| Report of the auditor-general to Limpopo provingcial
- oo legislature and council on Polokwane Local
Municipality - e

Report on the audit of the financial statements

Qualified opinion

1. | have audited the financial statements of the Polokwanhe Local Municipality set out on
pages x o x, which comprise the statement of financial position as at 30 June 2017, the
statement of financial performance, statement of changes in net assets, and cash flow
statement and the staiement of comparison of budget with actual amount for the year then
ended, as well as the notes to the separate financial statements, including a summary of
significant accounting policies. :

2. Inmy opinion, except for the possible effects of the matter described In the basis for
qualified opinion section of my repert the financial statements present fairly, in all material
- respects, the financial position of the municipality as at 30 Jure 2017, and its financial _
- performance and cash flows for the year then ended in accordance with the applicable
financial reporting framework and the requirements of the Municipal Finance Management
Act of South Africa, 2003 (Act No. 58 of 2003) (MFMA).

Basis for qualified opinion
Property. plant and equipment

3. lwas unable to obtain sufficient appropriate audit evidence for the assessment of
impairment at infrastructure assets for which indicators of impairment were identified as
required by GRAP 21, Impeairment of non-cash gensrating assets as | could not be
provided with adequate supporting evidence. | was unable to confirm the assessment of
impairment of the infrastructure assets by alternative means. Cansequently, | was unable
to determine whether any adjustment relating to infrastructure assets stated at
R10 865 079 100 in note 8.1 to the financial statements was necessary.

4. 1was unable to obtain sufficient appropriate audit evidence for devaluation of land of
R188 881 393 as the municipality could not substantiate the nominal rate used. | was
unable to confirm the valuation of land by alternative means. Consequently, | was unable
to determine whether any adjustment relating to land stated at R48 598 948 in the finandial
statemenis was necessary.

== ==5 = lidentified & différence of approximately R159 400 156 between dlepreciation on note 8.1
and my recalcutated amount as the municipality depreciated its assets using original cost
of the asset over the useful {ife instead of using the re-valued canrying amount over the
remaining life as required by GRAP 17: Property, plant and equipment. Additionally, there
was a consequential impact on property, plant and equipment and the revaluation reserve.
Consequently, there was an overstatement of property, plant and equipment and

- ~ - —depreciation-stated at R13 256 602 150 and R748 672 330 réspectively in iioté 8.1 and
revaluation reserve stated at R7 199 913 663 in the financial statements.

Revenue from exchange transactions
6. 1was unable to obtain sufficient appropriate audit evidence for the basis of estimations

used on the consumption of water and electricity as the underlying records could not
distinguish actual readings from estimated consumption. | was unable to confirm the




-agouracy of service charges by alternafive means, Additionally, there wag & consequertial
impact oh trade and other bles from exchiange fransactions. Consaquently, lwas -
T inunableto determine Whether ary ad) stmért relating vice sharges statedst - 0 o
R1 049 129 489 in note 17 and irade and other recalvables stefed af R449 488 163inthe

T financial statsiments was necsssary. S _

7. The municipality incurred ekpenditure of approximately R35 218 225 for payments that
wers slteady made. The municipality does riot have an adequate system of internal control -
inplace 16 detest duplicate payrierits, Consequently, there was an overglateinentof
gensralexpenditure steted &t R430.:922 115 in the financial statemerits, Additionally thare

wais @ resultant Impact on cash and sash equivalents. |
B. | Identifisd hat the ruriiciality did nof capitalise expendiiurs of capital in nature but
Incorrectly expensed the cost as repairs ahd malntenance: The munieipality ¢oes not have
an adequate system of internal control In place o identlfy capital expenditire..
Consagtiently, infrastructure assets stated st R10 865 079 0was understated and
repairs and maintefiance staled at R258 317 540 was overstated by R147 478 208,
, E%;e?éﬁiu-agfihn_;sﬁ?#mﬁ o

did riot realise revaluation surplus included in nets asset in fespect of

» plant and sguipment as the assets are ulilised Inlinewithithelr
ly, plant and Equipment. | was unable to confirm
A8 8o _ : trietive means. Consequently, | was Unabls 1o
determine whither any adjustment releling to revaluation surplus stated at '

R7 189 913 663 in the financial staterments was necessary.

9. The municip
ltemns of property, plant and squipm
(RS L e GRA 17: Pro

evalustion surplus b

Cash flow statement

10. The municipelity included unexplained non-sash fiem amounting o R 78 434 676 in the
reconeiliation of cash denerated from operations In ntte 31 fo the financlal statement.
Consequently, | was unable fo detérmine whether any adjustment was recessary to cash

- flow from operating activities stated at R847 168 161 in the firiancie! statemerits.

‘Contoxt for the opinion

1.1 sonductsd my audit in accordance wilh the Intomational Staindards on Alidifing (IS4s),
..My responsibilities under those standards ars further described in the auditorgenerals -~
apensibiliies for the audit of théifizﬁa'nsiaf‘sf:a-_t'@méﬁtssgcﬁ@h of my report.

bios- Slendards————— =

______ ifiled my ciher

re relevant to my auditin South Afrfca. | have fulfilisc
tigs In accordance with these requirements and the IEGBA code.

ethieal reqlirements that:
ethical responsi

13, Fhelisve th'aft;fha._a;,jdit_ eviderice | have obtained is sufficlent and apprébriate to provide g
basis formy opinion. - - i e L
- Emphasis of matter

14. | draw attention to the matter below. My eginion is not modified in respect of this matter.




Restatement of corrésrp@ndi:ﬁg figures

; i e B oA digGlosedsdn m}te} S the fmsmma? statemeni&, the corresponding ﬁgui"as for a0:June
= 2016 have been restated as & result of an error. d}scovered ,*_r.,’?h? fmanc;ai siaiaments cﬁ’

the munis ;:»ai ity ut,ard for i‘he year ended 30 Jung” 261 7.

Sigmfmant umat‘iamﬂ@s '

16, With rafafence tc> nate 84 ¢ofthe fmar}csai statements, the enta’sy is c;urrenfy fvolvedin
litigation with various service providers, amployees and {iird parties. The ultimate outcome
of the matters cannot presently be datermined and no provision for aﬁy liabillty that may
result hz&s been made in the financial statem@nts
Matena& im;aalrment o )

17. As ﬁ!s@i@ﬁ@ﬁ in ncat& ’%2 to the ﬂnanciaf statemients, material impairment to ts amount of
R538, 12 milion (2016: RE72, 20 millien) was ralsed to pravmre forirresoverable frade
debtors a8 a result ef doubt over fthe callectability of the long aufstandmg consumer debits,
irmgular expaﬁﬁimm

18 As dusmiosed in nofe 34.3 of the finanaial statemzamsl the municipality fm:urrred irregular

expenditure of 1198, 75 milion (2016 R274, 33 millior) in ccmtra\aﬁem;e{; of the Municipal
Bupply Gha;n F\f‘ianagem@nf Regulations (MSCMRY). .

Other matters

19, | draw attention fo the matter below. My opinioh is not modifled in respect of this matter.,
Unaudi t‘éﬁ istlosures

20, In terms of section 125(2)(e) of the MEMA, the municipsl entity s reg uirﬁd to damlaae
parfiotlars of non-compliance with the MEMA. This disclosure requirament did not form
part of the audit of the financial statememts and aamrcf ingly { do ot expres&s an ppinion
thereon,
Unaudited supplemeritary schedules

21, The supplementary information setout on pég&és xx 1o xx does not fornt bart of the

financial statements and Is presented as addl tional infermation, | have rot aud;ted th@%
schedules amd aceordingly, | do not @xpress af opinion thareﬁri —

_‘ ngg@'jsmgms of the a@mmtmg @fﬁcer for ‘EE}@ finamiaL ,,,,,, ,

' stai@marﬁf@”

22, The: acc:}unﬁng officer is respmnaibie for the preparailora amd fair- presenmtssn of the
Tinaticial statemenits in accordance with' ‘applicable tifiencial reporting framéwork and the
requirarments of the MFMA and for such internal confrol as the decounting officer
determines is necessary to enable the preparation of the financlal statements that are free

From material masstafements, whethsr dua oy %‘raud of GrTor,

23.1n preparmg the f; mmci a:.‘iatements the ac:couf’t‘rmg affscer @ responsibie for assmsmg
the mummp&isty s abliity fo continue as a going concern, tiscloging, as applieable, matiers
relating to going concern and using the going concern basls of actounting there s an
intention either o iqw{iat@ the muni mpa ity or to coate mperaimnﬁ, or there is no realistic {"
aﬁerna‘t ve bBut to do so. :
««{Sﬁz&f iy
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Auditor-general’s responsibilities for the audit of the financial
—statoments———————— — s

24 My ﬂhjaativa&am&%bta%zeaseﬂabf&assura.nce#abautfwhathertheffinanciarstat@memrm'

as a whole are free from material migstatement, whether due o fraud or arror, and 1o issue

25,

-an auditor’s report that.Includes my opinion. Reasonable assurance is a high level of —- - -~ == |
assurance, but is not a guarantes that an audit conducted in accordance with ISAs will ‘

- always detect a material misstatement when it exists, Misstatements can arise from fraud

or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements,

A further description of my responsibilities for the audit of the financial statements fs
included in the annexure o the auditor's report. =~

Report on the audit of the annual performance report |

Introduction and scope

- 20

In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA)
and the gensral notice issued in terms thereof, | have a responsibility to report material
findings on the reported performance information against predetermined objectives for

" selected key performance areas presented in the annual parformance report. | performed

27,

28.

procadiires to identify findings but not to gather evidence to SXPrass assurancs.

My procedures address the reported performance information, which must be based on
the approved performance planning documents of the municipality. | have not evaluated
the completeness and appropriateness of the performance indicators included in the
planning documents. My procedures also did not extend to any disclosures or assertions
relating to planned performance strategies and information in respact of fulure periods that
may be included as part of the reported performance information. Accordingly, my findings
do not extend to these matters.

I evaluated the usefulness and reifiability of the reported performance information in
accordance with the criteria developed from the performance management and reporting
framework, as defined in the general notice, for the following selected key performance
areas presented in the annual performance report of the municipality for the year ended 30
June 2017,

reliability of the reported performance information to determine whether it was valid,

30~The-material-findings~in=respect - of -the ~usefuiness ~and “reliability~of “the~selected “Key

KPA . ' Pages in the annual
performance report L
T KPA2 Basisarvice delivary —— SRS BA-6T" = i T
KPA &: Local economic development 26-40 ' 1
29. 1 performed procedures to determine whether the reported performance information was

properly presented and whether performance was consistent with the approved
performance planning documents. | performed further procedures to determine whether
the indicators and related targets were measurable and relevant, and assessed the

accurate and complete. ;

performance areas are as follows:

>



KPA 2: Basic service delivery

- 30/06/2017

31. The reporfed achisvement for target of 4 was misstaled as the evidence provided

_ . Indicator. 16;, # of E’f_nv_i;f@;n_m;efmta}_-‘E’gmc}atiaﬁai_‘ Awarensss Programme condugted oy

—=indicated b programmes #id Wt 4 programines BeTeptited

| KPA B! Local Boohomic development
JIndicator 1: Number of Job opportunities cfeated through the municipal LED Initiatives by
av/o6/2017 : o .

32, The reported achievement for 170 targetet fok @p-pcﬁuhfﬁ‘es er@ateﬁ tHrough mriunlcipal

initiative was rmisstated as the evidence provided Endi;egit_egj' 578 not 658 #s reportsd.

Indicator 3; Number of job opportunities created throtigh the EPWP by 30 June 2017

33. The teporied achievement for 2 632 targeted job opportunities created through EPWP was
misstated as the eviderice pravided indicated 3495 and not 2830 as reported.
Indicator 5: % Implementation IRPTS (Construstion Phase) required to Go-Live targets.

34. 1 wasg unable to obtaln sufficient appropriate audit evidénce for the reporfed achievemert
of target of 57%. This was dus 1o limitations placed on the seops of oy work as gviderice
‘could not be! provided to support additional kilometre required to go-iive and stage of
completion for the control centre, | was unabls to confirm the reporled achievernent by
alternative means. Conseguently, | was unable to determing whether any adjustrments

were requirad tp the reported achisvement of 57%,
Ingi cga.{é-r 6: N’uﬁjbe’: of SMME Incubated _
35, The reported achievemant for target 64 was misstated as the evidence provided indicatsd

18-and not 156 as repertad.

indicator 7: Nurmber of SMME capacitated (cffering training, facilitate taining,  the
municipality facilitates training, siccess fo markets and linkags to financial ingtitutions)

~ support reported | ’ - ' - _

36, Achievermsnt for arget 90 was missiated as the evidance provided indicated 480 and not
S84.asreporied. . . o : _ :

tndicator B; Number of SMME linked with market by 30 June 2017

7. The feportad schievement for argat 100 was misstated av the evidence provided

indivated 349 and rot 227 as reported.
Other matter
38.1 draiw stfention {o the matter below,

Aahia\%&m:ehf of planned targsts

39. Refer to the annual performance report on pages x to x; X 1o x for information on the
achisverment of planned targets for the year and explanations provided for the under and
overachisveiment of a nurmbser of argets. This information should be considersd in the
context of the material findings on the usefulness and reliabilky of the reportéd

performance Information in paragraphs % x; x of this report. f m‘;
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Report on audit of compliance with legislation

Introduction and scope

40. I accordance with the PAA and the general notice issued in terms thereof, | have a

_Mmatters in key legislation. | performed procedures to identify findings but not to gather
gvidence o express assurance,

41. The material findings on compliance with specific matters in key legislations are as follows:
Budget Management

42. Reasonabie steps were not taken to prevent unauthorised expenditure amounting to
R202 486 648, in contravention of section 62(1)(d) of the MFMA. The majority of the
unauthorised expenditure was caused by under budgeting on non-cash items.
Expenditure Management

43. Effective steps were not taken o prevent iregular expenditure amounting to R198 754 608
as required by section 62(1)(d) of the MFMA. The majority of the irregular expenditure was
caused by non-compliance with SCM regulations and prescripts,

44. An effective system of expenditure control, including procedures for the authorisation and
payment of funds, was not in place as required by section 65(2)(a) of the MEMA.

Procurement and Contract management

45. Awards were made to providers whose directors or pringipal shareholders are in the
service of the municipality, in contravention of section 112(j) of the MFMA and SCM
regulation 44,

48. Awards were made fo providers whose directors or principal shareholders were in the
service of other state institutions, in contravention of MFMA 1 12(j) and SCM regulation 44.
Similar awards were identified in the previous year and no effective steps were taken fo
prevent or combat the abuse of the SCM process as required by SCM regulation 38(1).

Conditional grant

47. The municipality did not evaluate its performance in respect of programmes or functions
funded by the Public Transport Network Grant, Regional bulk Infrastructure Grand,

Neighbourhood development Gmni and M_unicipal_ _E_ft_f(;_&_g’giu_cj_t_ggﬁ_ Grantas requiredby

section 12(5)of the DoRA.
Information technology management
48. The information technology (IT) audit revealed significant contro! weakness due to key

risks that were not adequately managed and mitigated within the IT areas, resuliing in non-
compliances with section 62(1)(e)(i) of the MFMA.

(ther iﬁf@rméﬂmn

48. The municipality’s accounting officer is responsible for the other information. The other
information comprises the information included in the annual report, which includes the
audit committee’s report. The other information does not include the financial state ant?m}

8

responsibility to report material findings on the csmpliarics of the miinicipality with speeiic ™~




the auditor’s report thereon and those selected key performance areas presented in the
annual performance report that have been specifically reported oninthe auditor's report. -

50, My opinion on the fin_ancia!' statements and findings on the reported performance
information and compliance with legislation do not cover the other information and [ do not
express an audit opinion or any form of assurance conclusion thereon.

581. In connection with my audit, my responsibility is to read the other information and, in doing
0, consider whether the other information is materially inconsistent with the financial
statements and the selected key performance areas presented in the annual performance
report, or my knowledge obtained in the audit, or otherwise appears to be materially
misstated. If, based on the work | have performed on the other information obtained prior
to the date of this auditor's report, | conclude that there is a material misstatement of this
other information, | am required to report that fact.

internal control deficiencies

52. 1 considered internal contro! relevant to my audit of the financial statements, reported
performance information and compliance with applicable legislation; however, my objective
was not to express any form of assurance thereon. The matters reported below are limited
to the significant internal control deficiencies that resulted in the basis for qualified, the
findings on the annual performance report and the findings on compiiance with legisiation
included in this report,

83. The municipality has an approved code of conduct, however this is rot adequately utilisad
to create ethics In the work place and a sense of pride and responsibliity for protecting and
safeguarding of municipal assets, as a result some officials have ambarked on
questionable conduct causing the municipality to suffer financial losses.

54. The municipality developed a plan to address internal and external audit findings, but the
accouriting officer did not adequately monitor adherence to the plan in a timely manner.

55. Corrective action actions have not been implemented to address the weaknesses in the
information technology control environment identified by eur audit process.

56, Leadership was slow in addressing weaknesses in the preparation of financial statements,
management and reporting on performance information and monitoring of non-complianse
with legislation nor-compliance with legisfation by the accounting officer, which resulted in
a number of instances of noncompliance.

57. The municipality did not have a proper record management system to maintain information
that supported the reported performance in the annua! performance report. This included

. information that related fo the collection, collation, verification, storing and reporting of - —- — -

actual performance information, as a result some of the key events affecting the financial

statements.and.reported performance information were not- adequately supported;

resulting in the modification of audit financial statements and findings on performance
information. . .

58. Weaknesses in the processes and controle over revenue management were not
adequatsly addressed and the lack of regular monitoring and reconciliations of revenue

————— ~information resulted in fevenue information not being reliable.

§9. Management has placed reliance on consultants for management and maintenance of the
fixed asset register without proper monitoring of the activities of the consultants in the
preparation and maintenance of the fixed asset register, as a result mariagement wag
unable to properly account for and support the decisions taken by the consultants in

accounting for assets, \%ﬂg




60. The leadership did not effectively utilise the reviews of internal audit and audit conimitice
to Improve the quality of financial statements as the financial statements were submitted

s lBtedo these structures and thelr reviews not adequately addressed due 16 time pressures,

mxw - CGeree)
Polokwane

7 December 2017

AU DAITOR-GENERAL
SOUTH AFRICA
Audliting 1o build public confidence




Annexure ~ Auditor-general’s responsibility for the audit

61, As part of an audit in accordance with the ISAs, | exercise professional judgement and
mailntain professional scepticism throughout my audit of the financial statements, and the

—procedurss-parformat Birreported performance-information for selected key performance

areds and on the municipality’s compliance with respect to the selected subject matters.
Financial statements

62. In addition to my responsibility for the audit of the financial statements as described in the
auditor’s report, | also;

¢+ identify and assess the risks of material misstatement of the financial statements

whether due to fraud or error, design and perform audit procedures responsive to

those risks, and obtain audit evidence that is sufficient and appropriate to provide g
basis for my opinion. The risk of not detecting a material misstatement restilting from
fraud is higher than for one resulting from error, as fraud may invoive collusion,
forgery, intentional omissions, mistepresentations, or the override of internal controi.

e obtain an understanding of internal control relevant to the audit in order fo design
audit procedures that are appropriate in the circumstances, but not for the purpose of
exprassing an opinion on the effectiveness of the municipality's internal control.

« evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the accounting officer.

» conclude on the appropriateness of the accounting officer’s use of the going concem
basis of accounting in the preparation of the financial statements. | also conclude,
based on the audit evidence obtained, whether a material uncertainty exists rslated to
events or conditions that may cast significant doubt on the Polokwane Local
Municipality’s ability to continue as 2 going concem. If | conclude that a material
unicertainty exists, | am required to draw atétention in my auditor's report o the related
disclosures in the financial statements about the material uncertainty or, if such
disciosures are inadequate, to modify the opinion on the financial statements. My
conclusions are based on the Information available to me at the date of the auditor's
report. However, future events or conditions may cause the municipality to cease
operating as a going concern.

* evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent tha
underlying transactions and events in a manner that achlaves fair presentation.

Communication with those charged with governance

63. | communicats with the accounting officer regarding, amaong other matfers, the planned
~ stope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that ! identify during my audit.

64. 1 also confirm to the accounting officer that | have complied with relevant ethical _
requirements regarding independence, and communicate all refationships and other
matters that may reasonably be thought to have a bearing on my independence and where
applicable, related safeguards.

65. From the matters communicated to those charged with governance, | determine those
matters that were of the most significance in the audit of the financlal statements of the
current period and are therefore key audit matters. | describe these matters in my auditor's




re;}@rf, unless law or ragulation preciudes public disclosure about the matier or when, in

~extremely-rare circumstances, | determine thata matter should ot be- sommunicated in-
- my report because the advérse consequences of daing so would reasonably be expected

o asutweigh the public interest of sush commu icataon

S




