AUDITOR GENERAL’S REPORT FOR
2018/19 FINANCIAL YEAR



The Accounting Officer

Dr Nkosazana Dlamini Zuma Municipality
P.O Box 82

Creighton

3263

29 November 2018
' Reference: 61698REG18/19
Dear Sir

Report of the Auditor-General on the financlal statements and other legal and regulatory

requirements of Dr Nkosazana Dlamini-Zuma Local Municipality for the year ended
30 June 2019

: 1. The above-mentioned report of the Auditor-General is submitted herewith in terms of section
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the
Constitution of the Republic of South Africa and section 121(3) of the Municipal Finance
Management Act of South Africa (MFMA).

2. We have not yet received the other information that will be included In the annual report
with the audited financiaf statements and have thus not been able to establish whether there
are any inconsistencies between this information and the audited financial statements and

3. Interms of section 1 21(3) you are required to include the audit report in the municipality’s
annuat report to be tabled.

4. Until the annual report is tabled as required by section 127(2) of the audit reportis not a
public document and should thersfore be treated as confidential.

i
!
j 3. Prior to printing or copying the annual repert which wili include the audit report you are
| required to do the following:

* Submit the 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-reiated references in the audit
report and for confirmation that the financial statements and other information are those
documents that have been read and audited. Special care should be taken with the page
references in your report, since an incorrect reference couid have audit implications.
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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 al| these requirements are met would be much appreciated.
Kindly acknowledge receipt of this letter.

Yours sincerely

Jabulani Nkos;
Senior Manager: Kwa-Zulu Natal
Enquiries: Nonkuthalo Phephu

Telephons: (033) 264 7400
Fax: (033) 264 7596



Report of the auditor-general to the KwaZulu-Natal| Provincial
Legislature and council on Dr Nkosazana-Dlamini Zuma Municipality

rL_Report on the audit of the financiaj statements

Opinion

1. I have audited the financial statements of the Dr Nkosazana Dlamini-Zuma Municipality set out
On pages ... to ..., which comprise the statement of financial position as at 30 June 2019, the
staternent of financial performance, statement of changes in net assets, cash flow statement
and statement of comparison of budget and actual amounts for the year then ended, as well as
the notes to the financial statements, including a summary of significant accounting policies.

2. In my opinion, the financial statements present fairly, in all material respects, the financial
position of the Dr Nkosazana Dlamini-Zuma Municipality as at 30 June 2019, and its financial
performance and cash flows for the year then ended in accordance with 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) and the Division of Revenue Act of South Africa, 2018 (Act No. 1 of 2018)
(Dora).

3. | conducted my audit in accordance with the International Standards on Auditing (ISAs). My
responsibilities under those standards are further described in the auditor-general’'s
responsibilities for the audit of the financial statements section of this auditor's report.

4. | am independent of the municipality in accordance with sections 290 and 281 of the
International Ethics Standards Board for Accountants’ Code of ethics for professional
accountants and parts 1 and 3 of the International Ethics Standards Board for Accountants’
International code of ethics for professional accountants (including Infernational independence
Standards) (IESBA codes) as well as the ethical requirements that are relevant to my audit in
South Africa. | have fulfilled my other ethical responsibilities in accordance with these
requirements and the IESBA codes.

5. Ibelieve that the audit evidence | have obtained is sufficient and appropriate to provide a basis
for my opinion.

Emphasis of matters

6. 1draw attention to the matters below. My opinion is not modified in respect of these matters.
Material impairments — receivables

7. As disclosed in note 3 to the financial statements, material impairments of R29,10 million

(2017-2018; R25,93 million) were incurred as a result of an annual review of the recoverability
of receivables.



Miaterial underspending of the budget

8. As disclosed in the statement of comparison of budget and actual amounts, the municipality

materially underspent by R15,73 million on operational costs and R2,93 million on

electrification projects.

Other mattar

9.

} draw attention to the matter below.

Unaudited disciosure notes

10. in terms of section 1 25(2)(e) of the MFMA, the municipality is required to disclose particulars of

non-compliance with the MFMA in the financial statements. This disclosure requirement did not

form part of the audit of the financial statements and, accordingly, | do not express an opinion
on it

Responsibilities of the accounting officer for the financial statements

1.

12.

The accounting officer is responsible for the preparation and fair presentation of the financial
statements in accordance with the SA Standards of GRAP and the requirements of the MFMA
and Dora, and for such internal control as the accounting officer determines is necessary to

enabie the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the financial statements, the accounting officer is responsible for assessing the
Dr Nkosazana Dlamini-Zuma Municipality’s ability to continue as a going concemn, disclosing,
as applicable, matters relating to going concern and using the going concern basis of
accounting unless the appropriate governance structure either intends to liquidate the
municipality or o cease operations, or has no realistic alternative but to do so.

Auditor-general’s responsibilities for the audit of the financial statements

13.

14.

My objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance
but is not a guarantee that an audit conducted in accordance with the 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 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 is included
in the annexure to this auditor’s report.



Report on the audit of the annual performance report J

Introduction and scope

15. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and
the general notice issued in terms thereof, | have a responsibility to report material findings on
the reported performance information against predetermined objectives for selected
development priority presented in the annual performance report. | performed procedures to
identify findings but not to gather evidence to express assurance.

16. 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 respect of future periods that may be

included as part of the reported performance information. Accordingly, my findings do not
extend to these matters.

17. | evaluated the usefulness and reliability 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 development priority

Presented in the annual performance report of the municipality for the year ended 30 June
2019:

Development priority Pages in the annual
performance report
KPA 2: Basic service delivery and infrastructure development X=X

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

18. The material findings in respect of the usefulness and reliability of the selected development
priority are as follows:

KPA 2: Basic service delivery and infrastructure development

Various indicators

20. The indicators and related targets did not relate to the realisation of the strategic objective of
the municipality. This is because the achievement of the indicator was measured through the
activities of the projects, instead of the actual number of municipal libraries upgraded, libraries
maintained and taxi ranks constructed.



Planned indicator Planned target

Number of municipal libraries upgraded Submission of designs

site by 30 June 2019

and establishment of

Number of libraries maintained Appointment of service provider, 1 library

completed by 30 June 2019

| Number of taxj ranks constructed Appointment of the contractor and site

establishment of 1 taxi rank by 30 June
2019

Other matters

21. | draw attention to the matters below,

Achievement of planned targets

evidence to express assurance,

25. The materia| findings on compliance with specific matters in key legislation are as follows:

Annual financia] statements

26. The financia| statements submitted for auditing were not Prepared in all materia| respects in
accordance with the requirements of section 122(1) of the MFMA. Materia misstatements of
non-current assets, current assets, revenue, expenditure and disclosure items identified by the



auditors in the Submitted financia statements were subsequently corrected, resulting in the
financial statements receiving an unqualified audjt opinion,

Procurement and contract Mmanagement

disclosed in note 32 to the annual financig} statements, in contravention of section 62(1 Xd) of
the MFMA. The majority of the iregular €xpenditure was caysed by non-compliance with

Supply chain Management (SCM) regulations.
I Other information

31. The accounting officer s responsible for the other information, The other information

32. My opinion on the financia) statements ang findings on the reported performance information

33. In connection with my audit, my résponsibility is to read the other information and, in doing S0,
consider whether the other information is materially inconsistent with the financial statements
and the selected development priority presented in the annual performance report, or my

34. The other information | obtained prior to the date of thig auditor's report js the draft annuaf

report for 2018/19 financial year, and the audit committee’s report is expected to be made
available to us after 30 November 2019,

35. If, based on the work | have performed on the other information that | obtained prior to the date
of this auditor’s report, | conciude that there is 3 Mmateriaj misstatement of this other information,
lam required to report that faci.

5



38.

39,

40.

41.

(b G

The matters reported below are limited to the significant internal control deficiencies that
resulted in the basis for the findings on the annuaj performance report and the findings on
compliance with legisiation included in this report.

consistently applied policies and procedures and related intemnag| controls to achieve reliable

and credible financial ang performance reporting as wel as compliance with applicable
legislation,

Senior Management did not implement adequate review Procedures to ensyre that the annya|

financia| statements ang annual performance report were accurately prepared and Supported
by reliable ang credible information,

The intemal audit unit did not perform adequate reviews of the financial statements and annyg;

performance réport prior to submission for auditing and also did not review compliance with
key legislation applicable to the Mmunicipality.

N/

Pietermaritzburg

30 November 2019

Avdlifing to build pubiic confidence



Financial statements

2.

In addition to my responsibility for the audit of the financial statements as described in this
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 a basis for my opinion.
The risk of not detecting a materia| misstatement resulting from fraug is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control

* evaluate the overgl Presentation, structure ang content of the financia statements,
inc!uding the disclosures, and whether the financial statements represent the underlying
transactions ang events in a manner that achieves fajr Presentation.

I communicate with the accounting officer regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in
internal controf that | identify during my audit.

reasonably be thought to have g bearing on my independence and, where applicable, related
safeguards.



