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APPROVAL OF THE ANNUAL FINANCIAL STATEMENTS

The annual fi nancial statements and other fi nancial information set out in this annual report were prepared by the 
directors in conformity with International Financial Reporting Standards applied on a consistent basis.

The manner of presentation of the annual fi nancial statements, the selection of accounting policies and the integ-
rity of the fi nancial information are the responsibility of the directors.

The directors are also responsible for the systems of internal control. These are designed to provide reasonable 
but not absolute, assurance as to the reliability of the fi nancial statements, and to adequately safeguard, verify 
and maintain accountability of assets, and to prevent and detect material misstatement and loss. The systems 
are implemented and monitored by suitably trained personnel with an appropriate segregation of authority and 
duties. Nothing has come to the attention of the directors to indicate that any material breakdown in the function-
ing of these controls, procedures and systems has occurred during the year under review.

The annual fi nancial statements are prepared on a going concern basis. Nothing has come to the attention of 
the directors to indicate that the association will not remain a going concern for the foreseeable future.

The annual fi nancial statements set out on pages 116 to 124 and the supplementary schedules on pages 123 to 
124 were approved by the Board of Directors on 15 July 2010 and are signed on its behalf by:-

      
DIRECTOR - Z D SOKHELA      CHIEF EXECUTIVE OFFICER - N K BHIKHA

DIRECTOR - P WARMINGTON
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3.1 BACKGROUND
Safe City Pietermaritzburg was formally constituted as an Association incorporated under section 21 of the Com-
panies Act on 28 March 2002. Its establishment followed a long period of research and planning undertaken 
under the guidance of Mr Des Winship and colleagues who constituted the Board of the local organisation known 
as Business Against Crime. Initially, the organisation’s Board, conceptualised as a partnership between the Munici-
pality and the private sector, was chaired by the Mayor at the time, Cllr Hloni Zondi. Other representatives of the 
Municipality also sat on the Board. In the course of time, legislation prohibited these representatives from hold-
ing directorships and Safe City Pietermaritzburg lost the advantage of having direct Municipal input into decision-
making.

Representation on the Board aside, the partnership was governed by an agreement by which the Municipality 
would make the necessary financial resources available for the operation of the organisation as well as the capi-
tal expenditure required to extend the CCTV surveillance to other parts of the city. The Municipality regarded Safe 
City Pietermaritzburg as a „municipal entity’, although this status was contested by Safe City itself.

Changes in the municipal administration and the legislative paradigm resulted in confusion and some break-
down in relations between the two partners. Municipal funding was no longer secure and some elements within 
the Municipality overtly questioned several aspects of the operations of Safe City Pietermaritzburg. The organisa-
tion took steps to meet the expectations of the Municipality by terminating the contract of the service provider 
that had managed the operation from the company’s inception and assuming the management role itself as a 
means of saving costs. Later, at the request of the city’s administration team, the section 21 status was changed 
so that the relationship between the organisation and the Municipality would be aligned to legal requirements.

While it is understood that the Board cannot include representatives of the Municipality, the organisation has felt for 
sometime that its work is hampered by a lack of regular and constructive communication with its funding body. 
The Safe City operation has earned high praise for its professional effectiveness in meeting its objectives which are 
fundamentally concerned with reducing crime in the city. All the people who have directed this project through 
both the planning and operational phases have done so on a voluntary basis and it remains a principle of the 
Board that there is no remuneration to directors.

1. DIRECTORS

The following people are directors of the Company. There are several vacancies on the Board that will be filled in 
due course.

Mrs Z Sokhela Director of BP Cascades, Ex President and Member of PCB, UFET
Council, UKZN Council, Deputy Chair BFC

Mr D Winship Retired CEO: Huletts Aluminium, Retired Executive Director of
Tongaat Hulett Group, Member of BFC, Director of Life Line

Mr P Warmington Director: Warmingtons Inc, Member of BFC
Mr D Kambouris Chairperson of BFC, Member of Community Chest
Mr V C Biggs Retired Director: McCarthy, Member of Allison Homes, Member of

SAVS/NCVV, Member of BFC
Mrs D Harrison Director: Lifeline PMB T/A Lifeline and Rape Crisis, Member of BFC, Member of Community Chest
Mr K Vorster Financial Planner for PSG, Member of BFC
Adv R P Stuart Deputy Director of Public Prosecution, Chairman of KZN Wildlife

Crime Working Group (WCWG)
Major General P Maharaj Cluster General of SAPF of Pietermaritzburg Central
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2. PARTNERS

For various reasons, Business Against Crime in Pietermaritzburg reconstituted itself as Business Fighting Crime and 
is an important strategic partner of Safe City. BFC has borne the costs of marketing an SMS crime alert campaign 
that was initiated by Safe City in 2008. BFC has also contributed financially in several other ways, including a grant 
of R10 000 towards the cost of a commercial van purchased during the year. This purchase was made possible 
by a generous donation of R50 000 by Hulamin (Pty) Ltd.

The organisation considers its partnership with the SAPF to be one of its notable strengths, while it also enjoys con-
structive relationships with the National Prosecuting Authority and various Community Police Forums.

3. STAFFING

Safe City took over the control of the CCTV Control Room operation as well as the maintenance of cameras on 1 
March 2010. Ivision Technologies, the contractor who had formerly managed the Control Room operation, took 
legal action in terms of Section 197 of the LRA. This concerns the conditions of service and the rights of employees 
when a transfer from one employer to another is effected. The Safe City Board decided not to challenge Ivision 
Technologies’ contention and took over all 29 of the former Ivision employees, despite the fact that the additional 
cost of salaries could not be catered for in the budget.

In addition, at the time of the termination of its contract, Ivision Technologies faced a claim made by 4 (four) other 
former employees that they had been dismissed unfairly. Safe City faced this charge as a respondent alongside 
Ivision Technologies. By agreement between Ivision Technologies and Safe City, a monetary settlement was nego-
tiated with the four Ivision Technologies disaffected employees who then dropped their claim for re-instatement. 
This cost Safe City an unexpected R75 000 plus its share of the legal costs incurred to the point of settlement of 
R20 000.

At the time of writing, the Safe City staff comprises

• A CEO
• A General Manager
• A Control Room Manager
• 3 Supervisors
• 18 Control Room Operators
• 7 Control Room Operators [Relievers]
• A Technician Manager
• A Technician
• An Assistant Technician
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4. PARTICULAR MATTERS RELATING TO THE YEAR 2009/10

4.1. A Number Plate Recognition System, to enable the city to generate income from outstanding fines, was 
introduced by Safe City. A Memorandum of Understanding between the Msunduzi Traffic Department and 
Safe City Pietermaritzburg has been drafted and submitted to the New Administrator for perusal to enable 
this project to proceed.

4.2 At the request of the city’s administration team, the organisation co-operated in the formation of a Safe City 
Development Committee to provide a platform for ongoing dialogue between the Municipality and Safe 
City regarding all matters concerning safety and security in the city. An enhanced role for Safe City in this 
sphere is expected to emerge through the discussions in this committee.

4.3. In partnership with BFC, SAPF and the NPA, Safe City exhibited at the Royal Show in a hall dedicated to the 
agencies responsible for crime and justice. The theme of the exhibition was “The Winning Nation” in conjunc-
tion with a slogan “Blow Vuvuzela to Fight Crime” and it secured a Gold Medallion award for being an out-
standing display. In addition to showcasing the effectiveness of the CCTV camera system, Safe City used 
the exhibition to market its SMS Crime Alerting and Cell phone Panic Alert services that are monitored in the 
Safe City control room and feed directly to the SAPF.

5. FINANCE

5.1. The audited financial statements of the organisation are attached to this report. 5.2. Safe City’s capital 
expenditure proposal of R4.48 million, as well as the request for R2.2 million for the upgrade of the recording 
system were declined due to lack of funds by Council. This was disappointing since the organisation has an 
urgent desire to extend its CCTV protection services, especially into Edendale, and to maintain the highest 
level of efficiency by ensuring that its technology is up to date.

5.3. Safe City is also hoping to install cameras to provide a CCTV security facility at the Harry Gwala Stadium 
which will also cover Alexandra Park. An initiative of the First Lady of the Province, Dr May Mkhize, is to revital-
ise the Park as a recreational centre where children can be taken to play and be entertained in safety. The 
presence of digital surveillance is considered essential for this.

6. PERFORMANCE OF THE CONTROL CENTRE

The 24/7 surveillance operation is the core of Safe City’s business. It is ISO 9001:2008 certified and SABS approved.
The primary core function is:

• The prevention of crime.
• The detection of crime.
• The maintenance of existing CCTV system.
• Advise municipality on expansion of CCTV system.
• Oversee the design, specification and installation of new CCTV equipment.

The secondary function is:

• The monitoring of traffic bylaws and motor vehicle accidents.
• Monitoring of Municipal bylaws such as littering, street gambling, and illegal trading.
• Facilitating the Disaster Management JOC.
• The monitoring of gatherings, marches and events of public interest within the camera visual area.
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6.1. Standard Procedure

 The crime statistics for Pietermaritzburg are submitted to the control room every morning by the SAPF. These 
are compared with our statistics and thereafter plotted on street maps in order to identify where crimes were 
committed without any detection by the control centre. This enables operators to be more crime prevention 
orientated.

 Every suspicious incident noted on camera is regarded as an “Incident detected”. The police officer (pres-
ent in the control room 24/7) will determine whether a SAPF vehicle needs to be despatched to the scene 
of the incident. The yearly target for SAPF dispatches is 90% of Incidents Detected. A record is maintained 
of vehicle despatches as compared with Incidents detected. An arrest is made when the suspect is appre-
hended. Frequently the progress of a crime is fully observed and followed via the camera network. There is 
a recording capacity of 21 days after which footage is automatically over-written.

6.2. Summary of Operational Performance

Description Total for Year Target for Year Diff

No of Incidents Detected 3067 2796 271 (+9.6%)

Response by SAP Units 1550 2516 -960 (- 38%)

Arrests Effected 181 360 179 (-49.7)

SAP Response Time 5.4 4 -1 (-25%)

% Camera down time 2.8 1 -1.8 (-130%)

6.3. Incidents Detected
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The total number of incidents detected was 3067 compared to 2796 previous year. The target was exceeded by 
271 (+10%) incidents. These incidents include all matters detected such as fighting, crime, suspicious behaviour 
and motor vehicle accidents. Some of the incidents detected are as follows:

Fighting   1120
Suspicious behaviour  431
Motor vehicle Accidents 245
Bylaw Infringements  121
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6.4. Responses by the SAPF
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The total number of responses of the SAP was 1550 compared to 1623 for the previous year.

The target for the year of 2516 (- 38%) was not met. Theft of motor vehicles has shown a sharp increase in the Piet-
ermaritzburg area but most occurred outside of the area monitored by cameras. It is also known that tow truck 
operators are involved in the theft of vehicles especially those fitted with immobilisers or gear locks. It was there-
fore decided to monitor all vehicles being towed by tow truck and to record their details for possible investigation 
purposes. These incidents do not require immediate SAP response.

6.2. Arrests Effected
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The number of arrest made was 181 compared to 193 for the previous year. The target of 360 was not met. It has 
become increasingly clear that criminals are avoiding the area covered by the cameras and are committing 
their crimes in unmonitored areas.
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6.3. SAPF Response Time
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The average response time for SAPF vehicle to respond from the time of notifying the SAPF Emergency Control 
Room until a vehicle arrived on the scene was 5.4 min compared to 5 min. for the previous year. This is 1.4 min. 
more than the target of 4 min. The availability of patrol vehicles during peak times and traffic congestion have 
had a negative effective in this regard.

6.4 Camera Downtime

 0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

5.00

5.50

6.00

JULY
AUG SEPT OCT

NOV

DEC

JAN
FEB MAR APRIL

MAY JUNE

C
A

M
ER

A
 D

O
W

N
 T

IM
E

The average camera downtime was 2.8%. The Safe City target has always been 1%. It will be noticed that during 
July to October 2009 the downtime was above 4%. This high number can be attributed to the delay in obtain-
ing crucial spares from the United Kingdom. Most of the spares used in maintaining the CCTV system have to be 
imported.
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6.5 Reported Crime Statistics

Please note that the statistics as provided by the SAP Pietermaritzburg is for operational evaluation and is not for 
public consumption.

Jul 08 to Jun 09 Jul 09 to Jun 10 Inc/Dec %
Murder 42 33 -9 -21%
Att. Murder 22 17 -5 -23%
Ass. Com 278 391 +113 41%
Ass. GBH 278 391 +113 41%
Rape 44 64 +20 45%
Rob with F/A 106 63 -43 -41%
Rob Other Weapon 278 202 -76 -27%
Rob Com 194 154 -40 -21%
Bus. Rob 92 56 -36 -39%
Hi Jacking 12 14 +2 17%
Theft from M/V 137 152 +15 11%
Theft out of M/V 221 211 -10 -5%
Theft of M/V 310 213 -97 -31%
Burglary Bus. 284 234 -50 -18%
A Crime 7801 7932 +131 2%

It is very evident that crimes which show an increase are those that are committed primarily indoors or that are 
domestic by nature i.e. Assault Common, Assault GBH and Rape. These types of crime are difficult to prevent 
and are related mainly to socio economic factors such as unemployment, family violence and drug or liquor 
abuse. Crimes that have decreased are mainly street related crimes such as Robberies, Burglary Business, Murder, 
Attempted Murder etc. These crimes can be prevented by intelligence-driven crime prevention operations, CCTV 
detection or SAP patrols. The increase in reported A Crime may be attributed directly to the increase in assault 
related cases.
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7. CONCLUSION

The year 2009/10 has been one of many challenges, not the least of which was the take-over of the manage-
ment and administration after the termination of the service contracts. This was followed by diffi culties in Safe City’s 
engagement with the Municipality and threats that the funding would be withheld. While the relationship with the 
city’s new administration has been a great deal more constructive, it has posed the additional challenge of hav-
ing to deregister the section 21 company and register a full-blown company. We thank the Mayor and Johan Met-
tler and his administration team for their constructive support for the Safe City project and for revitalising our belief 
that our organisation performs a valuable community service.

We thank all partners including BFC, SAPF, CPF, NPA and several others who are, to a lesser or greater extent, 
stakeholders in our operation.

The members of the Safe City Board are thanked and commended for their support and commitment. Among 
these, Messrs Peter Warmington, the former chairperson of the Board, Des Winship and Dem Kambouris, the chair-
person of BFC, have earned special thanks for their particular and loyal support.

The Board expresses its thanks to the CEO, management and staff of Safe City, as well as the Project Engineer, Mr 
Pieter Janse van Rensburg of Dihlase Consulting.

We reserve our particular gratitude to the Msunduzi Municipality, the main funders of this operation. We acknowl-
edge, too, the fi nancial and moral support of Business Fighting Crime and Hulamin, as well as the valuable assis-
tance rendered by legal advisors, Venn Nemeth & Hart, our auditors, Deloitte and Touche, and the Witness for 
continuously reporting on safety statistics.

ZINHLE SOKHELA
CHAIRPERSON OF THE BOARD
15 JULY 2010
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REPORT OF THE INDEPENDENT AUDITORS TO THE MEMBERS OF SAFE CITY PIETERMARITZBURG

Report on the Financial Statements

We have audited the annual financial statements of Safe City Pietermaritzburg which comprise the statement of 
financial position as at 30 June 2010, the statement of financial performance and statement of cash flows for the 
year then ended, a summary of significant accounting policies and other explanatory notes, as set out on pages 
116 to 124.

Directors’ Responsibility for the Financial Statements

The company’s directors are responsible for the preparation and fair presentation of these financial statements in 
accordance with International Financial Reporting Standards. 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; and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our 
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical 
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements 
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the finan-
cial statements. The procedures selected depend on the auditor’s judgement, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assess-
ments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the finan-
cial statements in order to design audit procedures that are appropriate in the circumstances, but not for the pur-
pose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of accounting estimates made by the 
directors, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion.

P.O. Box 365
Pietermaritzburg 
3200
South Africa

Deloitte & Touche
Registered Auditors
Audit - KZN
Deloitte & Touche House
181 Hoosen Haffejee Street
(formerly Berg Street)
Pietermaritzburg 3201
Docex 14 Pietermaritzburg

Tel: +27 (0)33 345 0271
Fax: +27 (0)33 345 0285
ww.deloitte.com

National Executive  GG Gelink Chief Executive  AE Swiegers Chief Operating Officer  GM Pinnock Audit
DL Kennedy Tax & Legal and Risk Advisory  I. Geeringh Consulting  I. Barn Corporate Finance  CR. Beukman Finance
TJ Brown Clients & Markets  NT Mtoba Chairman of the Board  CR Quality Deputy Chairman of the Board
Reginal Leader: GC Brazier

A full list of partners and directors is available on request.

B-BBEE rating: Level 3 contributor/AA (certified by Empowerdex)

Member of Deloitte Touche Tohmatsu
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Basis for Qualifi ed Opinion – Cash Collections and Donations

In common with similar organisations, it is not feasible for Safe City Pietermaritzburg to institute accounting controls 
over cash collections and donations prior to initial entry of the collections in the accounting records. Accordingly, 
it was impractical for us to extend our examination beyond the receipts actually recorded.

Qualifi ed opinion

In our opinion, except for the effect on the annual fi nancial statements of the matter described in the Basis for 
Qualifi ed Opinion paragraph, the fi nancial statements present fairly, in all material respects, the fi nancial position 
of the association as at 30 June 2010, and of its fi nancial performance and its cash fl ows for the year then ended 
in accordance with International Financial Reporting Standards, and in the manner required by the Companies 
Act of South Africa.

Other matters

Without further qualifying our opinion we draw attention to the fact that the supplementary information set out on 
pages 123 and 124 does not form part of the annual fi nancial statements and is presented as additional informa-
tion. We have not audited these schedules and accordingly we do not express an opinion thereon.

Deloitte & Touche
Per D McArthur
(Registered Accoutant and Auditor)
Partner
Pietermaritzburg

21July 2010
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REPORT OF THE DIRECTORS FOR THE YEAR ENDED 30 JUNE 2010

The directors have pleasure in presenting their report for the year ended 30 June 2010.

REVIEW OF THE OPERATIONS FOR THE YEAR

The financial position of the association at 30 June 2010 is set out in the attached annual financial statements. 
The statement of financial performance reflects an operating (deficit)/surplus for the year of (R14 434) (2009: R12 
239).

SUBSEQUENT EVENTS

No material fact or circumstances has occurred between the reporting date and the date of this report.

DIRECTORS

The following members acted as directors during the year under review:

Z D Sokhela  (Chairman)
P Warmington
W D Winship
V C Biggs
M Ghela  (retired in February 2010)
R P Stuart
P Maharaj
N K Bhikha  (CEO)
J A Vorster
D Harrison
D Kambouris
I Dugmore  (retired in March 2010)
N.P Dlangisa  (retired in February 2010)
CHAIRMAN
Z D Sokhela  (appointed in October 2009)

CHIEF EXECUTIVE OFFICER
N K Bhikha

PLACE OF BUSINESS
City Hall
Chief Albert Luthuli Road
PIETERMARITZBURG 3201

NATURE OF BUSINESS
An Association between business, the local authority, the community, government and non-government organi-
sations to proactively combat crime in Pietermaritzburg.

AUDITORS
Deloitte & Touche

BANKERS
First National Bank

ACKNOWLEDGEMENTS
Deloitte & Touche for their engagement in carrying out a partly honorary audit for Safe City.
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STATEMENT OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED 30 JUNE 2010

Notes 2010 2009

R R

Revenue 2 715 969 2 642 582

Interest received 111 298 63 460

Total income 2 827 267 2 706 042

Operating expenses 2 841 701 2 693 803

Operating (deficit)/surplus for the year 4 (14 434) 12 239

Transfers to reserves 14 434 (12 239)

- Non-distributable reserve - General 5 (14 434) 12 239

DEFICIT/SURPLUS for the year - -

STATEMENT OF FINANCIAL POSITION FOR THE YEAR ENDED 30 JUNE 2010

Notes 2010 2009

R R

ASSETS

NON-CURRENT ASSETS

Property, plant and equipment 7 88 526 51 321

CURRENT ASSETS 795 024 826 534

Accounts receivable 8 8 332 27 080

Cash on hand and balances with banks 9 786 692 799 454

TOTAL ASSETS 883 550 877 855

EQUITY AND LIABILITIES

EQUITY RESERVES

Non-distributable reserve - general 5 853 989 868 423

CURRENT LIABILITIES 29 561 9 432

Accounts payable 11 29 561 9 432

TOTAL EQUITY AND LIABILITIES 883 550 877 855
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STATEMENT OF CASH FLOW FOR THE YEAR ENDED 30 JUNE 2010

Notes 2010 2009

R R

OPERATING ACTIVITIES

Cash receipts from donors 2 674 717 2 683 462

Cash paid to suppliers and employees (2 798 777) (2 991 646)

Cash utilised in operations A (124 060) (308 184)

Interest received 111 298 63 460

Interest paid - (199)

Net cash generated from/(utilised in) operating activities (12 762) (244 923)

INVESTING ACTIVITIES

Additions to property, plant and equipment - (7 198)

Net cash flow used in investing activities - (7 198)

NET DECREASE IN CASH AND CASH EQUIVALENTS (12 762) (252 121)

Cash and cash equivalents at beginning of the year 799 454 1 051 575

CASH AND CASH EQUIVALENTS AT END OF THE YEAR B 786 692 799 454

NOTES TO THE STATEMENT OF CASH FLOW FOR THE YEAR ENDED 30 JUNE 2010

Notes 2010 2009

R R

A. RECONCILIATION OF OPERATING

(DEFICIT)/SURPLUS FOR THE YEAR TO CASH UTILISED IN OPERATIONS

Operating (deficit)/surplus for the year (14 434) 12 239

Adjustment for:

 Interest received (111 298) (63 460)

 Interest paid - 199

 Non-cash donation received (60 000) -

 Depreciation 22 795 25 967

Working capital changes (162 937) (25 055)

 Decrease/(increase) in accounts receivable 18 748 (22 581)

 Increase/(decrease) in accounts payable 20 129 (260 548)

Cash utilised in operation (124 060) (308 184)
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Notes 2010 2009

R R

B. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of cash on hand and balances with banks. 
Cash and cash equivalents included in the cash flow statement comprise the 
following balance sheet amounts:

Bank 786 692 799 454

NOTES TO THE ANNUAL FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2010

1. Basis of preparation

The financial statements have been prepared in accordance with the South African Statements of Generally 
Accepted Accounting Practice (“GAAP”) including any interpretations of such Statements issued by the Account-
ing Practices Board, with the effective Standards of Generally Recognised Accounting Practice (“GRAP”) issued by 
the Accounting Standards Board replacing the equivalent GAAP Statement as follows:

Standard of GRAP Replaced Statement of GAAP 

GRAP 1: Presentation of financial statements AC I01: Presentation of financial statements
GRAP 2: Cash flow statements AC 118: Cash flow statements
GRAP 3: Accounting policies, changes in AC 1O3: Accounting policies, changes in 
 accounting estimates and errors   accounting estimates and errors

The recognition and measurement principles in the above GRAP and GAAP Statements do not differ or result in 
material differences in items presented and disclosed in the financial statements. The implementation of GRAP 1, 
2 & 3 has resulted in the following changes in the presentation of the financial statements:

A. Terminology differences:

Standard of GRAP Replaced Statement of GAAP

Statement of changes in net assets Statement of changes in equity
Net assets Equity
Surplus/deficit for the period Profit/loss for the period
Accumulated surplus/deficit Retained earnings
Contributions from owners Share capital
Distributions to owners Dividends
Reporting date Balance sheet date

B. The cash flow statement can only be prepared in accordance with the direct method.
C. Specific information such as:

(a) Receivables from non-exchange transactions, including taxes and transfers.
(b) Taxes and transfers payable.
(c) Trade and other payables from non-exchange transactions must be presented separately on the 

statement of financial position.

D. Amount and nature of any restrictions on cash balances is required to be disclosed.
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2. Adoption of new and revised International Financial Reporting Standards (“IFRS”)

In the current year, the directors have adopted all the new and revised Standards and Interpretations issued by 
the International Accounting Standards Board (the IASB) and the International Financial Reporting Interpretations 
Committee (IFRIC) of the IASB that are relevant to its operations and effective for accounting periods beginning 
on 1 January 2009. The adoption of these new and revised Standards and Interpretations has not resulted in any 
changes to the association’s accounting policies.

The following new standards, interpretations, technical corrections and amendments, with effective dates on or 
after 1 January 2010, have been issued:

Number Description Effective date
IFRS 8 Amendments resulting from April Effective for annual accounting periods
 2009 Annual Improvements to IFRS beginning on or after 1 January 2010.

IAS 1 Amendments resulting from April Effective for annual periods beginning on or
 2009 Annual Improvements to IFRS after 1 January 2010.

IAS 7 Statement of cash flows - Effective for annual periods beginning on or
 Amendments resulting from April after 1 January 2010
 2009 Annual Improvements to IFRS

IAS 17 Leases - Amendments resulting from Effective for annual periods beginning on or
 April 2009 Annual Improvements to IFRS after 1 January 2010.

IAS 36 Amendments resulting from April Effective for annual periods beginning on or
 2009 Annual Improvements to IFRS after 1 January 2010

The directors anticipate that the adoption of these Standards and Interpretations in future periods will have no 
material financial impact on the financial statements of the organisation.

3. SIGNIFICANT ACCOUNTING POLICIES

3.1 Revenue

 Revenue comprises cash contributions from the Msunduzi Municipality and does not include contributions in 
specie.

3.2 Interest

 Interest income is accrued on a time basis, by reference to the principal outstanding and at the interest rate 
applicable.

3.3 Property, plant and equipment

 Property, plant and equipment are depreciated over their estimated useful life to an estimated residual 
value.

   Years
 Motor vehicles 5
 Furniture & fittings 5
 Computer equipment 3
 Other 5
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4. OPERATING SURPLUS FOR THE YEAR

2010 2009

R R

Operating surplus for the year is stated after:

Audit fees

- current year 6 600 10 250

- prior year under provision 4 900 -

Depreciation 22 795 25 967

Administration salaries 2 147 226 2 222 795

Interest paid - 199

5. NON-DISTRIBUTABLE RESERVE - GENERAL

2010 2009

R R

The Association is registered under Section 21 of the Companies Act of South 
Africa as an incorporated association not for gain and, as such, no part of its 
income and property shall be transferred to members, directly or indirectly. All 
reserves of the Association are therefore non-distributable and may only be 
utilised towards the cost of projects and initiatives and meeting any shortfall in 
expenditure.

Balance at beginning of the year 868 423 856 184

Operating (deficit)/surplus for the year (14 434) 12 239

Balance at end of the year 853 989 868 423

6. TAXATION

2010 2009

R R

No provision for taxation is necessary, as the income of the Association 
is exempt in terms of section 10(1) cB) of the Income Tax Act, 1962, as 
amended.

7. PROPERTY, PLANT AND EQUIPMENT

2010 2009

R R

Motor vehicles 58 000 -

Furniture and fittings 26 838 39 761

Computer equipment 3 688 10 412

Office equipment - 1 148

88 526 51 321
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2010

Reconciliation of net book value at beginning of the year to net book value at end of the year.

Net Book
value at

beginning 
of year Additions Disposals Depreciation

Net Book
value at
end of
year

R R R R R

Motor vehicles - 60 000 - (2 000) 58 000

Furniture and fittings 39 761 - - (12 923) 26 838

Computer equipment 10 412 - - (6 724) 3 688

Office equipment 1 148 - - (1 148) -

Total - 2010 51 321 60 000 - (22 795) 88 526

2009

Reconciliation of net book value at beginning of the year to net book value at end of the year.

Net Book
value at

beginning 
of year Additions Disposals Depreciation

Net Book
value at
end of
year

R R R R R

Furniture and fittings 52 684 - - (12 923) 39 761

Computer equipment 14 858 7 198 - (11 644) 10 412

Office equipment 2 548 - - (1 400) 1 148

Total - 2009 70 090 7 198 - (25 967) 51 321

8. ACCOUNTS RECEIVABLE

Trade and other receivables are classified as loans and receivables at amortised cost and their carrying amount 
approximates fair value. Trade and other receivables are predominately non-interest bearing. Accounts receiv-
able are all current being receivable within 1 month. No amounts receivable are past due.

9. CASH ON HAND AND BALANCES WITH BANKS

2010 2009

R R

Balance 786 692 799 454

It is the intention of the board that the surplus funds be utilised to cover additional funding of any emergency 
requirements.

10. RELATED PARTY TRANSACTIONS

Business Fighting Crime is a related party of Safe City and transactions conducted between these parties are at 
arms length.
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11. ACCOUNTS PAYABLE

Trade and other payables are measured at amortised cost and their carrying amount approximates fair value. 
Trade and other payables are predominately non-interest bearing.

12. FINANCIAL RISK MANAGEMENT

Interest rate risk
In the normal course of business, the company is exposed to the effect of movements in interest rates. Decisions 
on the interest rates are made according to short, medium and long-term expectations. Management have 
obtained funding for bank overdrafts at a floating rate linked to the prime lending rate.

Sensitivity analysis
At year end the sensitivity to changes in interest rates on the operating profit is as follows:

2010
+10% 11 130
-10% (11 130)

2009
+10% 6 346
-10% (6 346)

Liquidity risk
The company manages liquidity risk by monitoring forecast cash flows and ensuring that adequate borrowing 
facilities are maintained. The directors may from time to time at their discretion raise or borrow monies for the pur-
pose of the company as they deem fit.

The table below analyses the company‟s financial liabilities into relevant maturity groupings based on the remain-
ing period at the balance sheet to the contractual maturity date. The amounts disclosed in the table are the con-
tractual undiscounted cash flows. Balances due within 12 months equal their carrying balances as the impact of 
discounting is not significant.

Company Less than 1 year Between 2 and 4 years

At 30 June 2010
Accounts payable 29 561 -
At 30 June 2009
Accounts payable 9 432 -
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2010 2009

R R

REVENUE

Contributions received 2 715 969 2 642 582

Interest received 111 298 63 460

TOTAL INCOME 2 827 267 2 706 042

Less: ADMINISTRATION EXPENDITURE (2 841 701) (2 693 803)

Accounting fees 20 756 16 989

Administration fees – Pietermaritzburg Chamber of Commerce 8 973 -

Salaries and wages 2 147 226 2 222 795

Administration salaries: 8 months 160 534 289 997

Control room consultancy fees: 8 months 1 396 578 1 932 799

Safe City salaries/wages: 4 months 590 115 -

Advertising and promotions 1 585 6 166

Assets written off 7 772 2 671

Audit fees

- current 6 600 10 250

- prior year underprovision 4 900 -

Bank charges 4 624 4 984

Casual Wage 125 -

Cleaning 8 652 7 215

Computer expenses 7 155 16 206

Conference and travel 10 093 -

Consulting fees 4 286 -

Courier and postage 109 133

Depreciation 22 795 25 967

Electricity and water 18 764 16 191

Entertainment expenses 661 2 098

General expenses 3 086 3 670

Insurance 1 090 -

Interest paid - 199

Legal fees 55 374 3 614

Motor vehicle expenses 3 014 192

Out of court settlement 50 000 -

Payroll set-up fees 6 173 -

Printing and stationery 17 737 25 338

Recruitment expense 19 989 -

Repairs and maintenance 360 405 554 088

Royal show expense 20 417 -

Staff petrol 3 100 -

Staff welfare 765 906

Subscriptions - (3 017)

Telephone and fax 25 474 30 916

Write-back of VAT provision - (253 769)
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2010 2009

R R

OPERATING DEFICIT after administration expenditure (2 730 403) (2 630 343)

OPERATING (DEFICIT)/SURPLUS FOR THE YEAR (14 434) 12 239

Administration expenditure

% %

Personnel costs 79 83

Repairs and maintenance 13 21

Other 9 (4)

100 100

LIST OF CONTRIBUTORS FOR THE YEAR ENDED 30 JUNE 2010

2010 2009

R R

Msunduzi Municipality (inclusive of VAT) 3 000 000 3 000 000

Contributions by business are referred to in the Chairman’s report.
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3.2 REPORT OF THE AUDITOR GENERAL 

AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL LEGISLATURE AND THE 
COUNCIL ON MSUNDUZI MUNICIPALITY 

REPORT ON THE CONSOLIDATED FINANCIAL STATEMENTS

Introduction

1. I have audited the accompanying consolidated financial statements of the Msunduzi Municipality, which 
comprise the consolidated statement of financial position as at 30 June 2010, and the consolidated state-
ment of financial performance, the consolidated statement of changes in net assets and the consolidated 
cash flow statement for the year then ended, and a summary of significant accounting policies and other 
explanatory information, as set out on pages 17 to 82.

Accounting officer’s responsibility for the consolidated financial statements

2. The accounting officer is responsible for the preparation and fair presentation of these financial statements 
in accordance with the South African Standards of Generally Recognised Accounting Practice (SA Stan-
dards of GRAP) and in the manner required by the Local Government Municipal Finance Management Act 
of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2010 (Act 
No. 1 of 2010) (DoRA). This responsibility includes: designing, implementing and maintaining internal control 
relevant to the preparation and fair presentation of financial statements that are free from material misstate-
ment, whether due to fraud or error; selecting and applying appropriate accounting policies; and making 
accounting estimates that are reasonable in the circumstances.

Auditor-General’s responsibility

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996), section 4 of the 
Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and section 126(3) of the MFMA, my respon-
sibility is to express an opinion on these financial statements based on my audit.

4. I conducted my audit in accordance with International Standards on Auditing and General Notice 1570 of 
2009 issued in Government Gazette 32758 of 27 November 2009.  Those standards require that I comply 
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free from material misstatement.

5. An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements.  The procedures selected depend on the auditor’s judgement, including the assess-
ment of the risks of material misstatement of the financial statements, whether due to fraud or error.  In mak-
ing those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair 
presentation of the financial statements in order to design audit procedures that are appropriate in the cir-
cumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal 
control.  An audit also includes evaluating the appropriateness of accounting policies used and the reason-
ableness of accounting estimates made by management, as well as evaluating the overall presentation of 
the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my 
audit opinion.
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Basis for qualified opinion
Property, plant and equipment 

7. The municipality did not review the residual values and useful lives of furniture and equipment at each 
reporting date in accordance with GRAP 17: Property, plant and equipment, as evidenced by 43,517 items 
of furniture and equipment with a gross carrying amount of R34 (2009: R34) being included in the financial 
statements at a R1 or zero net carrying amount whilst still being in use. Because of the nature of these assets, 
I was unable to confirm or verify by alternative means the value of furniture and equipment  included in 
the financial statements at R26,249 million (2009: R26,963 million). Consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself as to the valuation of furniture and equipment and the related 
adjustments to depreciation.

Investment property

8. GRAP 16: Investment property requires that property held to earn rentals or for capital appreciation be rec-
ognized as investment property. As disclosed in note 9 to the financial statements, the municipality has not 
yet finalised the process of recognising all investment properties. As a result, buildings, included under prop-
erty, plant and equipment, which are potentially investment properties have not been classified as invest-
ment property in the financial statements. Consequently I could not satisfy myself as to the valuation and 
completeness of the investment properties and the accuracy of the necessary adjustments to land and 
buildings, depreciation and accumulated surplus. 

 
9. Investment property of R5, 580 million was incorrectly valued in the prior year at R220, 000 million. Had 

this property been recognised at the correct value, investment property would be decreased by R214, 
420 million (2009: R214, 420 million) and the accumulated surplus in the current and prior year would be 
decreased by the same amount. 

Irregular expenditure

10. Section 65(2) (i) of the MFMA requires the accounting officer to implement and maintain an appropriate 
procurement and provisioning system which is fair, equitable, transparent, competitive and cost-effective. 
During the audit, payments amounting to R19, 326 million were identified as being made in contravention 
of the supply chain management requirements. The municipality did not have adequate systems in place 
to identify and record all irregular expenditure. The municipality’s records did not permit the application of 
alternative audit procedures. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the completeness of the irregular expenditure disclosed in note 46 to the financial statements.

Employee costs: overtime payments

11. A proper system of control was not in place over the authorisation and recording of overtime claims on 
which I could rely for the purpose of my audit and there were no satisfactory alternative audit procedures 
that I could perform to obtain reasonable assurance that overtime payments were adequately authorised 
and correctly calculated as recorded in the accounting records. Consequently, I was unable to obtain suf-
ficient appropriate audit evidence to satisfy myself as to the occurrence, accuracy and completeness of 
overtime payments of R50, 108 million.
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Qualified opinion 

12. In my opinion, except for the possible effects of the matters described in the Basis for qualified opinion para-
graphs, these financial statements present fairly, in all material respects, the consolidated and separate 
financial position of the Msunduzi Municipality as at  30 June 2010 and its consolidated and separate finan-
cial performance and its consolidated and separate cash flows for the year then ended are prepared, in all 
material respects, in accordance with the SA Standards of GRAP and in the manner required by the MFMA 
and DoRA.

Emphasis of matters

13. I draw attention to the matters below. My opinion is not modified in respect of these matters:

Significant uncertainties 

14. With reference to note 42 to the financial statements, the municipality is a defendant in a delictual claim 
lawsuit. The municipality is opposing the claim as it believes the claim to be invalid. The ultimate outcome of 
the matter cannot be determined at present and no provision has been made in the financial statements 
for any liability that may result.

Restatement of corresponding figures 

15. As disclosed in note 44 to the financial statements, the corresponding figures for 2008/2009 have been 
restated as a result of errors discovered during 2009/2010 in the financial statements of the Msunduzi Munic-
ipality for the year ended, 30 June 2009.

Fruitless and wasteful expenditure 

16. As disclosed in note 47 to the financial statements, fruitless and wasteful expenditure to the amount of 
R290, 298 was incurred due to late payments to suppliers and an amount of R2, 270 million was incurred in 
respect of an information system that was purchased but not used. 

Material losses 

17. As disclosed in note 50 to the financial statements and as a result of  theft, distribution losses, illegal tam-
pering and ageing infrastructure, the municipality suffered significant electricity losses, of R66,484 million 
(204,543,091 kilowatts), water losses of R63,066 million (19,233,312 kilolitres) and inventory losses of R397,740 
during the year. 

 Going concern 

18. As disclosed in note 54 to the financial statements, the municipality is currently experiencing significant 
financial challenges, having incurred a net loss of R235, 920 million during the year ended 30 June 2010 
and, as of that date, the entity’s current liabilities exceeded its current assets by R125, 454 million. These 
conditions, along with other matters as set forth in note 54, indicate the existence of a material uncertainty 
that may cast significant doubt on the municipality’s ability to operate as going concern.

Additional matter

19. I draw attention to the matter below. My opinion is not modified in respect of this matter:
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Unaudited supplementary schedules 

20. The supplementary information set out on pages 83 to 103 does not form part of the financial statements 
and is presented as additional information. I have not audited these schedules and accordingly I do not 
express an opinion thereon.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

21. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government Gazette 32758 
of 27 November 2009, I include below my findings on the report on predetermined objectives, compli-
ance with the following key laws and regulations: the MFMA, Local Government : Municipal Systems Act of 
South Africa, 2000(Act No. 32 of 2000) (MSA), the Municipal Supply Chain Management Regulations (GNR 
868 of 30 May 2005)(Municipal SCM Regulations) and the Basic Conditions of Employment Act of South 
Africa,1997( Act No. 75 of 1997)  (BCEA) and financial management (internal control).

Predetermined objectives

22. Material findings on the report on predetermined objectives, as set out on pages 145 to 268, are reported 
below:

Non-compliance with regulatory and reporting requirements
Functioning of a performance audit committee

23. The audit committee functioning as the performance audit committee did not in accordance with section 
14(4) of the Municipal Planning and Performance Management Regulations, 2001

• meet at least twice during the financial year;
• review the municipality’s performance management system and make recommendations in this 

regard to the council of the municipality; and 
• submit an auditor’s report to the council regarding the performance management system at least 

twice during the financial year.

Internal auditing of performance measurements

24. The internal auditors of the municipality did not audit the performance measurements on a continuous basis 
and did not submit quarterly reports on their audits to the municipal manager and the performance audit 
committee as required by section 45 of the MSA.

Lack of adoption or implementation of a performance management system 

25. The municipality did not adopt and implement a framework that describes and represents how the munici-
pality’s cycle and processes of performance planning, monitoring, measurement, review, reporting and 
improvement will be conducted, organised and managed, including determining the roles of the different 
role players, as required in terms of sections 36, 38 and 41(2) of the MSA, and regulations 7 and 8 of the 
Municipal Planning and Performance Management Regulations, 2001.
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Usefulness of reported performance information

26. The following criteria were used to assess the usefulness of the planned and reported performance:

• Consistency: Has the municipality reported on its performance with regard to its objectives, indicators 
and targets in its approved integrated development plan, i.e. are the objectives, indicators and tar-
gets consistent between planning and reporting documents?

• Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, indicators and 
performance targets?

• Measurability: Are objectives made measurable by means of indicators and targets? Are indicators 
well defined and verifiable, and are targets specific, measurable, and time bound?

The following audit findings relate to the above criteria:

Reported information not consistent with planned objectives, indicators and targets

27. The municipality has not reported on its performance against predetermined objectives/indicators/targets 
which is consistent with the approved integrated development plan.  

Planned and reported targets not specific and measurable

28. The planned and reported target were not specific in clearly identifying the nature and the required level of 
performance and not measurable in identifying the required level of performance for the following selected 
objectives:- 

• To improve accessibility and durability of roads by upgrading gravel/graded roads to surfaced roads.
• To provide 18,300 households in informal settlements with basic sanitation by 2011.
• To ensure access to electricity by poor communities.
• To provide households with access to basic water.

Reliability of reported performance information

29. The following criteria were used to assess the reliability of the planned and reported performance:

• Validity: Has the actual reported performance occurred and does it pertain to the entity i.e. can the 
reported performance information be traced back to the source data or documentation?

• Accuracy: Amounts, numbers and other data relating to reported actual performance has been 
recorded and reported appropriately.

• Completeness: All actual results and events that should have been recorded have been included in 
the reported performance information.

The following audit finding relates to the above criteria:

Reported targets not reliable as inadequate supporting source information was provided

30. For the reported targets relating to the objective: “To ensure access to electricity by poor communities”, 
which is material by nature, the validity, accuracy and completeness of the target could not be established 
as relevant source documentation could not be provided for audit purposes.
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No reporting against predetermined objectives, indicators and targets

31. The municipal entity, Safe City Pietermaritzburg, did not prepare and include an assessment by the entity’s 
accounting officer of its performance against any measurable performance objectives set in terms of the 
service delivery agreement or other agreement between the entity and its parent municipality, as required 
by section 121(4)(d) of the MFMA.

Inadequate content of integrated development plan

32. The integrated development plan of the municipality did not include all the key performance indicators for 
some of the strategic objectives and did not include performance targets set in terms of its performance 
management system as required by sections 26(i) and 41(1) (b) of the MSA and regulation 12 of the Munici-
pal Planning and Performance Management Regulations, 2001.

Compliance with laws and regulations 

Included below are findings related to material non-compliance with the legislation as indicated: 

Municipal Finance Management Act
Municipal officials did not adhere to their statutory responsibilities per section 78(1)

33. Contrary to the requirements of section 78(1)of the MFMA, the senior managers and officials of the munici-
pality exercising financial management responsibilities did not take reasonable steps within his/her areas of 
responsibility to ensure that:

• the system of financial management and internal control established for the municipality is carried out 
diligently;

• the financial and other resources of the municipality were utilised effectively, efficiently, economically 
and transparently;

• all revenue due to the municipality was collected; and
• the assets of the municipality were managed effectively and that the assets were safeguarded and 

maintained to the extent necessary.

Payments were not made within the parameters set by the applicable legislation

34. Contrary to the requirements of section 65(2)(e) of the MFMA, payments were not made within the required 
30 days from the receipt of an invoice, or such a period as prescribed for certain categories of expenditure.

Expenditure was incurred in contravention of or not in accordance with applicable legislation resulting in irregular 
expenditure

35. Contrary to the requirements of section 62(1)(d) of the MFMA and Municipal SCM Regulations 2, irregular 
expenditure was  incurred which was not in accordance with the requirements of the supply chain manage-
ment policy of the municipality or the requirements of the municipality’s by-laws giving effect to such policy 
as defined in section 1 of the MFMA.

Expenditure incurred was made in vain or could have been avoided resulting in fruitless and wasteful expenditure

36. Contrary to the requirements of section 62 (1)(d) of the MFMA, fruitless and wasteful expenditure was incurred 
as it was made in vain, and could have been avoided had reasonable care been exercised, as  defined 
in section 1 of the MFMA.
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Financial statements not prepared in accordance with relevant legislation

37. Contrary to the requirements of section 122 (1) of the MFMA,  the municipality did not prepare financial 
statements   which fairly presented the results of its operations at 30 June 2010, as material adjustments 
were made to the financial statements submitted for audit on 31 August 2010.

Basic Conditions of Employment Act
Compliance with other enabling legislation 

38. Contrary to the requirements of section 10(1)(b) of the BCEA, working hours exceeded the prescribed norms 
legislated in terms of the BCEA as evidenced by the actual overtime expenditure exceeding the budget by 
R16,608 million. 

INTERNAL CONTROL

39. I considered internal control relevant to my audit of the financial statements and the report on predeter-
mined objectives as well as compliance with the MFMA, MSA , SCM Regulations and the BCEA, but not for 
the purpose of expressing an opinion on the effectiveness of internal control.

 
40. The matters reported below are limited to the significant deficiencies regarding the basis for qualified opin-

ion paragraph, the findings on the report on predetermined objectives and the findings on compliance with 
laws and regulations.

Leadership

41. The integrity, philosophy and operating style of the leadership of the municipality had resulted in a lack of 
effective control, accountability and oversight within the municipality which ultimately gave rise to serious 
financial challenges for the municipality. Consequently, timely actions were not taken to address signifi-
cant deficiencies that were identified by internal and external audit. The integrity and ethical values of the 
employees were not evident and did not set the standard for sound corporate governance. Management’s 
philosophy and operating style did not promote fair, equitable, transparent, competitive and cost effective 
supply chain management processes that comply with legislation and minimises the likelihood of fraud, cor-
ruption, favouritism and unfair and irregular practices. 

Financial and performance management

42. The municipality does not have competent individuals who understand controls and related processes over 
the financial reporting framework and performance management requirements. Pertinent information is not 
identified and captured in a form and time frame to support financial and performance reporting resulting 
in material amendments to the financial statements. General information technology controls are not ade-
quately designed to maintain the integrity and security of the information systems data as these systems are 
ineffective in facilitating the preparation of the financial statements and performance reports.

Governance

43. The municipality does not assess the likelihood and impact of risks identified and does not respond to the 
assessed risks by determining a risk strategy/action plan to manage identified risks, as the risk of material mis-
statement due to fraud is not considered and internal controls are not selected and developed to prevent 
/ detect and correct material misstatements in financial reporting and reporting on predetermined objec-
tives. The implementation of internal and external audit recommendations are not monitored by the Audit 
Committee and performance reports are not reviewed prior to submission for audit.
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OTHER REPORTS
Investigations in progress

44. Various allegations of misconduct against section 57 managers, managers and other employees are cur-
rently being investigated by the provincial intervention team. Several of these employees were suspended 
and disciplinary proceedings have commenced where applicable. Cases have also been handed over to 
the attorneys for consideration and to proceed with disciplinary action.

Pietermaritzburg
30 November 2010
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3.3 REPORT OF THE AUDIT COMMITTEE
We are pleased to present our report for the financial year ended 30th of June 2010.
Audit Committee Members and Attendance:

The audit committee consisted of six members listed hereunder as per its approved terms of reference to comply 
with section (4) (b) of the Municipal Finance Management Act No. 56 of 2003, hereafter referred to as the MFMA. 
Two members resigned during the year.

During the current year the Provincial Department of Co-operative Governance and Traditional Affairs intervened 
and placed the municipality under its administration, the Audit Committee sat for 6 meetings during this period.

Meetings Attended

Name       Number of Meetings Attended

Mr. MA Jordan (Chairperson)       4
Professional Accountant in private practice
Ms S Kershaw  (Deputy Chairperson)     6
Attorney in private practice 
Ms K Zama        6
Chief Financial Officer, CA (SA)
Mr. M Ntuli        5
Managing Director 
Mr. A Layman1       3
Business Chamber Chief Executive
Mr. P. Dlamini2        6

Business Executive

Audit Committee Responsibility

The Audit Committee reports that it has complied with its responsibilities arising from Section 166 of the MFMA and 
Treasury Regulation 3.1.13. The Audit Committee also reports that it has adopted appropriate formal terms of 
reference as its audit committee charter.  It has regulated its affairs in compliance with this charter and has dis-
charged all it’s responsibilities as contained therein, and intends revising the charter to factor in the recommenda-
tions of the Administrator’s turnaround strategy. 

The effectiveness of internal control 

The system of internal control was not entirely effective as compliance with the minimum prescribed policies and 
procedures were lacking in certain instances. During the year under review several instances of non-compliance 
were reported by internal and external auditors that resulted from the breakdown in the functioning of internal 
controls. Significant control weaknesses have been reported by the Auditor General under the qualification and 
emphasis of matter paragraphs and in the management letter. In most instances, weaknesses reported previously 
have not been fully and satisfactorily addressed. The effect of these instances has been included in the annual 
financial statements. The committee seeks to continue discharging its duties in line with the Audit Committee 
terms of reference to ensure improvements in the effectiveness of the internal controls.

Municipality Performance and Risk Assessment

The Audit committee expressed, throughout the year, its dissatisfaction with the lack of quarterly reports or per-
formance management related policies, framework and quarterly assessments that are necessary to ascertain 
spending against planned Key Performance Areas, Key Performance Indicators and service delivery targets.  It is 

1  Resigned on the 30 November 2010
2  Resigned on the 21 July 2010
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the considered view of the Audit Committee that the municipality failed to comply with sections 166(2) (v) of the 
Municipal Finance Management Act read together with 38 to 40 of the Municipal Systems Act No 32 of 2000.  

The Committee approved the Risk Management Support Strategy Plan aimed at enabling the municipality to 
reach a risk management maturity level 3.  However, due to the fi nancial and various other constraints and chal-
lenges the plan has not yet been implemented.

The quality of monthly management / quarterly reports submitted in Terms of the Act and the Division of Rev-
enue Act

The committee was satisfi ed with the quality of monthly management/ quarterly reports submitted in terms of the 
Act and Division of Revenue Act but not with the content of the monthly and quarterly reports issued during the 
year under review as they seldom included management comment.

Evaluation of Financial Statements

The Audit Committee has reviewed and discussed the audited annual fi nancial statements to be included in the 
annual report, with the Auditor General and the Municipality; reviewed the Auditor Generals management letter 
and management’s response thereto; reviewed changes in accounting policies and practices; and reviewed sig-
nifi cant adjustments resulting from the audit.

The committee concurs and accepts the Auditor Generals conclusions on the annual fi nancial statements, and 
is of the opinion that the audited annual fi nancial statements be accepted and read together with the report of 
the Auditor General

Mr. M. A. JORDAAN
Chairperson of the Audit Committee
Date: 12 January 2011
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3.4 SUMMARIZED RESPONSE TO THE AUDITOR GENERAL

REPORT BY MUNICIPAL MANAGER FOR COUNCIL - 23 DECEMBER  2010 

RESPONSE TO THE REPORT OF THE AUDITOR - GENERAL
ON THE CONSOLIDATED ANNUAL  FINANCIAL STATEMENTS OF THE MSUNDUZI MUNICIPALITY FOR 
THE YEAR ENDED 30 JUNE 2010

BACKGROUND AND PURPOSE OF REPORT

The report of the Auditor-General dated 30 November 2010 on the Audit of the Accounts of the Council for the 
financial year ended 30 June 2010, has been received and is on the Council agenda.

Section 21(1) and (2) of the Public Audit Act, 2004 (Act No. 25 of 2004) states:

(1) The Auditor-General must submit an audit report in accordance with any legislation applicable to the audi-
tee which is the subject of the audit.

(2) If there is no such legislation as contemplated in subsection (1) the Auditor-General must submit the audit 
report to the relevant legislature within a reasonable time.

Also the requirements of the Municipal Finance Management Act 56 of 2003 (MFMA) Section 126 (1) and (2) must 
be complied with.

Comments and action on matters raised in the report are set out below with the numbering corresponding to the 
Auditor-General’s report.

GENERAL RESPONSE

The Auditor General once again expressed a qualified opinion.  The audit opinion has not improved from the 
2008/2009 financial year. The qualification is based on non-compliance, with Generally Recognised Accounting 
Practice (GRAP), in two main areas: property, plant and equipment (GRAP 17), and investment property (GRAP 16), 
and non compliance with policies and procedures with regards to irregular expenditure and overtime. 

The audit report revealed serious deficiencies in the supply chain procedures resulting in irregular expenditure, and 
serious internal control deficiencies, which is also manifested in the over expenditure on overtime, and the loss of 
more than R129 million on electricity and water.

The municipality’s Integrated Development Plan/Budget alignment and performance management system need 
concerted and specialised attention.

Our emphasis on, annually growing our Capital Budget, and achieving full expenditure thereof, surely is one of, 
if not the primary measure of a municipality’s performance. While we have tried to provide roads, water, sanita-
tion and electricity on an unprecedented scale, we were placed under administration in March 2010 in terms of 
section 139 (b) of the Constitution.  Due to the unavailability of cash the municipality could not spend 100% of its 
capital budget thereby not delivering 100% service delivery in certain areas. 
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REPORT ON THE FINANCIAL STATEMENTS

1. Introduction

Noted

2. The accounting officer’s responsibility for the financial statements

Noted

3. Responsibility of the Auditor - General

Noted from point 3 to 7

Basis for qualified opinion

8. Property, plant and equipment

The Asset Management Unit only reviewed the useful life of fully depreciated assets and this information is awaited 
from the consultant PriceWaterhouseCoopers. This exercise is targeted to be completed by end of January 2011.  
Following the revision of the audit finding by the Auditor General the asset unit is in the process of reviewing all the 
R1 assets and this exercise is targeted for completion by February 2011. 

In order to comply with GRAP, in April of every financial year, all assets on the asset register that are close to being 
fully depreciated will be identified and their useful lives will be reviewed.

9 and 10. Investment property

The supply chain management process to appoint and award the service provider to update the asset register 
has been completed. The service provider has commenced with his key performance areas and is on target to 
be completed by end of January 2011. Upon completion all discrepancies with respect to land values will be cor-
rected, and the asset register will be updated accordingly.    

11. Irregular expenditure

Irregular expenditure was confined to the following areas:

Awards to persons in service of the state and service of the Municipality

The Supply Chain Management Unit has in its possession a declaration file containing declarations made only by 
staff members. However, Supply Chain Management Staff were requested to complete new Declarations of Inter-
est for the current Financial Year. Should staff members not declare business interests in terms of section 5(1) of 
the Code of Conduct stringent controls shall be enforced and disciplinary action shall be taken against the said 
staff member if found guilty of this offence.

Three quotations not received/ Splitting of Orders

The Supply Chain Management processes are subject to definite time lines which is cumbersome when business 
units make requests without the proper and timeous planning. At the time of tender, competition between suppli-
ers is guaranteed as not less than three tenderers collect bid documents. At the time of tender closing only one 
tenderer may respond. The award of the tender may be subject to service delivery to communities and any delay 
in the award leads to hampering of services. Furthermore, the tender results are established at tender opening 
meetings and become public interest and public information. Should only one tender be received, a possible 
retender could take a possible three to six months and also does not guarantee that three quotes will be received 
again. Deliberate splitting of orders will be monitored to ensure that that this practice does not continue.  
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Awards without proof of Tax Clearance

All Supply Chain Management staff are trained and are aware of the above tender requirement. A checklist 
including the above has been compiled for the inclusion into all tender documents. Stringent control measures 
will take effect in future.

Final Award/recommendation to the Accounting Officer not made by a properly constituted Adjudication 
Committee

All samples for the above audit were contracts that were awarded by the Bid Adjudication Committee, resolutions 
of which were available on request albeit that these resolutions may not have been placed in the contract files 
but filed separately. In future all recommendations to the Municipal Manager will be taken by a properly consti-
tuted Bid Adjudication Committee. All committee resolutions shall be placed on contract files for ease of refer-
ence by the Auditor/s. 

Invitation of competitive bids not advertised in a newspaper

The sample requested for by the Auditor was Contract Supply Chain Management (3) 31 of 09/10 which per-
tains to the re-tender. Information on the previous tender will be found on the initial contract file i.e Supply Chain 
Management(3) 3 of 09/10. Separate files are created due to the fact that they are separate tenders. In future, 
closed tenders will be linked to previous tenders in one contract file bearing the same description and reasons for 
a closed bid, stated as a file note.

Bids not recorded in the Register of all bids received

It is recorded that out of twelve samples audited one sample did not contain the tender opening register and was 
not placed on the contract file. Tender opening registers are however, recorded in triplicate bound in a separate 
book. At any given time a copy of the tender opening register may be obtained from the Supply Chain Manage-
ment Office. In future, the unit will endeavor to have all opening registers on file. 

12. Employee costs: overtime payments

While Section 10(1) of the Basic Conditions of Employment does prohibit an employee working more than 10 hours 
per week, it is also important to note the provisions of Section 6(2) which states:

“Sections 9, 10(1), 14(1), 15(1), 17(1), and 18(1), do not apply to work which is required to be done without delay 
owing to circumstances for which the employer could not reasonably have been expected to make provision 
and which cannot be performed by employees during their ordinary hours of work.”

The above applies to staff in traffic and security, health, electricity, fire, water, sewerage and refuse business units 
who are on standby and are called out to attend to emergencies after hours. Notwithstanding this provision, man-
agers are called upon to try and limit, for safety reasons, the amount of emergency work carried out by individuals 
by spreading the call outs amongst standby staff. In view of the reactive nature  of operations in the above units, 
the Administrator has given authority for employees to work more than 40 hours per month (10x4) subject to regu-
lar reporting on the amount of overtime worked and the reasons therefore.

The overtime policy has been reviewed and approved by Council on 30 June 2010. This policy includes, inter alia, 
control measures to minimise abuse and ensure overtime worked is within budget and in compliance with the 
Basic Conditions of Employment Act.

For the monitoring of overtime, monthly statistics are being generated and analysed and corrective measures are 
being auctioned by the business units.

The municipality’s organagram is presently being reviewed; this will result in the centralisation of the processing of 
overtime to ensure consistency in the processing, authorisation and control of overtime.
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13. Qualified opinion
         
Noted

EMPHASIS OF MATTER

14. Noted

15. Significant uncertainties

In terms of GRAP 19 – Provisions, contingent liabilities and assets, a provision shall be recognised when:

(a) an entity has a present obligation (legal or constructive) as a result of a past event;
(b) it is probable that an outflow of resources embodying economic benefits or service potential will be required 

to settle the obligation; and
(c) a reliable estimate can be made of the amount of the obligation.

If these conditions are not met, no provision shall be recognised.

On 3 April 2008 an aircraft belonging to Sappi was damaged at the Oribi Airport after it passed over a cast-iron 
manhole-cover which fractured causing the right hand wing-wheel to drop into a cavity. Msunduzi insurers have 
voided the policy on the strength of an alleged failure to disclose material facts. Notice has been given to the 
SAPPI Insurers that we dispute their repudiation of the claim. The municipality has not had any further communi-
cation from Sappi’s attorneys. 
 
SAPPI has not instituted a lawsuit against the municipality and it is not clear whether the event gives rise to a legal 
obligation. Although an estimate was provided as a contingent liability, no reliance can be placed on this amount 
due to no lawsuit being initiated to date. 
 
As the conditions to raise a provision in terms of GRAP 19 were not met, no provision was raised, but was disclosed 
as a contingent liability, notifying the users of the financial statements of a potential liability the municipality might 
be faced with in the future. 

16. Restatement of corresponding figures

Restatements of corresponding figures are in line with the accounting standard: 
GRAP 3 - Accounting Policies, Changes in Accounting Estimates and Errors.

GRAP 3 paragraph 41 gives guidance on how to deal with material errors that are not discovered until a subse-
quent period. These prior period errors are corrected in the comparative information presented in the financial 
statements for that subsequent period.

17. Fruitless and wasteful expenditure

A report will be done to Full Council on the total value of all fruitless and wasteful expenditure, irregular expenditure 
for the 2009/2010 financial year.

Since the municipality was placed under administration, an expenditure committee was established in order to 
review all requests for expenditure prior to service being rendered by a service provider in order to determine 
the need for the service. This committee will continue to review requests in order to reduce fruitless and wasteful 
expenditure.

A corporate communications minute was sent out to all staff in November 2010, advising staff that the officials 
found to be responsible for late payment of invoices will be held accountable for interest and penalties incurred 
due to the late payment.
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18.    Material losses

Noted.

18.1 Electricity losses 

 The acceptable norm of electricity loss is 3%. The significant electricity losses of 204,543,091 kWh: 12 
% occurred during the year under review, which resulted material revenue losses to the municipality. 

 The loss above the norm is due to theft, distribution losses, illegal tampering of electricity meters and 
can also be attributable to the ageing infrastructure.

18.2 Water losses

 The acceptable norm in developing countries of water loss is 20%.The significant water losses of 
19,233,312 kl : 33 % occurred during the year under review, which resulted material revenue losses to 
the municipality.

 The loss above the norm is due to theft, distribution losses, illegal tampering of water meters and can 
also be attributable to the ageing infrastructure.

 Water and electricity distribution management was implemented by the Provincial Intervention Team 
(PIT). PIT has identified and stopped several illegal connections. A 5 year strategic plan for reduction 
of non-revenue water and a similar plan for electricity management have been drafted for the next 5 
years.

 Operation Pitbull was established to:

 • audit all electricity and water meters and conduct a data clean-up
 • check electricity mini circuit breaker (MCB) values
 • check for illegal tampering of meters
 • check for theft of electricity and water

 Action taken against perpetrators is as follows:

 Consumers with a direct connection where the meter has been by-passed
 An average consumption was back charged for a maximum period of three years.
 The MCB charge was back charged for a maximum period of three years with a maximum MCB value 

of 100 amps.

 Both electricity and water services were removed where theft of consumption was found.

 These consumers were subjected to a further audit within 14 days and if theft had resumed the fol-
lowing action was taken:

 • Services removed
 • Illegal cable removed
 • Consumers were cautioned that they would be criminally charged for theft
 • Domestic consumers were charged an additional fee of R10000 and Commercial consumers  

 R250000

 Consumers with MCB’s of a higher value than billed for

 The consumer was back charged for three years at 100Amps.
 Consumers were cautioned and advised to do a load test to establish the correct MCB requirement
 Consumers were requested to make application for the correct size MCB 



Msunduzi Municipality - Annual Report 09/10

140

 Consumers where meters had been tampered with

 An average consumption was back charged for a maximum period of three years
 These consumers were subjected to a further audit within 14 days
 Consumers were cautioned not to tamper with their meters.

 Electricity theft by informal settlements

 All cable was removed
 Residents were warned not steal and threatened with criminal charges

18.3 Inventory losses

 Quarterly inventory counts are to be performed going forward. An inventory management 
plan has been drafted which indicate the procedures that have been implemented with 
regard to receipts, issuing, safeguarding and physical verification of stores items. Monthly rec-
onciliations are also being performed. An inventory policy is being drafted as part of the Sup-
ply Chain Management policies and procedures.

 
19.    Going concern

The Msunduzi Municipality was placed under Provincial Government intervention in terms of section 139 (1) (b) of 
the Constitution. The financial crises came to be because of poor controls, rampant corruption amongst senior 
staff, failure to prepare the mid-year adjustments budget and the 2010/11 budget in time and other issue relat-
ing to poor internal control and procedures, which has placed tremendous pressure on the municipality’s liquidity 
ratio and financial sustainability.

Although certain of the strategies have already being implementation by the Provincial Intervention Team, it is the 
assumption that it will take sometime for the municipality to recover.

The Provincial Intervention Team appointed by the Provincial Department of Corporate Governance drafted four 
Strategies consisting of a Financial Strategy, an Infrastructure Development Strategy, a Community Service Strat-
egy and a Good Governance Strategy.

With regards to financial strategic is the following financial measures being implemented to achieve the turn 
around strategic of the municipality:

1. The MIG funds for the 2010/11 financial year is reprioritised in order to use funds for revenues enhancement 
projects including proper contract management

2. A comprehensive Debt Collection strategy has been developed to ensure a much more effective debt col-
lection. This would result in increased levels in debt collection.

3. A project of fortifying electricity meters starting with high risk areas is implemented as a way of reducing elec-
tricity losses, thefts and illegal connections

4. A project for installing water district meters in order to establish water losses in the various distribution regions 
will be implemented in order to cope with the current water losses.

5. A new tariff structure has been developed for electricity and such structures will also be developed for water, 
sewer and refuse so that the correct revenue may be billed and collected. The tariff structures will take into 
consideration the funding of expenditure required for 2010/11, budget deficit for 2009/10 and affordability 
to the community.

6. The indigent policy will be reviewed so that only those who are legible actually benefit.
7. Priority will be given to the updating of the valuation roll so that the municipality’s revenue may be levied 

accurately, lesser objections and increased collections. A fully fledged exercise to recover debt will be in 
place from 1 July 2010.

8. Feasibility studies are currently performed in order to consider the viability of the airport, market and forestry.
9. Where need be, will loose relationships with several institutions be formalised in order to save cost.
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10. Land or other assets identified can be disposed of to generate additional revenue for capital projects, R 
20 million worth of land will be sold in the 2010/11 financial year. These sales were identified earlier in the 
2009/10 financial year.

11. Council will reduce council funded projects to a minimal and maximise utilisation of external funding.
12. The Budget will focus on service delivery provision and nice to have items is eliminated from the budget.
13. An effective Supply Chain Management will be in place to eliminate abuse, corruption and theft.
14. Policies which were draining the council’s cash, such as Locomotion, Overtime and Travel and Subsistence 

have been reviewed.

ADDITIONAL MATTERS

20. Noted

21. Unaudited supplementary schedules

Noted

22. Report on other legal and regulatory requirements

Noted

23. Predetermined objectives

Noted

Non–compliance with regulatory and reporting requirements

24.    Functioning of a performance audit committee

Noted

In the 2010/ 2011 financial year, the performance audit committee will meet, at least, twice during the financial 
year. Firstly to assess the mid-year performance report and secondly, to assess the annual performance report.

During the mid-year assessment a reviewed PMS policy and Annual PMS plan will be submitted to the perfor-
mance audit commit for review.
Based on the above, the performance audit committee will submit a report to Council regarding the PMS. 

25.    Internal auditing of performance measurements

Noted.

As from the 2010/ 2011 financial year, the internal audit unit of the Municipality will conduct quarterly audits on 
information reported in the quarterly SDBIP reports and submit such report to the Municipal Manager, performance 
audit committee and Council.

26.    Lack of adoption or implementation of a performance management System

Noted.
During the mid-year assessment a reviewed PMS policy and Annual PMS plan will be submitted to Council for 
adoption.

27. to 28. Usefulness of reported performance information- reported information not consistent with planned 
objectives, indicators and targets 

Noted. 
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Whilst the Msunduzi Municipality adopted the Organizational Performance Management System (OPMS) some 
few years back, the system was not fully operational, the implementation of it was done in phases. Only the S57 
employees were performance managed. In measuring the organizational performance, the Municipality then 
used the SDBIP as the performance measuring tool and the migration to fully operationalize the OPMS has greatly 
improved during this financial year.

29.   Planned and reported targets not specific and measurable

Noted.

All indicators contained in the approved SDBIP 2010/ 2011 are Specific, Measurable, Achievable, Realistic and 
have a Timeframe.

30. to 31. Reliability of reported performance information – reported targets  not reliable as inadequate 
supporting source information was provided

Noted

Since the internal audit unit will be conducting quarterly performance audits on information reported in the quar-
terly reports of the SDBIP, all source documentation will have to be made available.

As from the second quarterly reports of the SDBIP, all Business Units will be requested to indicate the source docu-
mentation for all reported achievements.

32. No reporting against predetermined objectives, indicators and targets

Noted.

Safe City will be engaged in order for them to submit an annual performance assessment/ report, including an 
assessment by the accounting officer of its performance against measurable performance objectives, to the 
Municipal Manager. 

33. Inadequate content to integrated development plan

Noted. 

The audit finding identified some projects/priorities that were implemented for 2009/10 financial year with neither 
planned objectives nor indicators in the IDP. That rare anomaly was caused by a prevailing culture of a lack of 
timeous submissions by business units which has improved thus far with the intervention of the Provincial Interven-
tion Team, a two day turn-around response has been adopted.
 
Compliance with laws and regulations
Municipal Finance Management Act

34.   Municipal officials did not adhere to their statutory responsibilities per section 78 (1)

Noted.

Steps and procedures have been put in place to adhere to section 78.

35. Payments were not made within the parameters set by the applicable legislation

As per the Financial Regulations, suppliers are paid within 30 days of receiving statement or agreed upon. This is 
also a condition of the municipality and appears on the official order of the municipality. Payments can only be 
processed once the goods received note or sundry payment voucher is received from the business units as these 
documents are the confirmation that the services or goods are rendered and received.
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Some instances suppliers are invoicing the business units before the services are rendered and payments are only 
processed once goods received notes are received from the business units.

Due to the municipality being under administration as from the 8th March 2010, expenditure must be submitted 
to the expenditure committee for approval.

Suppliers and business units are informed on a regular basis in writing of the cut off dates for processing of all pay-
ments but documents are still being received in Creditors after the cut off date for processing. Acting Executive 
managers will advise the relevant business units and suppliers to comply with the cut off dates and to ensure there 
are no late payments.

Order clerks will be placed at Procurement so that expenditure can be paid timeously. 

A minute on corporate communications was sent out to all staff in November 2010, advising staff that the officials 
found to be responsible for late payment of invoices will be held accountable for interest and penalties incurred 
due to the late payment.

36. Expenditure was incurred in contravention of or not in accordance with applicable legislation resulting 
in irregular expenditure.

In order to improve the situation, the SCM policy has been amended to include tighter controls and was accord-
ingly approved by Full Council in November 2010. Moreover, the current SCM procedure manual is being revised 
in line with the SCM policy and once completed; workshops are planned in the New Year for all relevant staff.

It must also be mentioned that that the root cause of non - compliance does not lie solely at SCM but with busi-
ness units that simply by-pass the SCM processes / procedures. This is being addressed in the new SCM organo-
gram where all order clerks are to be centralized to the SCM unit. Moving forward, stricter SCM controls and due 
diligence will be enforced throughout the organisation.

37.     Expenditure incurred was made in vain or could have been avoided resulting in fruitless and wasteful 
expenditure.

Noted – see response to 17.

38.    Financial statements not prepared in accordance with relevant legislation
        
Noted. 

Financial statements were handed to the Auditor General on 31 August 2010 as legislated in the MFMA , however 
as the audit was being conducted the auditor’s from the Auditor General allowed, the municipality to pass sub-
sequent journal entries and amend the annual financial statements. The amended annual financial statements 
were handed in on 5 November 2010.
.
Basic Conditions of Employment Act

39. Compliance with other enabling legislation

Noted – see response to 12.

Internal Control

40. to 41. Noted

42. Leadership

Noted.
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43. Financial and performance management

Noted.

44. Governance

Noted.

Other reports

45. Investigations in progress

Forensic investigation conducted into a public event held in the Msunduzi Municipality, which was forwarded to 
the Mayor on Msunduzi Municipality on 3 August 2010: 

The recommendations of the investigation have been implemented in respect of the disciplinary action needed 
to be taken against those persons identifi ed in the report by Ngubane & Partners in respect of the Nkosi Mlaba 
Cultural Event. 

Forensic Investigation conducted into the fi nancial irregularities  in Msunduzi Municipality dated April 2007: 

To date, the recommendations of the investigation have been implemented in respect of certain individuals iden-
tifi ed in the report. Further investigation is being conducted with regard to other individuals.  Legal Counsel has 
been instructed to consider all criminal and civil action needed to be taken against those persons identifi ed. 

The various internal investigations instituted by the Administrator since taking offi ce.

Various internal investigations are underway however the fi ndings of the investigations are not yet in the public 
domain and cannot be released at this stage. The recommendations of the investigations (albeit not fi nalised) are 
being implemented by the Municipality in terms of disciplinary/criminal/civil action. 

46.    Recommendation

It is recommended:

That the report dated 30 November 2010 by the Auditor - General to the members of the Council on the fi nancial 
statements of The Msunduzi Municipality for the year ended 30th June 2010 be noted.

That the report dated 23 December 2010 by the Municipal Manager, in reply to the Auditor-General’s report, be 
noted. 

That the Executive: Internal Audit be tasked to investigate the fi ndings of the Auditor-General in respect of irregular 
expenditure as disclosed in note no. 46 in the 2009/2010 consolidated annual fi nancial statements.   

Submitted for consideration as per Legislation.

T. MASEKO
MUNICIPAL MANAGER (Acting) 
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2009/2010 ANNUAL MUNICIPAL PERFORMANCE REPORT
COMPLIANCE CHECK QUESTIONAIRE
MSUNDUZI LOCAL/ DISTRICT MUNICIPALITY

NO ITEM STANDARD PROVINCIAL INDICATOR/
MUNICIPAL PERFORMANCE INDICATOR

In Place 
/yes 

In pro-
cess /

review

No 
progress 

/no

ACTIONS TO CORRECT

1 Core adminis-
trative  policies, 
plans, proce-
dures, systems 
and frameworks 
developed in 
municipalities 

Legally compliant Employment Equity 
Plan

Workplace Skills Development Plan (staff 
other than Sec 57)

Recruitment policy

Legally compliant Supply Chain Manage-
ment policy

Budget policy Use MFMA and Municipal-
ity’s Financial Regulations

Indigent support policy

Credit control and debt collection policy

Bank and investment policy Currently use cash man-
agement policy

Asset and Liability management policy

Tariff policy

Risk management policy

Revised bylaws

Standing operating procedures and 
administrative delegations

Anti-corruption Strategy and structures Strategy has been 
approved; structures 
developed but not filled.

Internal and Financial and Performance 
Auditing structures and sustems

Public Consultation and Participation 
Framework

2 Competency 
Frameworks

Competency Framework developed for 
the Administration

 Competency Framework developed for 
the Council
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NO ITEM STANDARD PROVINCIAL INDICATOR/
MUNICIPAL PERFORMANCE INDICATOR

In Place 
/yes 

In pro-
cess /

review

No 
progress 

/no

ACTIONS TO CORRECT

3 Implementing 
organograms

Approved Organogram

Municipal organogram aligned to allo-
cated and assigned powers and func-
tions

municipal manager post filled  at the 
end of the financial year (EXCLUDING 
acting and not suspended)

municipal manager post occupied 
occupied by PDI

N/A

municipal manager post occupied by 
women

N/A

Senior management 
(Section 57 only) posts 
filled  at the end of 
the financial year 
(EXCLUDING acting 
and not suspended)

POST filled vacant adver-
tised

if filled, 
occu-
pied  
for how 
many 
months 
in the 
year

if filled, 
occu-
pied 
with the 
same 
person/ 
not

Municipal Man-
ager

Monitoring and 
Evaluation (Per-
formance  Man-
agement)

N/A

Financial Man-
agement

Technical Ser-
vices

Local Economic 
Development

Community Ser-
vices

Corporate Ser-
vices

Development 
Planning

number senior man-
agement posts (Sec-
tion 57 only) occu-
pied by PDI

numbers must 
exclude the 
Municipal Man-
ager posistion 
(information to 
provided: num-
ber women Sec 
57 occupants/ 
number of Sec 57 
post on organo-
gram, eg 1/5)

Number 3

number senior man-
agement (Section 57 
only) posts occupied 
by women

Number 0

number senior man-
agement posts (Sec-
tion 57 only) occu-
pied by disabled

Number 0
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NO ITEM STANDARD PROVINCIAL INDICATOR/
MUNICIPAL PERFORMANCE INDICATOR

In Place 
/yes 

In pro-
cess /

review

No 
progress 

/no

ACTIONS TO CORRECT

4 Financial Man-
agement 

Revenue Raising Strategy developed

Debt Recovery Plan developed

Approved budget by end of June

Service Delivery Budget Implementation 
Plan (SDBIP) approved by July

Submission of annual financial state-
ments to the Auditor General by August

Currently in process

Results of Auditor Gen-
eral 09/10 audit (mark 
the appropriate block)

Unqualified In process of being 
audited

Qualified

No Opinion

Disclaimer

Functional billing system in place

5 Municipal Prop-
erty Rates Act

Property Rates Policy

Valuation Role

6 Basic Services Backlog study completed and verified by 
Statistics South Africa

Municipal Infrastructure Implementation 
Strategy for 5 years

Indigent  Register

Housing Strategy to eradicate informal 
settlements



Msunduzi Municipality - Annual Report 09/10

154

NO ITEM STANDARD PROVINCIAL INDICATOR/
MUNICIPAL PERFORMANCE INDICATOR

In Place 
/yes 

In pro-
cess /

review

No 
progress 

/no

ACTIONS TO CORRECT

7 Good Gover-
nance

Consultation and Public Participation 
Framework in place

Customer Complaints system

Traditional Leadership consultation and 
participation programme

Conducted customer satisfaction surveys

HIV/AIDS strategy developed

Adopted Community Development 
Worker Frameworks

N/A

Adopted Section 53 Framework in terms 
of the MSystemsA adopted by Council

District Coordinating Forum (DCF) estab-
lished and operational

N/A

District Technical Forum established and 
operational

N/A

08/09 Annual Report adopted

09/10 Annual Performance Report

Council adopted 08/09 Oversight Report

Functional Audit Committee

Functional Performance Audit Committee PMS specialist on Audit 
Committee

IDP adopted by end June 

8 Local Economic 
Development

LED programme developed

Poverty alleviation programme adopted
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CHAPTER FIVE: FUNCTIONAL AREA SERVICE DELIVERY REPORTING

5.1 ORGANIZATIONAL STRUCTURE
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5.2. FINANCE

5.2.1 Sub Functions: Income, Expenditure, Budget and Finance

Overview:

Includes all activities relating to the finance function of the municipality including budget planning & implemen-
tation, financial management & reporting and revenue & debt management.

Description of Activities:

The function of finance within the municipality is administered as follows and includes:

1. Revenue Management

The Revenue Department is responsible for the billing, receipting, and customer care activities relating to a wide 
variety of municipal services.

2. Expenditure Management

The Expenditure Department is responsible for the administration of the payroll management and payment of 
creditors whilst adhering to budgetary constraints.

3. Budget Management

The Budget Department primary focus of concentration is the optimal implementation and management of all 
aspects of the MFMA and supporting legislation.

4. Supply Chain Management

The Supply Chain Management Department is responsible for the systematic, strategic co-ordination of procur-
ing goods and services by the municipality in accordance with the MFMA and other relevant legislation. This must 
always be conducted in a fair, equitable and transparent manner.

5. Financial Control and Cash Management

The financial control and cash management department is primarily responsible for the provision of an effective 
accounting and financial management service to the Council and ensuring compliance with relevant legisla-
tion and regulations governing both the budgets and financial statements. The department also is responsible for 
providing the municipality with an investment and borrowings capacity in order to invest surplus funds at a maxi-
mum return with minimum risk and to secure funding from lending institutions at favourable terms and conditions 
to finance the service delivery programmes.

These services extend to include:

These services extend to include all business units of the municipality and service the entire Msunduzi jurisdiction.
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The Strategic Objectives of the Function are:

1. Measure capacity of the municipality to achieve efficient and effective financial management.
2. To promote ongoing improvements in revenue accounting and management.
3. Maintain an effective expenditure control system.
4. The annual and adjustments budgets are prepared in the prescribed formats and approved on a timely 

basis.
5. To establish and maintain Supply Chain Management Systems that complies with the Municipal Finance 

Management Act.
6. The annual and consolidated financial statements are prepared in the prescribed Generally Recognised 

Accounting Standards and on a timely basis.

The Key Issues for 2009 / 10 are:

Revenue Management

1. Constructive amendments to the Credit Control, Debt Collection and Indigent Policies were done to guide 
and support progressive revenue collection and debt management.

2. When the municipality went under administration an “Operation Pitbull Team” was established to audit all 
electricity and water meters and conduct a data clean up, all mini circuit breaker (MCB) values were 
checked and illegal tampering of meters and theft of electricity and water curtailed.

Expenditure Management

1. The Provincial Intervention Task Team established an expenditure committee so that the expenditure that 
could be monitored and in line with the 2009/10 budget.

Budget Management

1. The 2009/10 Budget was changed to be Output/Outcomes Revenue Driven and NOT expenditure driven.
2. The recurrent expenditure in the 2009/10 Adjustments Budget was funded by the estimates of revenue that 

was strictly guided by the standards on actual revenue that was collected between 1 July 2009 to 31 Janu-
ary 2010.

3. The budget was focused on service delivery provision.

Supply Chain Management

1. To review the SCM policy and procedures and align these to National Government mandates.
2. An effective SCM unit was put in place to eliminate corruption and theft.

Financial Control and Cash Management

1. The locomotion, overtime, and travel and subsistence policies were reviewed.
2. When the municipality experienced serious financial challenges and underwent administration the cash flow 

situation had to be strictly monitored and only Non Discretionary Municipal Commitments and Non Discre-
tionary Professional & Special Services Commitments i.e. Bulk purchases on water and electricity, employee 
related benefits, redemptions on external loan obligations and only approved service delivery related con-
tracts were paid.
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ANALYSIS OF THE FUNCTION:

1 Number and cost to employer of all Finance personnel:
Number (000’s)

Professional - Directors / Managers 29  12,643,167.33 

Field 40  6,627,911.81 

Office 90  9,484,716.87 

Non professional 6  373,589.21 

Temporary 0 0

Contract 0 0

165  29,129,385.22 

2 Debtor billings: number and value of monthly billings:  
 • Number and amount billed each month across debtors by function (e.g.: 

water, electricity etc)
Refer to 

attached 
table 1

3 Debtor collections: value of amount received and interest: R (000s)
 • Value received from monthly billings each month and interest from the previ-

ous month across debtors by function (e.g.: water, electricity etc)
Refer to 

attached 
table 1

4 Debtor analysis: amount outstanding over 30, 60, 90 and 120 plus days: R (000s)
 •  Total debts outstanding over 30, 60, 90 and 120 plus days across debtors by 

function (e.g.: water, electricity etc)
Refer to 

attached 
table 2

5 Write off of debts: number and value of debts written off:  Number R (000s)
 • Total debts written off each month across debtors by function (e.g.: water, 

electricity etc)
0 0

 There has been no write off since 2007.   

6 Property rates (Residential):  Number R (000s)
 •  Number and value of properties rated 68041 30,444,287,001.00 

 •  Number and value of properties not rated 0 0

 •  Number and value of rate exemptions 0 0

 All properties are rated. No exemptions are applied in respect of rates.   

 •  Rates collectible for the current year  Refer to attached 
table 1

7 Property rates (Commercial):  Number R (000s)
 •  Number and value of properties rated 3920   12,815,450,000.00 

 •  Number and value of properties not rated 0 0

 •  Number and value of rate exemptions 0 0

 All properties are rated. No exemptions are applied in respect of rates.   

 •  Rates collectible for the current year  Refer to attached 
table 1
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8 Property valuation:   
 •  Year of last valuation 2009/2010

 •  Regularity of valuation 4 years  

9 Indigent Policy:   
 • Quantity (number of households affected)

• Quantum (total value across municipality)
Refer to 

attached 
table 3

 

10 Creditor Payments: R (000s)  
  Refer to 

attached 
table 4

 

11 Credit Rating: R (000s)  
 Credit rating for June 2010   

 Short term A3  

 Long term BBB  

 Rating was received from Global credit rating company.   

12 External Loans:
 •  Total loans received and paid during the year The table requested is already 

reflected in the Annual Financial 
statements as Appendix A

 Note: Create a suitable table to reflect the balance of each external loan at the 
beginning of the year, new loans raised during the year and loans repaid during 
the year as well as the balance at the end of the year. Interest rates payable on 
each loan, together with the date of repayment should be also disclosed in the 
table.

 
 

13 Delayed and Default Payments: Refer to 
attached 
table 5 
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