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Public Notice

Report of the Auditor General to the Limpopo Provincial Legislature &
the Council on the Greater Tubatse Municipality

Addendum to the 2012/2013 Draft Annual Report

. The 2012 / 2013 Auditor-General's Report should be read with the 2012/2013
Draft Annual Report,

. All Stakeholders, including Community Members, Organised Structures, Magosi, Businesses,
Ward Committees and Interested Parties are invited to submit written or representations to the
Speaker’s Office, Civic Centre, Burgersfort.

. Those who cannot read / write may come to the Speaker’s office during office hours for
assistance or seek assistance from CDW’s and Councillors

. Written comments or Representations should be submitted on / or before the
28" March 2014, at 10:00.

For further enquiries, please contact Mr. M. L. Komane at 013-231-1277.
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REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPQ PROVINCIAL LEGISLATURE
AND THE COUNCIL ON THE GREATER TUBATSE MUNICIPALITY

REPORT ON THE FINANCIAL STATEMENTS.

Introduction

1. | have audited the financial siatements of Greater Tubatse Municipality set cut on pages
XXX to XXX, which comprise the statement of financial posilion as at 30 June 2013, the
statement of financial performance, statement of changes in net assets and he cash flow
statement for the year then ended, and the netes, comprising a summary of significant
accounting policies and other explanatory information.

Accounting officer's respansibility for the financial statements

7. The accounting officer is responsible for lhe preparalion and fair presentaiion of these
financial statements in accordance with South African Standards of Generally Recognised
Accounting Practice {SA Standasds of GRAP) and the requirements of the kunicipal
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003} (MFMA) and Division of
Revenue Act {Act No. 5 of 2012) (DoRA) and for such internal control as the accounting
officer defermines is necessary {o enable ihe preparation of financial statements that are
free from materia! misstatement, whelher due to fraud or error.

Auditor-General's responsibility

3. My responsibility is to express an opinion on these 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) (PAAR), the General Nofice issued in terms thereof and international Standards
on Audiiing. Those standards require lthat | comply with ethical requiraments and plan and
perform the audit to oblain reasonable assurance about whether the financial stalements
are free from material misstatement.

4. An audit involves petforming procedures to obtain audit evidence about the amounts and
disclosures in the financial statemenis. The procedures selected depend on the auditor's
judgement, including the assessment of the risks of material misstatement of ihe financial
statements, whether due to fraud or error. In making those risk assessments, the audiior
considers internal control relevant to the entity's preparation and fair presentalion of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of exprassing an opinton on the effectiveness of the
entity’s internal control. An audit alse includes evaluating the approprialeness of accounting
policles used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial siatements.

5. | believe that the audit evidence | have obtained is sufficient and appropriate to provids a
basis for my adverse audit opinion.

Basis for adverse cpinion

Property, plant and equipment

6. |identified a number of assais belonging to the miunicipality that were not included in the
accounting records. As the municipality did net maintain adequate records for property,
plant and equipment, | was unable to determing the full extent of the understatement in



property, plant and equipment as it was impracticable to do so. Consequently, | was unable
to determine whether any adjustment relating to property, plant and equipment stated at
R737 570 009 (2012: R724 334 148) in the statemant of financial positicn was necessary.

7. | was unable to physically verify items of property, plant and equipment as the municipality
did not maintain adequate records for the identificalion thereof. 1was unable to confirm the
physical assets by alternative means. Consequently, | was unable to determine whether
any adjustment relaling to property, plant and equipment stated at R737 570 009 (2012:
R724 334 148) in the financial statements was necessary.

8. Tha municipalily did not review the residual values and usefui lives of property, plant and equipment
at each reporling date in accordance with 5A Standards of GRAP 17, Property, piant and equipment.
The municipality's records did not permit the application of aliernative audit procedures,
Consequently | was unable to determine whether any adjustments relating to property, plant
and equipmeant stated at R737 570 008 (2012: R724 334 148} in the financial statements
was necessary as it was impractical to do so.

9. Section 84(1)(f} of the Municipal Structures Act, 19898 {Act No. 117 of 1988) states that the
district municipality has the powers ard function with regards to municipal roads which
form an inlegral part of a road fransport system for the area of the district municipality as a
whole. | was unabie 1o obtain sufficient appropriate audit evidence that management has
propetly accounted for all roads as the municipality did not have systems and procedures
in place to assess the rights and ownership thereof. | was unable te confirm the roads
infrastructure by afternative means. Consequenily, | was unable o delermine whether any
adjustments 1o property, plant and equipment / roads infrastructure stated at R618 983 755
{2012:R629 456 657} in the financial statements were necessary.

Contingent liabilities

10. The municipality did not disclose a contingent liability in respect of the uncertainties arising
from the dispute declared by the unions and the pending litigation regarding the wage curve
agreement. | was unable te confirm the contingent liabilities by alternative means.
Consequently, | am unable o determine whether any adjustments to contingent liability
stated at R3 700 000 (2012: R3 700 000) in the financial stalemants was necessary.

11. The municipality has disclesed R 3 708 000 as contingent Habilities in nete 32 to the annual
financial statements. In addifion to this, the municipality is invelved in litigation claims with
service providers for an amount of R82 508 000 which has not been included in the above
disclosure. Consequently, contingent fiability as disclosed in note 32 to the annual financial
statements is understated by this amount,

Cormimitmerts

12. The municipality did not record ali prior year incomplete contracts which resulted in
commments being understated by R3 427 388. In addition, | was unable to obtain sutficient
appropriate audit evidence fhat all commitmenis have been recorded as the municipalily did
not have adequate systems in ptace and | could not confirm this by alternative means.
Caonsequently, | was unable to determine whather any further adjustments fo commitments
stated at R14 529 252 in the financial stalements were necessary.

13. The municipality could not provide contract files and other supporling documents for
contracts committed amounting to R 28 880 000. There were no alternative audit -
- procedures that t could perform to obtain reasonable assurance {hat contracts were
committed. Consequently, | was unabie to cbtain sufficient appropriate audil evidence to
satisfy myself as whether any adjustment relating to commitments as disclosed in note 46




ta the financial statements were necassary.
Budget information

14. The municipality did not present. ihe statement of comparison of budget and aclual amounls
in accordance with the SA Standards of GRAP 24, Preseniation of Budge! Information in
' Financial Staiements. Furlher, the municipality did not disclose an explanation of the
roaterial variances between the budget and the actual amounts. Material variances were
noted betwaen the budget and the actual amounts.

15. The following differences were noted betwesn the original budget and the approved original
budget. The municipality did not reconcile these differences. Consequantly, | was unable to
obtain sufficient appropriate audit evidence o satisfy myself as to the correciness of the
budget statement disclosed in note 49 of the financial statements.

Description oxigina;{Budget Approved Ox:lglnal budget Diifeéence
‘Transfer recognised — operational 177 844 00 135 498 400 42 345 600
Other awn revenue 14 727 860 17 127 860 -2 400 000,
Transfers and grants 4 280 DN 3 500 D00 380 000
Other expenditure 85 151 130, 88 141 130] -2 890000
fTransfers recognissd — eapitals -5 000 002, -16 738 073 -7 739573

Receivahbles from exchange transaclions

16. { was unable to obtain sufficient appropriate audit evidence regarding receivables from
exchange transactions stated at R5 936 351 as per the statemant of financiat position, as |
was not provided with the supporting documents for this balance. | was unable to confirm
the balance by aiternative means. Consequently, { was unable to determine whelher any
adjustment relating to receivables from exchange Wansactiens was necessary.

Receivables from nen-exchange transactions

17. [ was unable to obtain sufficient appropriate audit evidence regarding receivables from non-
exchange transactions stated at R6 955 270 as per 1ha statement of financial position, asno -
supperting documents for this balance could be provided. | was unable to confirm the
halance by afiernalive means. Consequently, | was unable lo delermine whether any
adjustment refating to receivables from non exchange {ransaciions was necessary.

Revenue

18, | was unable to obtain sufficient appropriate audit evidence on commission receivad, as
internal controls were not established over water meter readings. The municipalily has used
the estimate for the entire, financial year. | was unable fo confirm the correciness of the
commission recelved by alternative means. Consequently | was unable to determine
whelher any adjustments to commission received stated at R4 464 215 (2012: R4 022 180}
in the statement of financial perdormance were necessary.

12. { was unable 1o obtain sufficient appropriate audit evidence for a journal passed to adjust
revenue amounking o RS 392 185, as internal controls were not established over recording
and safekeeping of records, Cansaquently, | was unable to determine whether any
adjustments io revenue staled al R269 332 401 (2012: R252 511 272) in the financial
stalemenls were necessary.



Cash flow statement

20. SA Standards of GRAP 2, Cash flow sfalements requirss presentation of a cash flow
statement, summarising the entity's operating, investing and financing aclivities. The
foltowing differences were noted as per my recslculations and the amount disclosed in the
cash flow statement for the current year and comparatives:

ltems as per cash flow statement 2?::3 REGBE!‘.;.I!EIIDH ‘Iari;nces
Salz of goods and services 73118 758 G4 146 820 8571908
Other receipts 13 350 Q70 22 321 878 {8 571 908}
Ofher cash items 15 056 700 o 15 058 70Q
Suppters . (7B 379 845} (22 972 401} (55 407 444}
Other payments " 892 400 o {soz ooy
Procesds from sale of bialogical
assets thai form pant of an agriceitural {992 BN0) 0] {922 000 ;
activity :
Total 20163 721 63 498 485 (42 332 744}

The municipality did not reconcile these differences. Consequently, | was unable to obtain
sufficient appropriate audit evidence to satisfy myseif as 1o the correctness of the cash flow

statement presented in the financial statemenls.

Cash and cash equivalents

21. The cash and cash equivalents disclosed in {he financial statements are misstated by
R4 456 385 as the cash book balance as per general ladger amount does not reconcile to
the bank statements. The municipality did net reconcile this difference. Consequently, | am
unable to determine whether any adjustments to cash and cash equivalent stated at
R86 285 631 (2012: R44 771 084) in the financial statements were necessary.

Irregular expenditure

22. The muricipality could not provide ender files and olher supporting documents for
conlracis awarded amounting to RE8 777 763. There were no salisfactory alternative audit
procedures that | couid perform to obtaln reasonsable assurance that contracts were
evvarded in accordance wilh the supply chain management regulations. Conssquently, |
was unable fo obtain sufficient appropriate audit evidence to satisfy myself as to the
completeness of iregular expenditure as disclosed in note 46 to the financial statements.

23. The corresponding figure on irregular expenditure was understated by R23 987 688 as the
comect amount from the prior year's accounting records was not brought forward. The
municipality could not provide any explanation or supporiing documentation for the
differences noted above. Consequently, } was unable to determing whethar any
adjustments to the irregular expendilure in the financial statements were necessary.

Differences between the annual financial stalements and frial balanca

24. The municipality did not recongile differences betwaen the financial statements and the
undexlying accounling records. The impact on the balances is reflected in the table below. |
therefore could net determine the effect on olher account balances or classes of
transactions contained in the financial statements. As a result, [ was unable fo delermine
whether any adjustrnents to thass elements were necessary. |




Trial Balance AFS Variante

Desedption R R R
Invastment proparly . 21853 710 116 114 860 (94 251 089
‘Proparty, plant and equipment : 171301 790 T37 570009 337317814
- Other finsncial Eabilities o T {831 120) § 1030 746 ; 208 825
Payzbles fram exchangs fransections ' {20 522 447} 20 565 784 43335
Provisions ~ cusrent Babilitizs {5 386 538) 5387 B9H 11 181
' Pravisions -non- cument liabitties {1174 325) 5652 445 4 478 120

Aggregation of immaterial uncorrected misstatemenis

25, The financial statements as a whole are materially misstated due 1o the cumulative effect of
numerous individual immaterial uncorrected misstatements making up the statement of
financial positicn, staternent of financial performance and the notes to the financial

statements:

« Leave accrual at RS 080 623 is understaied by R957 368

Acerued leave pay journaks not provided {overstatement of trade payables) R 815 340

« Receivable (Sekhukhune District Monicipalily) at RS 836 351 is understated by RS0

586

+  Provisions at RS 397 698 is overstated by Rt 710 660

» Trade Payables at R 14 040 557 are undersiated by R657 051
= PAYE siated at R14 873 820 is understaied by R80 678

» Fruitless and wasieful expenditure is understated R77 643

« Employee cost -ihird party payments at R100 387 481 are oversiated by RS3 608
» VAT payable stated at R4 297 585 is oversiated by R1 145082

-

L

Invesiments are overstated by R527 (89

Depreciation are overstated by R1 302 717

Property, plant and equipments{addilions} are overstated RG37 185
Contingant liabilities were understated by R1 564 461

Accumulated depreciation are overstated by R 003 399

» Impaiment of doubtful debt is overstated by R153 177
s Revenus {or licences and permils at RS 750 760 is understated by R584 788
« Commission stated at R4 464 215 is undersiated by R75 567

+ Revenue — rantals at R 526 084 is understated by R202 419

» Had dsbls at R28 282 842 is understated by R1 504 595

» Cash and cash equivalents at R85 285 631 understated by R225 384

As a result, | was unable to determine whether any
necessary. '

adjustménis to these slements were




Adverse opinion

26. In my opinian, because of the significance of the matters described in the Basis for adverse
opinion paragraphs, the financial stetemants do not present fairly the financial posiifon of
* the Greater Tubatse Municipality as at 30 June 20143 and iis financial pefarmance and
cash flows for the year then ended, in accordance with SA Standards of GRAP, the
requirements of ihe MFMA and the DoRA. :

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

Slgaticant uncertainty

28, With reference to note 40 to the financial statements, the municipality is the défendant in
several claims, The ullimate outcorme of these matters cannot presently be determingd and
no provision for any liability that may result has besn made in the financial statements.

Unauthorised expenditure

28. As disclosed in note 38.1 to the financial statements, the municipality incurred unauthorised
expenditure of R6 898 588, mainly due to the overspending of two votes within the budget.

Material under spending of the eonditional granis {Municipatity Infrastructure Grants)

3Q. Asdisclosed in nofe 22 to the financial statements, the municipality has materially under
spent its canditional grants to the amount of R14 520 078.

Restatement of corresponding flgures

31. As disclosed in note 42 fo the financial statements, the corresponding figures for 30 June
2012 have been restated as a result of an error discovered during 30 June 2013 in the
financial statements of tha Greater Tubatse Municipality at, and for the year ended,30
June 2012

Additional matter

32. | draw attention to the matier below. My opinion is not medified in respect of this matter.

Unaudited supplementary schediles

33. The supplementary informalion set out on pagas XX te XX does not form part of the
financial statements and is presented as additional information. 1 have not audiled these
schedules and, accordingly, | do not express an opinion {hereon.

REPORT ON OTHER LEGAL AND REGULATCRY REQUIREMENTS

In accordance with the PAA and the General Nofice issued in terms thereof, | report the
following findings relevant to perdfermance against predetermined objectives, compliance with
laws and regutations and internal control, but not for the purpose of expressing an opinion,

Predetermined objectives

34. | performed procedures to obtain evidence about the usefuinsss and refiability of the
- infermation in the annual perfermance report as se! aut on pages XX to XX of the annual




repost.

35. The reported parformance against predetermined objectives was evalusted against the

- overall criteria of usefulness and reliability. The usefulness of information in the annual
performance report relates to whether it is presented in accordance with the National
Treasury’s annual reporting principles-and whether the reporied performance is consistent

- with the planned development objectives. The usefuiness of information further relates {o
whether indicators and iargeis are measurable {i.e. well defined, verifiable, specific,
measurable and time bound) and relavant as required by the National Treasury Framework
for managing programme perfonnance informatiott {FMPPI).

The reliability of the informalian in respect of ihe selected development objectives is
assessed to determine whether it adequately reflects the facts (i.e. whether it is valid,
accurate and compleie).

35. The material findings are as follows:
Usefulness of information
Presentation

Measures taken to improye performance net supported by sufficient appropriate
evidence

37. Seclion 46 of the Municipal Systems Act, 2000 (Act 32 of 2000) (MSA) requires disclosure
in the annual performance report of measures taken te improve performance where
planned targets were not achieved. Adequate and reliable corroborating evidence could
not be provided for 84% measures 1aken to improve performance as disclosed in the
annual performance report. The municipality’s records did not permit the application of
alternative audit procedures due o imitations placed on the scope of my work,
Consequenily, { did not ebtain sufficiant appropriate audit evidence to salisfy myself as to
the reliability of the measures taken to improve performance.

Reliability of information

38. The National Treasury FMPPT requires that institutions should have appropriate systems to
collect, collate, verify and store performance informaiion to ensurs valid, accurate and
camplete reporting of actual achievements against planned objectives, indicators and
fargeis.

38. Significantly important fargets with respect to the local economic development, technical
services and community services departments ware maierially misstated.

40. This was due to the lack of standard operating procedures for the accurate recording of
actual achievements, monitoring of the complateness of source documentation in support of
acival achievements and frequent review of validity of reporied achievements against
source documentation.

Additional matters

41. | draw altention to the matters below. My conclusion is not modified in respect of lhese
maltars:

Achievement of planned targets

42. Of the total number of 250 targets planned for the-year, 123 of targets were not achieved
during the year under review. This reprasenis 49% of total planned targets that were not
achieved during the year under review,



This was dus {o underspending of the conditional grant relevant te the technical progran

Campliance with laws and requlations

43. | performed procedures to obtain avidence that the enfily has complied wilh applicable laws
and regulations regarding financial matters, financial management and other related
matters. iy findings on materfal non-compliance with specific matters in key applicable
laws and regulations s set out in the Generaf Motice issued in terms of the PAA are as
follows: ’

Annual financial statements, performance and annual report

44. The financial statements submitted for auditing were not prepared in all material respects in
accordance with the requirements of section 122 of the MFMA. Material misstatements
identified by the auditors were not adequately corrected, which resufted in the financial
statements receiving an adverse audit opinion.

45. Financial statements were not submitted for auditing within two months after the end of the
financial year, as required by section 126{1)(a) of the MFMA.

Human resource management and compensatlon

46, An acting Chief financial officer was appainted for a period of more than six months, in
cantraveniion of section 56(1)(c) of the MSA.

Expenditure management

47. Reasonable steps were not taken to prevent unauthorised expenditure, irregular
expenditure and fruilless and wasteful expenditure, as required by seciion 62{1){d) of the
MFMA

48. An effective system of expenditure conlrol, including procedures for the payment of funds,
was not in place, as required by saction 65(2)a) of the MFMA.

49. An adequate management, accounting and information system was not in place which
accounted for creditors, as required by section 85(2)(b) of the MFMA.

Procurement and contract management

0. Sufficient appropriale audit evidence could not be obtained that goods and services with a
transaction value of below R200 000 were procured by means of obtaining the required
price quotations, as required by Supply Ghain Management (SCM) regulation 17{a} and
17{c).

§1. Goods and services of a transaction value above R200 000 were procured without inviting
competilive bids, as required by SCM regulation 19(a).

52. Contracts were extended without tabling the reasons for the proposed amandment in the
council of the municipality, as required by seclion 116(3) of the MFMA.

53. The performance of contractors as not monitored on a monthly basis, as required by
section 116(2){b) of the MFMA.

54. Awards ware made to providers who are in the service of olher state instilutions, in
contravention of section 112()) of the MFMA and SCM regulation 44. Similar awards were
identified in the prior year and no effective steps were taken to prevent or combat ihe abuse
of the SCM process in accordance with SCM reguialion 38(4).




Asset management

855, An adequate manageament, accounting and information system which accounts for assets
was not in place, as required by seclion 83(2){a) of the MFIA..

56. An effective system of internal control for assets (including an asset reglster) was not in
place, as required by section 53(2){c) of the MFMA.

Liahility managemernt

57. A gueraniee was issued for the debts of other person withouwt the approval of National
Treasury, in contravention of seclicn 50(c) of the MFMA,

Revenue management

58. A credit control and debt coliection policy was not implemented, as required by section
96(b} of the MSA and section 62(1){f)(ill) of MFMA.

58. An adequate management, accounting and information system which accounts for revanue
vias not in place, as required by seclion 64(2Ke) of the MFMA.

80. An effeciive system of internal control for revenue and deblors was not in place, as required
by section 64(2)(f} and 57(e) of the MFMA.

Budgets

61. Expenditure was incumed in excess of the limits of the amounts provided for in the voles of
the approved budget, in contravention of section 15 of the MFRA.

Internal audit

62. The internal audit unit did not advise the accounting cofficer on matters relating fo
compliance with the MFWMA, the DoRA and other applicable legislation, as required by
section 165(2){t){vil) of the MFMA.

Audit committee

63. The audit committes did not review the annual financial stalerments to provide the council
with an authoritative and credible view of the financial position of the enlity, its efficiency
and eflectiveness and its overall level of compliance with legislation, as required by section
188{2)(b) of the MFMA,

64. The audit committee did not advise the accounting officer on matters relating to the
adeqguacy, reliability and accuracy of financial reporling and information, as required by
section 186{2)a}{iv) of the MFMA.

Conseguences managemeant

65. irregutar as well as fruitless and wastelul expenditure incurred by the municipality was not
investigated to determing if any parson is liable for the expenditure, in accordance with the
requirements of section 32(2} of the MFMA.

Internal control

68. | considered internal control relevant to my audit of lhe financial statements, annual
perfermance report and complance with laws and regulations. The matiers reporied below
under the fundamenials of internal control are limited to the significant deficiencies that
resulted in the basis for adverse opinion, the findings on the annual- performance report and
he findings on compliance with laws and regulalions included in this report.
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Leadership

67.
88,
62.

7O

Gversight responsibility regarding financial and performance reporiing and compliance and
related internal controls was not exarcised.

The accounting officer did not implement HR management effeclively to ensurethat
adequate and sufficiently skilied resources were in place.

There was no detailed review of the financial statements and the annual performance
repon, resulling in several misstatemenis not identified and corected.

Unauthorised, irreguiar and fruifless and wasteful expenditure incurred by the municipality
was not investigated to determine if any person was liable for the expenditure. :

Financial and performance management

71,

72.

73.

74,

8.

The financial stalements and other infonmation to be included in the annual report were not
reviewed for accuracy and completeness by the accounting officer. '

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

Management did not implement daily and monthly controls over the recording and safe
keeping of iis assels.

Gompliance wilh laws and regulations was not reviewed and monitored by the accounting
ofiicer.

There was no proper record keeping supporting the financial stalements and the annual
percrmance report, consequently requested information was not stbmitted.

Governance

78,

77

78.

A

Judipr
olokwane

The audit committee did not review the financial statements and annual performance report
for adequacy, reliability and accuracy prior to submission for audit.

internal audit did not review the financial and performance reports prior to its submission fo
the audit committee or external auditors.

The risk assessment procedures implemented by the municipalily were not adequate, as all
risks affecling the municipality were not identiified.
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