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Report of the Auditor-General to the Limpopo
Provingcial Legisiature and the council of ths fi%r ater
Tzaﬁssn L.ocal i\!lumcupahty

Report bn the financial statements

Introduction

1. | have audited the financial statements of the Greater Tzaneen Local Municipality set
aut on pages xx to xx, which comprise the statement of financial position as at
.30 Jurie 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 sngnufucant accountmg pohmes and other expianatory information.

‘ Accoﬁnting officer’s r‘esponsibiiity for' the financial statements

2 The accoun’ung officer is responssble for the preparatson and falr presentation of thess
“financial statements in accordancé 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 contro! as the accounting officer determines is necessary o enable the )
preparation of financial statements that are free from material misstatement, whether N
due to fraud or error.

Auditor-general’s responsibility

3 My responsnbllaty 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 matenai mlsstatement

o X An audit |nvolves performmg procedures to obtaln audlt evidénce about ihe amounts
- and disclosures in the separate financial statéments. The procedures selected depend -,
“on the auditar’s judgement, including the assessment of the risks of material
. misstatement of the separate financial statements, whether due to fraud or efror. 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 procedutes 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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| helieve 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 sfa‘tement

. B. -

7.

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 frade-services and assessment rates” amounting to R399 366 132 (2013:
R 357 386 419) represented by billed items not cash.

» Interest income ta the amount of R19 507 567 includes an. unknown amount
charged to water and sewerage debtors which is collected on behalf ef Mopanl '
District Municipality. '

o Cash receéived from agency fees flnes and sundry income mclude unquantlf[ed
non- eash |tems . . : .

. Revenue

The mummpallty did.not fuliy recognise revenue from fines issued amountmg to
R14 639 283 on a gross basis as required by IGRAP 1, Applying probability. test on
inftiat recognmon of ravenue. In addition, | have identified that fines for three.months

- wefe not recorded in the municipality’s traffic management system and rates charged
for speedmg 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 885 353 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 Practlce GRAF 104, finahocial
instruments, requires the municipality to assess whether a financial assei 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 financiat assets wnth

similar credit risk characteristics. | could not obtain appropriate audit evidénce that the -

mupicipality assessed individually significant receivables for impairment ahd, as a result

| could not ascertain whéther 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 fmancna! statements as it was impracticabla to do so.

The municipality did not have adequate syetems in p!ace 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 with payable balance disclosed by the district municipality in

_their 2013-14 financial statements. in addition, | have identified that the municipality did
not account for.all fransactions receivable from the district municipality. | was unable to
obtain sufficient appropriate audit evidence by alternative means. Censequently, 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.

| Conti_ngehi: Liabilities

1 0. The munsc;pallty dld not submit approprlate 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, 1 was
unable to. determme whether any ad;ustment to.the financial statements was
nacessary. :

Agglegatlon of lmmeterlai Uncorrected Mleetatemente

tY

The fmanelat statements as.a whole are mater[ally mssstated due to the cumulative -
effect of numerous individually immaterial uncorrected misstatements in the following

: elements maklng up the statement of fmanmai performence end ﬂnanctal postflon

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

_Debt |mpairments as R21 745 127 is overstated by R3 762 02;.

Receivables from exchange treneactions refteeted as R’l 04 302 064 Is understated -
- by R15 256 889; -
- Provisions reflected as R2 814 6?6 is overstated by R567 o7t ..
- Other financial liabilities stated as R12 014 682 is overstated by R1 354 999

o’ Property, plant and equipment amounting to R"t 571 005 could not be physmally

verified;
Propehty, plant and equnpment reflectecl as R1693 376 434 Is understated by R1 691

The movement in the staff leave prowsmn reflected as R19 078 709 is overstated by

- R4 012 807,

Consumer deposits reflected as R18 436 179 is understated by R3 250 778,
Depreciation and amortisation reflected as R‘tOS 054 907 is understated by R4 462
661;

General expenses reflected as R57 574 447 139 is overstated by R3 042 641,
[vestment property reflected as R810 377 000 is understated by R51 0 000;

< Payables from exchange transactlons reflected as R145 771 377 is overstated by

" R554 488;

Service charges reflected as R362 004 404 IS understeted by R1 748 470
Donation revenus 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 acidition, | 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;




e Journals posted in trade payables in exchange transaclions and revenue amountmg
to R6 910 668;

e | 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 o these items 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.

Emphas:s of matters

13. | draw attentlon to the malters below My opmlon is not modsﬂed in IeSpeGl of these '
matters.. - : ) o

s Restatem“ent df corréspohéiing figureé'-. .

4. As dlsclosed in note 4810 the financial statements the correspondmg figures for 30
June 2013 have beety restated as a result of errors discovered during 2014 in the.
flnanclai statements of the mumctpaiity 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 gzants by R44 079 480.

| Matena! Uncertamty

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 presenily be determined
“and no provision for any liability that may result has been made in the flnancuai '
statements . . . :

‘ 'Material Losses

7., As disclosed | in.note 49 to the financial statements, materla! losses of 75 262 387 unlts
of electricity (20,38%) and (2013; 85 302 840 units 17.44%) were incurred as a resut of
elactricity distiibution losses., -

Additional matter

18. 1 draw atiention to the matters below. My opinion is not modified in respect of these
matters.




Unaudited supplementary schedules

19. The supplementary information set out on pages xx fo 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. Interms of section 125(2)(e) of the MFMA the mumctpahty Is reqmred to disclose
particulars of non-compliance with the MFMA, This disclosure requirement did not form
part of the audit of the financial statements and accordmgly | do not express an opinion
thereon.

. Repsrt on other legal and fegulatory-requifem_ehts

21, In accordance with the PAA and the general notice issued in terms thereof, I report the
following findings relevant to performance agalnst predetermined objectives, compllance
with laws. and regulations and anternal control, but not for the purpose of expressmg an
opinion. S .

"F’redstermmsd objectlves ~

22 l performsd procedures to obtain evidence abolt the usefufness and rellabahty of the
reported perforrnance information for the folfowmg selected development objectlves ) )
- presented in thé annual performance report of the Greater T zaneen Mun!cipahty for the j
year encfed 30 June 2014 R : .

o Dbjecttve X1 [mprove access to stistainable and affordable servicés on pages 27 to
- 35,

- 23. ievaluated the reported pen‘ormance 1nformat|on 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 thé 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 8 Framework for managlng programme performance

. -mforma’son FMPPI) : .

25,71 assessed the reliablhty of the repoﬂed psrformance mformation to determlns whethsr 1t.
 was vaild accurate and complete '

| 26, The material flndmgs m respect of the selscted devefopment object;ves are as foI!ows
Improve access fo sustainable and affordabl_e services

Usefulness of reported performance information -

27. No reasons for variances betwsen 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 repoiting requirements and a lack of review of the presented annual
performance report by management.

Peiformance targets must be measurable. | could not measure the required
performance for 33%.of the targets in relation fo the selected development objectives.

Performance indicators!meesures must be welf defined by having clear data definitions
so that data can be collected consistently and s easy to understand and use. A total of
33% of the indicators were not well defined,

Performance indicatorfmeasures 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 ot verifiable. This was due to the lack of momtor[ng
and review of reported performance. :

Relrabrllty of reponted performance information

31

The FMPPI requires auditess to have appropriate systems to collect collate verify and

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

actual achievemenits against planned objectives, indicators and targets. Significantly
important targets were not reliable when compared to the source information or
evidenge 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 rev;ew of the valldlty of repo;ted achrevements against

5 source documentatlon

‘Addltlonal matter

C 32,

Althotigh | raised no matenal fmdmgs on the usefulness and rellablllty of the reported
performance. information for the selected development objectwes | draw attention to the -
following matters: , ,

Achievement of planned targets
33. Refer to the annual performance report on page XX to XX for information on the

34,
~ . ‘annual performance report and is ‘preserted ds additional lnformatron [have not -

achievement of the planned targets for the year. This information should be considered
in the context of the material findings on the usefuiness and reliability of the reported
perfarmance information for the selected development objectives repotied in
peragraphs XX to XX of thls report )

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

7 audited thls schedule and, accordlngly, ldo not report thereon.

Comptlance with laws and regulatlons :

35.

| performed procedures to obtain evidence that municipality had complied with

~ legislation regarding financial matters, financial management and other related matters.

Qur 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 Munlmpal 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 recsiving a qualified audit opinion.

Audit committees

38. The audit committee did not submit, at least twuee during the financial year, an audit
" report on the review of the performance management system to the council, as recuired
- by Munlmpa[ planning and performance management regulation 14(4 {a)(ii).

39. The audit committee did not [ev;ew the muinicipality's pen‘ormance management system
and make recommendations to the council, as required by Munlclpal plannlng and
pen‘o;mance management regulation 1 4(4)(e)(n .

40, The-audit committes did not review all the quafterly internal audit repoﬁs on
performance measurement, as required by Munlmpal p[annmg and performance
) management regufatlon 14(4)(a)(|)

Procurement and qon’tract mana_geme_nt

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). -

Expenditnre management

42, Money owed by the municipality was not always paid within 30 days on an agreed
" period, as required by section 85(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)(a) of the Mumcupal F’mance
Management Act .

. '44 ‘Reasonable steps were not taken to prevent unauthonsed expenditure, u’regular

experiditure and fruitiess and wastsful expenditure, as requ:red by section 62(1)(d) of
-the Munlclpal Fmance Management Act, :

Budgets

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




Internal control

46. We considered internal control relevant to our audit of the financial statements, annual
performance reporf and compliance with legistation. 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 periormance reportand the finidings on
non-compliance with legislation included in this report.

lL.eadership

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 complateness by the accounting officer.

49. Controls over daily and monthly processing and reconsiling of transactions werg not
implemented by the accounting officer,

50. Compliance with laws and regulations was not reviewed and monitored by the
accounting officer.
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Polokwane
19 December 2014

AUDRDITOR-GEMERAL
5C UTH AFRICA

Audiling o build public confidence




