REPORT ON THE FINANCIAL STATEMENTS

introduction

1. | have audited the financial statements of the Emadiangeni Municipality set out on pages ... 1o
., which comprise, the statement of financial position as at 30 June 2014, the statement of
tinancial performance, statement of changes in net assets, the cash flow statement and the
statement of comparison of budget information with actual information for the year then ended,
and the notes, comprising a summary of significant accounting policies and ofher explanatory
information.

Accounting officer’s responsibility for the financial statements

2. The accounting officar is responsible for the preparation and fair presentation of the financigl
statements in accordance with the South African Standards of Generally Recognised
Accounting Practice {SA Standards of GRAP) and the regquirements of the Local Government:
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the
ivision of Hevenue Act of South Alrica, 2013 (Act No. 2 of 2013} {(DoRA;, and for such internal
control as the accounting officer determines is necessary fo enable the preparation of financial
statemenis that are free from material misstaternent, whether due to fraud or error.

Audifor-General’s responsibility

3. My responsibilily s 1o exprass an oplnion on the financial statements based on my audit. |
conducted my audit in accordance with the Public Audit Act of South Alrica, 2004 (Act No. 25 of
2004) (PAA}, the general nefice issued in terms thereof and International Siandards on
Auditing. Those standards require that | comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance aboul whather the financial statements are free from
material missiatement.

4. An audit invoives aerformzng procedures to oblain audit svidence about the amounts and
disclosures in the financial statemenis. The procedures seiacted depend on the auditor's
judgement, including the assessment of the risks of material missiatement of the financial
statemenis, whether Gue 1o fraud or error. In making those risk assessments, the auditor
considers infermnal controd relevant to the municipality's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumsiancss, bul not for the purpose of exprassing an opinion on the effectiveness of the
municipality’s internal control. An audil alsc includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by
management, as wall as evaluating the overall presantation of the financial sialemenis.

5. 1 believe that the audil evidence | have oblained is sufficient and appropriate to provide a basis
for my audit oninion.
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Opinion

6. In my opinion, the financial statements present fairly, in all material respects, the financial
position of the Emadiangeni Municipality as at 36 June 2014, and its financial performance
and cash flows for the year then ended in accordance with the SA Slandards of GRAF and the
requireaments of the MFMA and DoBRA.

Emphasis of maiters

7. | draw attention 1o the matters below. My opinion is not modified in respect of these matiers.

Material losses and impairments

8. As disclosed in note 47 to the financial statements, material electricity losses io the amount of
B1,78 miliors were incurred as a result of distribution insfficiencies.

9. As disclosed in note 11 1o the financial stalements, the municipality made a provision for
impairment of R14,25 million in debtors, whose recoverabilily is considered doubtful, due to
poor collection practices.

Additional matters

10. F draw atiention to the matters below. My opinion is not modified in respect of these maiters.

Unaudited supblementary schedules

11. The supplementary information sef out on pages xx 1o xx do- not form part of the financial
statements and is presentsd as additional information. | have not audiled these scheduies, and
accordingly, | do not express an opinion thereon.

Unaudited disclosure noles

12. in terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars of
non-compliance with the MFMA. This disclosure reguirement did not form part of the audit of
the financial statements, and accordingly, | do not express an opinion thereon.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

13. in accordance with the PAA and the general notice issued in terms theredt, | report the
following Tindings on the reporied perormance information against predelermined objectives
for selacted oblectives presentad in the annual perormance report, non-compliance with
legisiation as well as internal control. The objective of my tests was to identify reportable
findings as described under e2ach subheading but not io gather avidence 10 express assurance
on these matters. Accordingly, | do not express an obinion of conclusion on these malters.




Predetermined objectives

141 performed procedures 1o obtain evidence about the usatulness and reliability of the reporied
performance information for the following selected objectives presented in the annual
performance report of the municipality for the year ended 30 June 2014,

Objechive 2: Infrastructure and services on pages 3¢ 10
Uhbjective 3: Bocial and local economic development on pages xx to xx
Objective 4: Spaiial and environmenial development on pages x 1o X

15, | evaluated the reported performance information against the overall criteria of usefuiness and
reliability.

16. | evaluated the usefulness of the reported perormance information to determine whether it was
presented in accordance with the Naticnal Treasury's annual reporing principles and whether
the reporied performance was consistent with the planned obiectives. | urther pedormed tesis
io determine whether indicators and argets were well defined, verifiable, specific, measurable,
time bound and relavant, as required by the National Treasury's Framework for managing
programme performance information[FMPRLL

17. 1 assessed the raliability of the reperted performance information to determine whather it was
valid, accurate and complete.

18. The material findings in respect of the seleciad objectives are as follows:

Usefulness of reported pedormance informciion

Consistency of objectives, indicators and targets

18. Section 41(c) of the Local Government: Municipal Systems Act, 2000 (Act No, 32 of 2000)
{(MSA) reguires the integraied development plan (IDP) 1o form the basis for the annual repor,
therefore requiring consistency of objectives, indicators and targets betwsen planning and
reporting documents. A fotal of 24% of the reported indicators and 28% of the reported targets
were not consisient with the indicatorsftargets as per the IDF. This is due © indicators and
targets reported in the annual performance report that were changed in-year without foliowing
the process as prescribed in section 34 of the MBA and/or without adoption by the councll of
the municipality.

Reliability of selecied objectives in the annudl performance report

Validity, accuracy and completeness

20. The FMPFI requires auditees 10 have appropriate sysisrms to coliect, coliate, verify and store
nerformance informalion (o ensure valid, accurale and complete reporting of actuai
achievements against planned obiectives, indicators and targets. Significantly imporiant targets
were not reliable when compared o the source information or evidence provided. This was dus
io madequale revisw and monitoring of source documeniation 1o ensure that it s valid,
accurale and compleie.




Additional maiter
21. 1 draw attention 1o the following matier My conciusion is not modified in respect of this matier,
Achievement of plonned targets

22. Refer to the annual perdormance report on pages xx 1o for information on the achiavement of
planned targets for the vear. This information should be considered in the context of the
material findings on usefulness and reliability of the reported performance information for the
selected objectives reported in paragraphs ¥ 1o xx of this report.

Compliance wiih legislation

23. { performed procedures o cbiain evidence that the municipality had complisd with applicable
legisiation regarding financial matiers, financial management and other related matiers. My
findings on material non-compliance with specific matters in kay legislation, as setout inthe
genaral notice issued in terms of the PAA, are as follows:

Annuzal financial statements

24. The financial stalements submitted for auditing were not prepared in all material respacts in
accordance with the requirements of ssction 122 of the MFMA. Materia!l missiatements of fixed
assets identified by the auditors were SLibSeC{uGﬂﬂ}f corrected, resulting in ihe financial
statements recelving an ungualified audit opinion.

internal control

25. 1 considerad internal control relevant to my audit of the financial statements, annuai
perforrmance report and compliance with laws and regulations. The matiers reporied below
under the fundamentals of internal control are limited to the significant deficiencies that resuited
in the findings on compliance with laws and regulations included in this report.

Lecadership

26. The accounting officer did not exercise adequate oversight over financial and perlormance
reporting and compliance as well as internal control. in this regard, the accounting officer did
not periodically assess whether siaff members had essential skills and knowledge to support
the achievement of credibie reporting. In addition, key vacanciss were not filled in a timealy
manney in order to mitigate deficiencies 1o achisve desired control objectives.

Financial and performance management

27. Adeguate processes were not in place 1o communicale timely and relevant information {o
oversight and reguiatory parties, in that monthly reporting was not at optimal levels. This is
evidenced by material corrections in the financial statements as well as weaknesses in the
usefulness and reliapiiity of performance reporting.




Governance

28. The audit commities did not adequately assess the efactivenass of controls and responses o
risks, as evidenced by material corrections in the financial statements and deficiencies in the
annual performance repori.
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