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The Municipal Manager
Mohokare Local Municipality
P © Box 20
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Qa50

8 December 2015

| Refrence: 21978REGIAAE

| Dear Municipal Manager

' Report of the Auditor-General on the financial statements and performance information
| of the Mohokare Local Municipality for the year ended 30 June 2015

' 1. The above-mentioned report of the Auditor-General is submitted herewith in terms of section
21(1) of the Public Audit Acl, 2004 {(Act No. 25 of 2004) read in conjunction with section 168
of the Constitution of the Republic of South Africa, 1996 and section 121{3) of the Municipal

Finance Management Act, 2003 (Act No, 56 of 2003) (MFMA).

2 Interms of section 121(3) you are required to include the audit report in the municipality's
annusa! report to be tabled.

3. 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 thersfore be trealed as confidential,

4. Prior to printing or copying the annual report which will include the audit report you are
required 1o do the following:

s Submitthe 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
docurments that have been read and audited. Special care should be taken with the pags
references in your report, since an incorrect reference could have audit implications.

I « 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 repori, This signalure, 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
the hard copy that Is provided fo you. The official logo will be made ayallable fo you In
| electronic format.

| 5. Ten (10) copies of the municipality's annual report should be submitted to my office once
avaitable.

6. Please notify the undersigned Senior Manager well in advance of the date on which the
annual report containing this audit report will be tabled.

7. Your cooperation to ensure that all these reguirements are met would be much appreciaied.
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Kindly acknowledge receipt of this letter.

Yours sincerely

Signed

Toemany
Narisha P amy

Senior Manager: Free Stale
Telephane {G51) 400 6100
Fax: (§51) 408 082

Email. rarshapEisnsa.c0.I8



Report of the auditor-general to the Free State
Legislature and the council on the Mohokare Local

Municipality
Repori on the financial stalements

Introduction

1. | have audited the financial statemenis of the Mohpkare Local Municipality set out on
pages . to ..., which comprise the statement of financial position as at 30 June 2015,
the statement of financiel performance, statement of changes in net assets, cash flow
statement and the budge! statement for the year then ended, as well as the noles,
comprising a summary of significant accounting policies and other explanatory
information.

Accounting officer's responsibility for the financial statements

2. The accounting officer Is responsible for the preparation and fair presentation of these
financial statements inaccordance with South African Siandards of Generally
Recognised Accounting Practice (SA Siandards of GRAP) and the requirements of the
Municipal Finance Mznagement Act of South Africa, 2003 (Act No, 56 of 2003) (MFMA) and
the Division of Revenue Act of South Africa, 2014 (Act No. 10 of 2014) (DoRA) and for
such internat control as the accounting officer determines is necessary 1o enable the
preparation of financial statements that are free from matenal misstatement, whether
due ic fraud or armor.

Auditor-general's responsibility

3. My responsibility is to express an opinion on {hese financial sialaments based on my
sudit. | conducted my audit in accordance with 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 financial siglemants are
free from material misstatemenl

4 An auditinvolves performing procedures to obtain audil evidence aboul the amounts
and disclosures In the financial statements. The procedures selected depend on the
gudttor's judgement, including the assessment of the nsks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk
sssessments, the auditor considers imternal control reievant to the municipality’s
preparation and fair presentation of the financial statements In-order to design audil

procedures thal are appropriate in the circumsiances, hut not for the purpose of
expressing &n opinion on the effectiveness of the municipality's internal control. An audit
slso includes evaluating the approprialeness of accounting policies used and the
reasonableness of accounting estimates made by management, as well 25 evaluating

the overall presentation of the financia! statements.

5. | believe that the audit evidence | have ohizined is sufficient and appropriate 1o provide
g basis for my audit opinion.



Opinion

6. In my opinion, the financial statements present fairly, in all material respecis, the
financial position of the Mohokare Local Municipality as at 30 June 2015 and its financial
performance and cash flows for the year then ended, in eccordance with SA Standards
of GRAP and the requirements of the MFMA and DoRA.

Emphasis of matiers

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

restatement of conesponding figures

8. As disclosed in note 34 to the financial statements, the corresponding figures for
30 June 2014 have been reslated as a result of efrors discovered during 2014-15 in the
financial statements of the municipality at, and for the year ended, 30 June 2014.

Material losses

6. As disclosed in note 32.1 to the financial statements, malerig| losses to the amount of
R18 692 402 (2014: R15 621 377) were incurred 2s 2 result of & write-off of
irrscoverable trade debtors.

10. As disclosed in note 321 to the financial sialements, electricity distribution losses of
RS 364 000 (2014: R4 284 685) and water disfribtition losses of RE6 476 027
(2014; R3 003 164) were incurred as @ result of isakages, tampering of meters, faulty
meters and illegal conmeclions.

Material impairments

‘41, As disclosed in note 3 to the financial statements, receivables from exchange
{ransactions were impaired by R76 199 136 (2014: R72 297 085) and, as disclosed in
note 4 to the financial statements, receivables from non-exchange ransactions were
impaired by R15 360 169 (201 4. R13 751 538).

Iregular expenditure

12. As disclosed in note 38.3 to the financial staterments, the municipality Incurred irregular
expenditure of R15 985 572 (2014: R937 854) during the year under review mainly due
to non-compliance with supply chain management requirements. The municipality
investigated the completeness of iregular expenditure for the previous five years and
made adjustments accordingly. In addition, the full extent of irregular expenditure
imcurred during the current year is still in the process of being Investigated and verified.

Going concem

13, The financial statements indicates that the municipality’s current liabililies exceeded its
current assets by R55 727 301 (2014: R47 243 811). In addition, s disclosed in note 51
{o the financial statemernits, notices of motion were issued against the municipality as a
result of long putstanding members’ as well as council contributions to the pension and



provident funds. These conditions, along with other matters as se! forth in note 51,
indicate the existence of a malerial unceriainty thal may casl significant doubl on the
municipality's ability to mee! its financial obligations as they fall due and achievement of
service delivery as outlined in the annual performance plan

Additional matter

14.

| draw attention o the matier below. My cpinion is not modified in respect of this matter.

Unaudited disclosure notes

15, In terms of section 125(2)(e) of the MFMA, the municipality is required lo disclose

particulars of non-compliance with the MEMA. This disclosure requirement did not form
part of the audil of the financial statements and, accordingly. | do not express an opinion
thereomn.

Repori on other legal and regulatory requirements

16.

In accordance with the Public Audit Act of South Africa, 2004 (Act No, 25 of 2004) (PAA)
and the general notice issued in terms thereot. | have 2 responsibility to report findings
on the reporied performarnce information against predstermined objectives for selected
key performance areas (KFA) presented in the annual performance repori, compliance
with legistation and internal control. The objective of my lests was to identify reportabie
findings as described undereach subheading, but nol to gather evidence 10 express
assurance on these matters. Accordingly, | do not express an opinian or conclusion on

these maliers

predetermined objectives

17.

18.

19:

20.

21.

| performed procedures 1o obtain evidence aboul the usefulness and relisbility of the.
reporied performance information for the following selected KPAs presented in the
annual perfarmance repori of the municipality for/the year ended 30 June 2015:

« KBA 1: Basic service delivery and infrastructure deveiopment on pages x to x
« KPA 6: Environmental management on pages x10 X

| evaluated the reporied performance information against the overall critena of
usefulness and reliability.

| evaluated the usefuiness of the reporied performance information to determine
whether it was presented in accordance with the National Treasury's annual reporting
principles and whether the renorted performance was consisient with the planned KPAs,
| further performed tests to determine wheiner indicators and targets were well defined,
verifiable, specific, measurable, time bound and relevant, as required by the National
Treasury's Framework for managing programme performance information (FMPPI),

| assessed the reliability of the reported performance information o determine whether it
was valid, accurate and complete.

The material findings in respecl of the selected KPAs are as follows:



KPA 1: Basic service delivery and infrastructure development

reliability of reported performance infermation

22 The FMPPI requires audilees to have appropriate systems to collect, collate, verify and
store performance nformation {0 ensure valid,-accuraie and complete reporting of actual
achievements against planned objeciives, indicalors and targets, Significantly important
targets were nol reliable when compared o the source information or evidence

provided. This was due 1o a lack of moenitoring of the completeness of source
documentation in support of actual achievemenis.

KPA &: Environmental management

23, | did nol raise any material findings on usefulness and reliability of the reporied
performancs information for this programme.

Additional matters

24 | draw attention to the following matiers.

Achievement of planned targels

25 Refer lo the annual performance report on page(s) x o X and x to x for information on
the achievement of the planned targets for the year This information should be
considered in the contexi of the material findings on the reliability of the reported

perigrmance information for the selscted KPAs reported in paragraph(s) X 10 XX of this

repﬂft,
Adjustment of material misstatements

26. | identified material micstatements in the annua! performanca report submitted for
auditing on the reporied performance information for KPA 1: Basic service detivery and

rastructure development and KPA & Environmental management. As maragement
subseguently correcied only some of the misstatemenis. | identified matenal findings on

the reliabllity of the reported performance information.

Unaudited supplemeniary schedules
27. The supplementary information sel oul on pages X to x does nct farm part of the annué!

performance report and is presented as additional information, | have not audited these
sehedules and, accordingly, | do not report thereon.

Compliance with legislafion

28. | performed procedures to oblain evidence that the municipality had comptlied with
applicable legisiation regarding financial matters, financial managemsant and other
related matters. My material findings on compliance with specific matters in key

legislation, as set oul In the general notice issued in terms of the PAA, are 85 follows:



strategic planning and performance management

20 The performance management system and relaled controls were niot maintained as it
did not describe and represent {he processes of performance meaturement and how it
is conducted, organised and managed, as required by sections 38 of the Municipal

Systems Ack 2000 (Act No. 32 of 2000) (MSA) and Municipal planning and performance
management reguiation 7.

30, The KPAs set by the municipality did not include indicators on percentage of households
with access to basic level of waler, sanitation and eleciricily as required by section 43(2)
of the MSA and the Municipal planning and performance management regulation 10{a).

Annual financial statements, performance and annual repori

31, The financial statements submitied for auditing were not prepared in all matenal
respecis in accordance with the requirements of section 122 of ihe MEMA, Material
misstatements of non-current assets. current assals, habilities, revenue, expenditure
and disclosure items identified by the auditors in the submitted financial siatements
were subseguently corrected, resulting in the financial statements recsiving an
unqualified audit opinion. '

37 The annual performance repor for the year under review did not include the
performance of Centlec (SOC) Ltd (eleciricity service provider) and a comparison with
the previous financial year, as required by section 45(1)(a}and (b) of the MSA.

Audit commiftee

33, The audit commitise did not advise the council on matters relsting o internal financial
control and internal audits, sceounting policies, Tisk managemeant, accounting policies,
efisctive govermantce, performance management and performance evalustion as

required by section 166(2)(z) of the MFMA.

34, The audit commitiee did not review the annual financial statements 1o provide the
council with an authoritative and credible view of the financial position of the
municipality, its efficiency and effectiveness and its overzll leve! of compliance with

legislation, as required by section 166(2)(b) of the MFMA.

35. The audil committee did noi review the municipality's performance management system
and/or make recommendations 1o the council, as required by Municipal planning and
performance management regulation 14(4)(a)i).

a8 The audit committee dic not review all the quarterly internal audit reports on
performance measurement, as required by municipal planning and performance
management regulation 14{4)a)i).

97. The audit commiliee did not submit, at least twice during the finsncial year, 8n audit
report on the review of the performance management system to the councll, 3s required
by Municipal planning and per‘ionnan{:e-mahagemen! regulation 14{4)a)(iii).

38 The sudit committee did not advise the council on matters relating to compiiance with
legisiation, as required by section 166(2)ta)(vil) of the MFMA.,



4G The audit commitiee did not advise the council on matiers relating to the adequacy,
reliability and accuracy of financial reporting and information, as required by section
166(2)(=)(iv) of the MFMA.

40, The audit commitiee did not respond to-the.coundil on the issues raised in the audit
reports of the auditor-general, as required by sechon 166(2)(c) of the MFMA.

Internal audit

41, The internal audit unit did not advise the accounting officer and report o the audit
committee on matlers relating to compliance with the MFMA, the DoRA and other
applicable legisialion, as required by section 165(2)(b)(vii) of the MFMA.

Human resource management and compensation

42 The annual report of the municipality did not reflect information on compliance with

prascribed rminimum competencies, as required by the Municipa! regulations o
miinimum competency tevels regulation 14(2)(b).

procurement and contract management

43. Goods and services with 2 transaction value of below R200 000 were procured without
obtaining the required price guotations &s required by SCM regutation 17(a) and (c).

44. Sufficient appropriate audit evidence could not be obtained that invitations for
competitive bidding were advertised for a requirgd minimum period of days, as required
by SCM regulatian 22(1) and 22(2}.

45. Bids were not always evaluated by bid evaluation commitiees which were composed of
officials from the deparimenis requiring the goods Of Services 23 required by SCM
regulation 2B(2).

46, Sufficient appropriate audit evidence could not be obtained that bid adjudication was
always done by committess which wWere camposed in accordance with SCM regulation
29(2).
Expenditure management

47, Money owed by the municipality was not always pald within 30 days, 8s required by
section 85(2)(e) of the MFMA.

48. Reascnable steps were not taken to prevent unauthorised, iregular 2s well 88 fruitless
and wasteful expenditure, as requirad by section g2(1)(d) of the MFEMA.
Revenue management

49, A credit control and debl collection policy was not implemented, 8s required by section
96/(b) of the MSA and section B2(1)(fii) of the MFMA.

50, An adequate management, accounting and information system which accounts for
revenue and debtors Was not in place, as required by section 84(2)e) of the MFMA.



51. An effective syslem of internal control for deblors and revenue was not in place, as
required by section 64(2)1) of the MFMA.

Consequence management
52. Unauthorised, ineguiaﬁaﬁ-.wﬁll z< frultless.and wasteful expenditurs incurred by the

municipality was not invesligated to determiné if any person is liable for the expenditure,
as required by section 32(2)(z)1) of the MFMA.

Internal control

53. | considered internal control relevant 1o my audit of the financial <tatements, the annual
performance report and compliance with jegistation. The malters reported below are
imited to the significant internal control deficiencies that resulted in the findings on the

annual performance reporl and the findings on compliance with jegistation inclided in
this repori.

Leadership

54 The leadership did not adequaialy respond to the maliers reported by the exiernal
auditors in the previous financial year, and did not implement conseguential
performance management for managers and officials that did not implement municipal

policies and procedures.

g5 Within the periormance management and SCM depariments there was & lack of
sufigient skills and experience, resulting in ineffective monitoring and review.

Financial and performance management

56 Management did not in al! instances moniter the compleleness of SOUTCE documentation
in support of actual achievements reported in the annual performance reporl.

7. Management did not adeguaisly respond 1o the recommendations of the external
auditors t0 implement processes to monitor and report on compliance with laws and
regulations. This resulied ina situation where compliance was =tlll not actively

managed.

Governance

58. The govemance structures of the municipality were riot sufficientiy czpacitaieﬁ and as @
result did not deliver on their mandates. Consequently, the governance structures did
not take Into account all the risks thal affected the municipal environment and did nct

monilor the implementation of the recommendations of the risk management division.

Furthermore, the internal audit division did no achieve its annual audit plan and the
sudit commiitee did not deliver on its tegisiateﬁ_rmpunsthlmiea.



Other reports

Investigations
independent consulting firmy on request of
he investigations were initiated
The investigations

re conducted by an

Depariment of the Premief. T

50. Thres invesligations we
rementand payments.

the municipality and the
based on allegations of irregularities in proty
are currently in the reporting phase.
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