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REPORT ON THE FINANCIAL STATEMENTS

Infroduction

1. | was engaged to audit the accompanying financial statements of Sol Plaatje
Municipality which comprise the statement of financial position as at 30 June 2007,
statement of financial performance, statement of changes in net assets and cash flow
statement for the year then ended, and a summary of significant accounting policies

and other explanatory notes, and the accounting officer’s report, as set out on pages
_ to____

Responsibility of the accounting officer for the financial statements

2. The accounting officer is responsible for the preparation and fair presentation of these
financial statements in accordance with the basis of accounting determined by the
National Treasury, as set out in accounting policy note 1 and in the manner required
by the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). This
responsibility includes:

 designing, implementing and maintaining internal control relevant to the preparation
and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error

» selecting and applying appropriate accounting policies
» making accounting estimates that are reasonable in the circumstances.
Responsibility of the Auditor-General

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and
section 126 of Municipal Finance Management Act, 2003 (Act No. 56 of 2003)
(MFMA), my responsibility is to express an opinion on these financial statements
based on my- audit in accordance with the International Standards on Auditing.
Because of the matters discussed in the Basis for disclaimer of opinion paragraphs,
however, | was not able to obtain sufficient appropriate audit evidence to provide a
basis for an audit opinion.

Basis of accounting

4. The municipality’s policy is to prepare financial statements on the basis of accounting
determined by the National Treasury, as set out in accounting policy note 1.

Basis for disclaimer of opinion
5. Property, plant and equipment

The completeness, existence and valuation of property, plant and equipment (including
infrastructure assets) totalling R391 791 266, as disclosed in note 10 to the financial
statements, could not be verified due to the following matters:

» The estimated cost of restoration and accompanying accounting policy were not
disclosed in the financial statements as required by paragraph 76 of GAMAP 17



Property, Plant and Equipment, with specific reference to the landfill site of the
municipality.

With the initial setup of the financial accounting system the location tab for assets
were not activated, resulting in all assets on the asset register being allocated the
same location reference. This restricted the ability to verify the existence of
municipal assets.

Assets purchased/constructed during the financial year were stated in the asset
register as having been purchased on the last day of the financial year. This
resulted in accumulated depreciation and depreciation being understated as a result
of depreciation periods not commencing on actual date of purchase.

‘As a result of assets fo the value of R32 529 143 being capitalised as global assets

in the asset register, the classification and accuracy of amounts disclosed couid not
be verified. This matter had been raised in the prior year and no progress has been
made in the current year to address this issue. This global capitalisation of assets
also resulted in the inability to verify additions of capital assets to the value of R 29
295 656.

The municipality did not account for intangible assets, including website costs and
software, in accordance with IAS 38 (AC129), Intangible Assets.

Long-term liabilities

The accounting policy for retirement benefits and the relating disclosures in note 39
do not comply with the requirements of IAS 19 (AC 119), Employee Benefits since
information that enables users of financial statements to evaluate the nature of the
municipality’s retirement plans, the financial effects of changes in those plans during
the period and a general description of the plan were not disclosed. The accounting
policy note makes no mention of whether it is in accordance with the exemptions
granted in General Notice 552 of 2007, issued in Government Gazette no. 30013 of
29 June 2007.

Employee costs

The accuracy, completeness and occurrence of employee-related costs to the value of
R209 019 018 could not be verified due to the following inconsistencies and scope
limitations:

Fifty-eight employees could not be physically verified. Nine employees with invalid
identification numbers were identified on the system. The existence of these
employees could therefore not be confirmed.

Eighteen employee and three salary files were not presented for audit purposes.

A conclusive list of employees who received leave gratuity payments could not be
provided for audit purposes.

The accuracy and occurrence of appointments could not be verified as
documentation pertaining to the appointments tested could not be provided for audit
purposes. : :

Employee benefit liabilities

The municipality did not recognise the undiscounted amount of short-term employee
benefits expected to be.paid in exchange for services rendered by employees
during the year as an accrued expense, or if the amount already paid exceeded the
undiscounted amount of the benefits, a prepaid expense at year-end as required by
paragraph 10 of IAS 19 (AC 119), Employee Benefits.



10.

11.

The expected cost of short-term employee benefits in the form of compensated
absences was not recognised as the employees rendered services that increased
their entitlement to future compensated absences as required by paragraph 11 of
IAS 19 (AC 119), Employee Benefits.

Leave accrual

The valuation and completeness of leave accrual of R12 187 984, as disclosed in note
6 to the financial statements, could not be verified due to the following matters:

Annual leave was accrued in total on the first of January every year for the entire
year. This resulted in an overstatement of the leave accrual, as the accrual includes
leave for the period 1 July 2007 -31 December 2007 to which employees were not
yet entitled as at 30 June 2007.

Leave accrual was understated by R1 345 186 as a result of employees having -
substantial amounts of negative leave day balances.

Unreconciled long service days included in the calculation of the provision for leave
pay as at 30 June 2007 resulted in an overstatement of the provision by R62 505.

No reconciliation was performed between the leave forms submitted, the attendance
register and the leave captured on the accounting system. Various differences were
noted between leave taken per the leave forms and leave captured on the system.

Revenue and receivables

Debtors and Revenue; Service charges at year-end were understated by the service
charges regarding the period between the last meter reading date and the year-end
date. As meter readings was taken from the 26" day of each month until
approximately the 19" day of the following month debtors and service charge
revenue were understated by service charges for a period between 11 and 34 days.

Debtors with credit balances of R7 547 263 were included in the debtors balance in
the statement of financial position. This resulted in an understatement of debtors
and creditors by the stated amount.

The debtors age analysis exceeded the consumer debtors balance as per note 15
to the financial statements by R1 716 351.

Supporting documentation could not be provided for receipts of R1 701 856
classified as other income in the statement of financial performance. The
occurrence, accuracy and completeness of these amounts could therefore not be
confirmed.

Income of R4 410 680 from land sales that occurred prior to 2005 was recognised in
the current year. Other income was therefore overstated by this amount as revenue
should have been recognised when the sale contract was finalised.

Irregular expenditure

The completeness of irregular expenditure as per note 36 to the financial statements
could not be confirmed as a result of the following:

A list of contracts that were extended during the year and the approval of these
extensions, a list of cleaning contracts awarded during the year and all the relating
supporting documentation, supply chain management documents relating to the
prepaid electricity meter tender that was awarded during the year and several
signed contracts for infrastructure were not presented for audit purposes.

Sufficient documentation could not be provided to evaluate whether the approvat of
a contract for an international sports promoter was in accordance with supply chain
management requirements. It could also not be confirmed whether municipal funds
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Since the above information was not available for audit purposes there was a limitation
on our ability o confirm or dismiss the existence of possible fraud. There was an
increase in the risk of fraud within the procurement process due to an ongoing
investigation by the Scorpions relating to deviations from the procurement policy.

Long-term receivables

The balance of housing debtor loans of R55:170 964 was increasing each year as the
amount of interest capitalised was greater than the actual payments received during
the year. The valuation of this balance was therefore uncertain and was overstated by
R14 199 393.

13.

Cash and cash equivalents

+ The cash and cash equivalents balance as per note 18 to the financial statements
differed from the cash book balance by RS 135 528.

14.

Contingent liabilities

* A contingent liability disclosed by the municipality as R400 000 in note 40 to the
financial statements was confirmed to have been understated by. R1 378 326 as a
result of an oversight by the attorneys on a legal confirmation submitted o the
municipality. ‘

* The municipality did not have a policy in place for identifying the completeness of
contingent liabilities at year-end. No correspondence from the various attorneys
relating to the contingent liabilities for claims that were disclosed in the financial
statements at year-end could be presented for audit purposes. Confirmations were
received from the attorneys to confirm year-end contingencies, but there was no

15.

supporting documentation 7or the underlying racts ana status ot the claims.

l.eases

No disclosure relating to finance and operating leases were made as required by

“paragraphs 47 and 56 of IAS 17 (AC 105), Leases.


















