyto understt:r'rd and use. Atotal of 30% of
the indicators relevant to basic service delivery, commurl,y service and local economic
development were not well defined in that clear, unambi :;rious data definitions were not
available to allow for data to be collected consistently. T ir; was due to the fact that was
management was aware of the requirements of the FMF r:l but did not receive the
necessary training to enable application of the principles

Performance indicators not verifiable
25' The FMPPI requires that it must be possible to validate tll> processes and systems that

produce the indicator. A total of 30%of the indicators we'i, not verifiable in that valid
processes and systems that produce the information on i,r,:tual performance did not exist.
This was due to the lack of key controls in the relevant srritiltems of verification.

Reliability of information

Reported performance not reliable
26. Significantly important targets with respect to the basic si,,'vice delivery, community

service and local economic development are not reliable fhis was Oub to the lack of
standard operating procedures for the accurate recordinl: of actual achievements.

Compliance with laws and regulations
27 . I perlormed procedures to obtain evidence that the entity ltas complied with applicable

laws and regulations regarding financial matters, financiaLl nlanagement and other
related matters. My findings on material non-compliance ,,,'ith sp6cific matters in key
applicable laws and regulations as set out in the Genera, I,lotice issued in terms of the
PAA are as follows:

Annual financial statements
28. The financial statements submitted for auditing were not 1r epared in all material

respects in accordance with the requirements of section | 
1;12111of the MFMA. Material

misstatements of account balances items relating to payirlrles and receivables identified
by the auditors were subsequently corrected, resulting in ilre financial statements
receiving an unqualified audit opinion

lnternal control
29. I considered internal control relevant to my audit of the firrtrncial statements, annual

performance repoft and compliance with laws and regulalrrns. The matters reporled
below under the fundamentals of internal control are Iimiti,,:l to the significant deficiencies
that resulted in the basis for the findings on compliance M,lh laws ani regulations
included in this reporl.



Leadership
30. The municipal entity did not comply with the National Trriiiasury Framework for managingprogramm (FMPPI) to ensure, l.ilre proper implementation of -

the overall eporling on aehievi,rments against thepredeterm ue to the fact that nranagement was not aware of
the requirements of FMppl.

Financial and performance management
31. The statements were subjected to material amendmentsi resulting from the audit as a

result of inadequate review for completeness and accuriiir+y priorio submission for audit.

Audt51-&,.'a(
Johannesburg

30 November 2013

AUDITOR.GENERAL
SOUTH AFRICA
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