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Date: 11 December 2014

" Reference: 02504REG13/14

- Deér SirfM adam

'Report of the Aud[tor General on the financial statements and other legal and regulatory
requ:rements of Greater Tzaneen Municipality for the year ended 30 June 2014,

- 1. The above- mentroned report of the Auditor-General is submitted herewith in terms of section -
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the
 Constitution of the Republic of South Africa section 121(3) of the Municipal Finance
Management Act of South Africa (MFMA). '

2.. We have not yet received the other information that will be included in the annual report ,

" with the audited financial statements and have thus not been able to establish whether there
are any inconsistencies between this information and the audited financial statemients and
the reported performance against pre-determined objectives. You are requested to supply
this information as soon as possible. Once this information is received it will be read and
_should any inconsistencies be identified these will be communicated to you and you will be

. requested to make the necessary correctlons Should the correctlons not be made we will
amend and reissue the audit report.

3. In terms of section 121(3) of the MFMA you are required to include the audit report in the
~ municipality's annuat report to be tabled.

4. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report
is not a public document and should therefore be treated as confidential.

5. Prior to printing or copying the annual report whlch will include the audit report you are
reqwred to do the following:

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

o The signature Auditor-General in the handwriting of the auditor authorised to sign the
audit report at the end of the hard copy of the audit report should be scanned in when
preparing to print the report. This signature, as well as the place and date of signing and
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in
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the hard copy that is provided to you. The official logo will be made available to you in
electronic format.

6. Please notify the underéigned Senior Manager well in advance of the date on which the
annual report containing this audit report wilt be tabled. ,
7. Your cooperation to ensure that all these requiréments are met would be much appreciated.

' Kindly acknowledge receipt of this letter. |

Yours sincerely

Enqui'ries:Tjaie Daniel ‘
Telephone: - (015) 283 9336
Fax: - - (015) 283 9401



Reporit of the Auditor-General to the Limpopo
Provincial Legislature and the council of 'i:he (sreater
Tzaneen Local i\ilummpahty |

Report on the financial statements

Introduction

1.

2.

| have audited the financial statements of the Greater Tzaneen Local Municipality set
“out on pages xx to xx, which comprise the statement of financial position as at

- 30 June 2014; the statement of financial performance, statement of changes in net

assets, 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 poI|C|es and other explanatory mformatlon

| Acc‘ouming officer’s _resp'on_sibility _for the financial statements

The accounting officer is responsible for the preparation and fair presentation of these
financial statements in accordance with the South African Standards of Generally
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA),
Division of Revenue Act of South Africa, 2013 (Act No.02 of 2013) (DoRA), and for such

~_internal control as the accounting officer determines is necessary to enable the

preparation of financial statements that are free from material mlsstatement whether

due to fraud or error

Auditor-general’s responsibility

3. My responsibility is to express an opinion on these separate financial statements based

on my audit. [ 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
requirements, and plan and perform the audit to obtain reasonable assurance about
whether the separate financial statements are free from matenat misstatement.

- An audit mvolves performmg procedures to obtain audlt evidence about the amounts

and disclosures in the separate financial statements. The procedures selected depend -
“on the auditor’s judgement, including the assessment of the risks of material
misstatement of the separate financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the separate financial statements in order to
" design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness 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 separate financial statements.
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| believe that the audit evidence | have obtained is sufficient and appropriate to provide
a basis for my qualified audit opinion.

Basis for qualified opinion

Cash flow statement

. B,

GRAP 2, Cash flow statements, requires that the municipality summarises the entity’s
operating, investing and financing activities. The municipality did not correctly prepare
and present the cash flow statement in accordance with GRAP 2, Cash flow statements.
Consequently the cash flow statements was not properly prepared and presented as a
result of the following:

e Cash flow from operating activities includes non-cash items as “cash received
from trade services and assessment rates” amounting to R399 366 132 (2013:
R 357 386 419) represented by billed items not cash.

o Interest income to the amount of R19 507 567 includes an.unknown amount
charged to water and sewerage debtors which is col!ected on behalf of Mopam
District Municipality.

o Cash received from agency fees fmes and sundry income include unquantlfled
non- cash |tems

Revenue

The municipality did not fuIEy recognise revenue from fines issued amountlng to
R14 639 293 on a gross basis as required by IGRAP 1, Applying probability test on
initial recogmtron of revenue. In addition, | have identified that fines for three months

* wete not recorded in the municipality’s traffic management system and-rates charged

for speeding fines were not in line with magistrate charge books. | was unable to obtain
sufficient appropriate audit evidence by alternative means, to satisfy myself that. all fines

~ - have been recorded and that the municipality is entitled to all fines recorded.

Consequently, fines received amounting to R3 665 353 and receivables from non-
exchange transactions amounting to R423 657 as disclosed in note 7 to the financial are
misstated with an unquantifiable amount.

Receivables

8.

The Standard of Generally Recognised Accounting Practice, GRAP 104, financial
instruments, requires the municipality to assess whether a financial asset or a group of

-financial assets are impaired. The assessment should firstly be performed on .

individually significant financial assets and thereafter on a group of financial assets with
similar credit risk characteristics. | could not obtain appropriate audit evidence.that the -

municipality assessed individually significant receivables for impairment and, as a result

| could not ascertain whether all receivables that should have been impaired are
impaired. Consequently, | was unable to determine the correct of provision for
impairment relating to consumer debtors of R160 557 340 (2013: R142 161 652) as
disclosed in note 8 to the financial statements as it was impracticable to do so. -

The municipality did not have adequate systenis in p[a.ce to maintain records of water
and sewerage transaction services performed on behalf of Mopani District Municipality.
My audit revealed that the receivable from the district municipality as per their financial

¥
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statements does not agree wrth payable balance disclosed by the district munlc:lpality in
their 2013-14 financial statements. In addition, | have identified that the municipality did
not account for.all transactions receivable from the district municipality. | was unable to
obtain sufficient appropriate audit evidence by alternative means. Consequently, the
year-end debtors balance of R179 180 196 (2013: R185 703 876) as disclosed in note 6
to the financial statements was understated by R63 526 778.

Contingent Liabilities

~ 10. The municipality did not submit appropriate audit evidence to substantiate contingent

liabilities of R28 219 943 as disclosed in note 39 to the financial statements. | was
unable to verify the reported amounts by alternative means. Consequently, | was
unable to determine whether any adjustment to the financial statements was
necessary.

Aggregatlon of Immaterial Uncorrected t\i]lsstatements

TS

The fmanclal statements as.a whole are materlally mssstated due to the cumulative -
effect of numerous individually immaterial uncorrected misstatements in the following

C elements making up the statement of finanoial pe'rformance and financial position.

s Debt lmpairments as R21 745127 i is overstated by R3 762 02

e Cash and cash equivalents reflected as R23 822 041 its overstated by R81 596;

e Receivables from exchange transactlons reflected as R194 302 064 is understated

- by R15 256 889;

s - Provisions reflected as R2 614 676 is overstated by R567 971; , '

o - Other financial fiabilities stated as R12 014 882 is overstated by R1 354 999,

¢ Property, plant and equipment amounting to Rt 571 005 could not be physmally
verified;

e Property, plant and equ1pment reflected as R1693 376 434 is understated by R1 691

J The movement in the staff leave provision reflected as R19 078 709 is overstated by
R4 012 807;

o Consumer deposits reflected as R18 436 179 is understated by R3 250 778;

¢ Depreciation and amortisation reflected as R108 054 907 is understated by R4 462
661;

¢ General expenses reflected as R57 574 447 139 is overstated by R3 042 641;
lhvestment property reflected as R810 377 000 is understated by R510 000:

+ Payables from exchange transactlons reflected as R145 771377 is overstated by

R554 488; ‘
e Service charges refleoted as R362 004 404 is understated by R1 748 470

"« Donation revenue reflected as R155 300 000 is overstated by R1 200 000;

» Employee cost reflected as R247 063 561 is overstated by R2 231 464;

In addition, 1 was unable to obtain sufficient appropriate audit evidence and to confirm the
following items by alternative means:

o Interest income reflected as R19 507 567 includes an unknown amount of interest
charged to water and sewerage debtors witch is collected on behalf of Mopani
District Municipality;
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e Journais posted in trade payables in exchange transactions and revenue amountmg
to R6 910 668;

o | was unable to verify the assets amounting to R2 721 528 recorded in the asset
register without a physical location;

As a result, | was unable to determine whether any further adjustment to these 1tems was
necessary.

Opinion

12. In my opinion, except for the effects of the matters described in the basis for qualified
opinion paragraphs, the financial statements present fairly, in all material respects, the
financial position of the Tzaneen Municipality as at 30 June 2014 and its financial
performance and cash flows for the year then ended, in accordance with the SA
Standards of GRAP and the requirements of the MFMA and DoRA.

Emphiasis of m'atters

13. I draw attention to the matters below My opmlon is not mod:fled in respect of these f
matters : , _

- Restatement of cofréspohding figures

14. As disclosed in note 48 to the financial statements the correspondmg figures for 30
June 2013 have been restated as a result of errors discovered during 2014 inthe -
financial statements of the municipality at, and for the year ended, 30 June 2013,

Material underspending of conditional grants -

15. With reference to note 18 to the financial statements, the municipality materially
underspent its conditional grants by R44 079 480.

Mater!al Uncertainty

16. With reference to note 39 to the financial statements, the municipality is the defendant in
several lawsuits. The ultimate outcome of the matters cannot presently be determined
and no provision for any liability that may result has been made in the flnanmal
statements _ _

'Materlal Losses

“17.. As disclosed in note 49 to the financial statements, material losses of 75 262 387 units
of electricity (20.39%) and (2013: 65 302 840 units 17.44%) were incurred as a result of
electricity distribution losses.

Additional matter

18. | draw attention to the matters below. My opinion is not modified in respect of these
matters.



Unaudited supplementary schedutgs

19. The supplementary information set out on pages xx to xx 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 opinion thereon.

‘Unaudited disclosure notes

- 20. 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 requirement 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

21. In accordance with the PAA and the general notice issued in terms thereof, | report the
following findings relevant to performance against predetermined objectives, compliance
with laws. and regulations and mternal control, but not for the purpose of expressrng an
opinion. : ‘

Predetermmed objectlves

22 [ performed procedures to obtain evidence about the usefutness and rellablltty of the
reported performance information for the foIIowmg selected development objectives
presented in thé annual performance report of the Greater Tzaneen Mummpal:ty for the '
year ended 30 June 2014 -

_o Objectlve x 1 lmprove access to sustainable and affordable services on pages 27 to
35.
23. 1 evaluated the reported performance :nformatron against the overall crltena of
usefulness and reliability,

24. | evaluated the usefulness of the reported performance information to determine
whether it was presented in accordance with the National Treasury’s annual reporting
principles and whether the reported performance was consistent with the planned

" development objectives. | further performed tests to determine whether indicators and
targets were well defined, verifiable, specific, measurable, time bound and relevant, as
required by the National Treasury s Framework for managlng programme performance

, -mformatlon (FMPP[) : L

2571 assessed the rehab:lrty of the: reported performance mformatlon to determme whether tt
was vatld accurate and complete '

|26, The material flndmgs in respect of the selected devetopment objectwes are as foIIows
tmprove access to sustainable and affordable services

Usefulness of reported performance information

27. No reasons for variances between planned and actual achievements reported in the
annual performance report were provided for 25% of the targets not achieved, as



28.

29.

30.

required by the National Treasury’s Guide for the preparation of the annual report. This
was due to a lack of documented and approved internal policies and procedures to
address reporting requirements and a tack of review of the presented annual
performance report by management.

Performance targets must be measurable. | could not measure the required
performance for 33% of the targets in relation to the selected development_ob}ectlves.

Performance indicators/measures must be well defined by having clear data definitions
s0 that data can be collected consistently and is easy to understand and use. A total of
33% of the indicators were not well defined.

Performance indicator/measures must be verifiable, meaning that it must be possible to
validate the processes and systems that produced the indicator/measure. A total of 33%
of the indicators/measures were not verifiable. This was due to the lack of momtonng
and review of reported performance. -

Reliability of reported performance information

31.

The FMPP! requires auditees to have appropriate systems to collect, collate verify and

- store performance information to ensure valid, accurate and complete reporting of

actual achievements against planned objectives, indicators and targets. Significantly
important targets were not reliable when compared o the source information or
evidence provided. This was due to a lack of standard operating procedures for the
accurate recording of actual achievements for the accurate measurement and
monitoring of the completeness of source documentation in support of actual
achievements and frequent rewew of the valtd|ty of reported achievements against

. source documentatlon

AAddlthI‘lal matter

0

'Althou'gh [ raised no material flndange on the ueefulness and reliability of the reported

performance information for the selected development objectlves | draw attentmn tfo the
following matters: ‘

Achievement of planned targets

33. Refer to the annual performance report on page XX to XX for informatjon on the

34.

achievement of the planned targets for the year. This information should be considered
in the context of the material findings on the usefulness and reliability of the reported
performance information for the selected development objectives reported in
paragraphs XX to XX of thls report

The supplementary information set out on pages XX to XX does not form part of the

- annual performance report and is presented as additional information. ['have not
- audited this schedule and, accordingly, I do not report thereon. '

Compliance with laws and re-gd-latiorts E

35.

| performed procedures to obtain evidence that municipality had complied with
legislation regarding financial matters, financial management and other related matters.
Our findings on material non-compliance with specific matters in key legislation, as set
out in the general notice issued in terms of the PAA, are as follows:



Financial statements, performance and annual reports

36. The financial statements submitted for auditing were not prepared in all material
respects in accordance with the requirements of section 122 of the MunlClpal Finance
Management Act.

37. Material misstatements of non-current assets, current assets, liabilities, revenue and
expenditure identified by the auditors in the submitted financial statements were
subsequently corrected, but the uncorrected material misstatements resulted in the
financial statements receiving a qualified audit opinion.

Audit committees

38. The audit committee did not submit, at least twice during the financial year, an audit
- report on the review of the performance management system to the council, as required
- by Municipal planning and performance management regulation 14(4)(a)(iii).

39, The audit committee did not review the municipality’s perfermance management system
- anhd make recommendations to the council, as required by Munimpal plannlng and
performance management regulatton 14(4)(a)(t| ,

40. The audit committee did not review all the quarterly internal audit reports on
performance measurement, as required by Munlclpal planning and performance
'7 management regulatlon 14(4)(a)(i). '

Procurement and contract management

41. Awards were made to providers whose directors are in-the service of other state
institutions, in-contravention of MFMA 112(j) and SCM regulations 44. Similar awards
- were identified in the prior year and no effective steps were taken to prevent or combat
the abuse of the SCM process in accordance with SCM regulation 38(1). -

Expenditure management

42, Money owed by the municipality was not always paid within 30 days on an agreed
period, as required by section 65(2)(e) of the Municipal Finance Management Act.

43. An effective system of expenditure control, including procedures for the approval of
funds, was not in place, as reqwred by section 65(2)(3) of the Municipal Finance
Management Act }

' 44 ‘Reasonable steps were not taken to prevent unauthonsed expenditure, |rregular
expenditure and fruitless and wasteful expenditure, as reqwred by section 62(1)(d) of
-the Munlclpal Finance Management Act.

Budgets

45. Expenditure was incurred in excess of the limits of the amounts provided for in the
votes of the approved budget in contravention of section 15 of the Municipal Flnance
Management Act.



Internal control

46. We considered internal control relavant to our audit of the financial statermnents, annual
performance report and compliance with legislation. The matters reported below are
limited to the significant internal control deficiencies that resulted in the basis for
qualified opinion, the findings on the annual performance reportand the findings on
non-compliance with legisiation included in this report,

Leadership

47. Oversight responsibility regarding financial and performance reporting and compliance
and related internal controls was not exercised.

Financial and performance management

48. The financial statements and other information to be included in the annual report are
not reviewed for accuracy and completeness by the accounting officer.

49. Controls over daily and monthly processing and reconciling of transactions were not
implemented by the accounting officer.

50. Compliance with laws and regulations was not reviewed and monitored by the
accounting officer.

T }
&%«“Q&M
Polokwane
19 December 2014
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