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Management report of Chris Hani District Municipality

MANAGEMENT REPORT TO THE ACCOUNTING OFFICER ON THE AUDIT OF
THE CHRIS HANI DISTRICT MUNICIPALITY FOR THE YEAR ENDED 30 June
2019

INTRODUCTION

1. The purpose of the management report is fo communicate audit findings and other key audit
observations to the accounting officer and does not constitute public information. This
management report includes audit findings arising from the audit of the financial statements,
performance information and compliance with legislation for the year ended 30 June 2019.

2. These findings were communicated to management and the report details management’s
response to these findings. The report includes information on the internal control deficiencies
that we identified as the root causes of the matters reported. Addressing these deficiencies will
help to improve the audit outcome.

3. In accordance with the terms of engagement, our responsibility in this regard is to:

s express an opinion on the consolidated and separate financial statements

e express an opinion in the management report on the usefulness and reliability of the
reported performance information for selected key performance areas, and report the
material findings in the auditor’s report

« report on material findings raised on compliance with specific requirements in key applicable
legislation, as set out in the general notice issued in terms of the Public Audit Act, 2004 (Act
No. 25 of 2004) (PAA).

4. Our engagement letter sets out our responsibilities and those of the accounting officer in detail.

5. This management report consists of the overall message arising from the audit, summary of key
findings and observations, annexures containing the detailed audit findings, annexures to the
report on the audit of performance information as well as the annexure to internal control
deficiencies reported.

6. The auditor's report is finalised only after the management report has been communicated. All
matters included in this report that relate to the auditor’s report remain in draft form until the final
auditor's report is signed. In adherence to section 50 of the PAA, we do not disclose any
information obtained during the audit and contained in this management report.

7. Please note that the information contained in these documents is confidential, privileged and
only for the information of the intended recipient(s) and may not be used, published or
redistributed without the prior written consent of the Auditor-General of South Africa (AGSA). Any
form of reproduction, dissemination, copying, disclosure, modification, distribution and or
publication of this material is strictly prohibited. Should the information be used or processed in
a manner that contravenes any laws in the Republic, the AGSA is fully indemnified from liability
that may arise from such contravention.

8. The figure that follows provides a pictorial summary of the audit results and our key messages
on how to improve the audit outcomes with the focus on the following:

e Status of the audit outcomes
= Status of the level of assurance provided by key role players
¢ Status of the drivers of internal controls
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e Status of risk areas
e Root causes to be addressed

Movement from the previous year is depicted as follows:’
;o Improved

@ / @ Unchanged / slight improvement / slight regression
1 & Regressed

®
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OVERALL MESSAGE

9.

10.

11.

12.

13.

The financial statement audit outcomes of the municipality regressed to a disclaimer of opinion,
whilst performance reporting and compliance with laws and regulations remainded the same. In
particular transgressions with supply chain management regulations remain a challenge as the
municipality continues to incur irregular and fruitless and wasteful expenditure.

The instability in administrative leadership hampered an improvement in the control environment
within the municipality.

Basic disciplines as well as regular reviews of financial and performance information were not in
place. There has been lack of regular processing, reconciliations and reviews of transactions
incurred during the year.

The municipality developed an audit action plan to address external audit findings, but the plan
was not adequate as it was not addressing the root causes of the findings, and management did
not monitor the implementation of the plan in a timely manner and this resulted in recurring
findings in revenue from exchange transactions and receivables from exchange transactions,
irregular expenditure and water distribution losses.

Council has not investigated irregular, fruitless and wasteful expenditure as required by section
32 of the Municipal Finance Management Act (MFMA) so as to hold those responsible
accountable and recover the irregular, fruitless and wasteful expenditure.

SECTION 1: Interactions with stakeholders responsible for oversight and
governance

14.

During the audit cycle, we met with the following key stakeholders responsible for oversight and
governance to communicate matters relating to the audit outcome and matters identified during
our status of records review of the municipality:

Key stakeholder Purpose of interaction Number of
< interactions
Executive mayor introduction of business executive to the mayor, 2

update on audit status and PAA amendments.
Presentation of draft audit report.

Municipal manager Presentation of engagement letter, audit strategy | 6

and update on audit status through audit steering
committee meetings.

Audit committee Presentation of audit strategy, update on audit 3

status and presentation of material misstatements.
Presentation of draft audit report.

Provincial Treasury Update on audit status and presentation of 2

material misstatements. Presentation of draft audit
report.

15.

At these interactions, we highlighted the following key matters affecting audit outcomes and the
auditee:

¢ Implementation of new methodology in computing materiality after the end of the 3 year
phase in period

« Impact of prior year uncorrected misstatements on current year audit opinion
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The assessment of the municipality’s audit action plan
Addressing the prior year root causes

Supply chain management and irregular expenditure
Following up on previous commitments made

Financial statement items requiring attention

16. Some stakeholders made commitments to implement initiatives that can improve the audit
outcome. The commitments given and the progress of previous commitments are included in
section 3, which deals with the assessment of assurance providers.
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19. The following emphasis of matter paragraphs will be included in our auditor’s report to draw the
users’ attention to matters presented or disclosed in the financial statements:

Restatement of corresponding figures

20. As disclosed in note 45 to the consolidated and separate financial statements, the corresponding
figures for 30 June 2018 have been restated because of etrors in the financial statements of the
municipality at, and for the year ended, 30 June 2018.

Unauthorised expenditure
21. As disclosed in note 48 to the consclidated and separate financial statements, the municipality

has accumulated unauthorised expenditure amounting to R616 million relating to prior years.
Council has not investigated the unauthorised expenditure.

Fruitless and wasteful expenditure
22. As disclosed in note 49 to the consolidated and separate financial statements, the municipality

has accumulated fruitless and wasteful expenditure amounting to R4 million from prior years,
while R10,9 million (2017-18: R0,4 million) was incurred in the current year. This resulted in a
closing batance of R14,9 million during the current year. Council did not investigate the fruitless
and wasteful expenditure.

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

materially underspent the budget by R127 million.

Other matter paragraphs

24. The following other matter paragraphs will be included in our auditor’s report to draw the users’
attention to matters regarding the audit, the auditor's responsibilities and the auditor's report:

Unaudited disclosure notes
25. In terms of section 125(2)(e) of the MFMA, the entity is required to disclose particulars of non-

compliance with this legislation. This disclosure requirement did not form part of the audit of the
financial statements and, accordingly, | do not express an opinion thereon.
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WManagement report of Chris Hani District Municipality

AUDIT OF THE ANNUAL PERFORMANCE REPORT

26. In terms of the general notice issued in terms of the PAA, the opinion on the audit of reported
information will be included in the management report. The report is included below to enable
management and those charged with governance to see what the report wiil look like once it is
published in the auditor's report. We will report all the audit findings included under the basis for
opinion and the other matter sections of this report in the auditor’s report.

Introduction and scope
27. We have undertaken a reasonable assurance engagement on the reported performance

information for the following selected key performance area (KPA) presented in the annual
performance report of the municipality for the year ended 30 June 2019:

Key performance area Pages in annual | Opinion | Movement® |
performance report

KPA 2: Basic service delivery and infrastructure | S Qualified

development opinion

28. We conducted our reasonable assurance engagement in accordance with the International
Standard on Assurance Engagements, ISAE 3000: Assurance engagements other than audits
or reviews of historical financial information.

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

KPA2: Basic service delivery and infrastructure development
Qualified opinion

30. In my opinion, except for the possible effects of the matters described in the basis for qualified
opinion section of my report, the reported performance information for KPA 2: Basic service
delivery and infrastructure development is useful and reliable in accordance with the applicable
criterta as developed from the performance management and reporting framework set out in
annexure D to this repott.

‘.c‘-; 24



Management report of Chris Hani District Municipality

31. The following reported achievements were not consistent with the planned and reported
indicators and targets.

Indicator | Planned and | Planned and Reported performance achievement
codo reported Indicator reported target
t SDI 1 Number of households | 1632 Households Target not achieved
served with gquality i served RDP
basic water Standards by 30 83 Households served with RDP Standard
June 2019 {Lunda Village Reticulation (ward 1 Engcobo

completed)

1) Noluthando luvakala phase 2 (Ward 5
Emalahleni) — 522 households in
construction

2) jiphuths makiki phase2 (ward 6
Emalahleni 371 households in
construction

3) Lokishini Water Supply (ward 13
Engcobo) 228 households in
construction

4) Upper Lufutha Interim Water Supply
{ward 8 Sakhisizwe) 194 was completed
in previous year

5) Emqonci (ward 2 engcobo) 144
households in construction

6) Lunda Village Reticulation (Ward 1
engcobo) completed with 83 households
served with RDP Standard.

Number of consumer and bulk implementation programmes implemented

32. 1 was unable fo obtain sufficient appropriate audit evidence for target:1 consumer and bulk
implementation programmes implemented by 30 June 2019 that clearly defined the
predetermined nature and required level of performance and method of calculation. This was
due to a lack of proper systems and processes. | was unable to test whether the target for this
indicator was clearly defined by alternative means.

33. The reported achievement of 0 consumer and bulk implementation programmes implemented
for target number of consumer and bulk implementation programmes implemented is not reliable
as the municipality did not have an adequate performance management system to maintain
records to enable reliable reporting on achievement of targets. As a result, | was unable to obtain
sufficient appropriate audit evidence. Consequently, | was unable to determine whether any
further adjustments were required to the reported achievement.

“-‘-‘G 25
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Number of process audit conducted in all 18 WWTW

34. | was unable to obtain sufficient appropriate audit evidence for the reported achievement of
target: 1 Process audited conducted in all 18 WWTW. This was due to limitations placed on the
scope of my work and lack of availability of sufficient and appropriate supporting evidence for the
reported achievement. | was unable to confirm the reported achievement by alternative means.
Consequently, | was unable to determine whether any adjustments were required to the
achievement of 1 Process audited conducted in all 18 WWTW as reported in the annual
performance report.

Various indicators

35. The reported achievement in the annual performance report did not agree to the supporting
vidence provided for the indicators listed below. The supporting evidence provided indicated
that the achievements of these indicators were as follows:

Indicator description Reported achievement

Audited value

Number of food premises
monitored in line with food
cosmetics and disinfectant act 54
of 1972 as Amended

669 food premises monitored in
line with Food, Cosmetics and
Disinfectants Act 54 of 1972 as
Amended

777 food premises monitored in
line with Food, Cosmetics and
Disinfectants Act 54 of 1972 as
Amended

Number of drinking water sampie
points monitered in accordance

2220 Drinking water samples
monitored in accordance with

1703 Drinking water samples
monitored in accordance with

with SANS 241
Other matter

SANS 241 SANS 241

36. We draw attention to the matters below. Our opinion is not modified in respect of these matters.
Achievement of planned targeis

37. Refer to the annual performance report on page 84 to 100 for information on the achievement of
planned targets for the year. This information should be considered in the context of the adverse
opinions expressed on the usefuiness and reliability of the reported performance information in
paragraphs 29 to 34 of this report.
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38.

39.

40.

41.

The accounting officer is responsibie for the preparation of the performance report in accordance
with the prescribed performance management and reporting framework, as set out in annexure
D to this report and for such internal control as the accounting officer determines is necessary to
enable the preparation of performance information that is free from material misstatement in
terms of its usefulness and reliability.

Our objectives are to obtain reasonable assurance about whether the reported performance
information for the selected key performance ares presented in the annual performance report is
free from material misstatement, and to issue a management report that includes our opinions.
Reasonable assurance is a high level of assurance, but is not a guarantee that the assurance
engagement conducted in accordance with the relevant assurance standards will always detect
a material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if they could reasonably be expected to influence the relevant decisions of
users taken on the basis of the reported performance information.

Our procedures address the reported performance information, which must be based on the
approved performance planning documents of the municipality. We have not evaluated the
appropriateness of the performance indicators established and included in the planning
documents. Our procedures do not extend to any disclosures or assertions relating to planned
performance strategies and information relating to future periods that may be included as part of
the reported performance. Accordingly, our opinion does not extend to these matters.

A further description of our responsibilities for the reasonable assurance engagement on
reported performance information is included in annexure E to this report.
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42.

43.

44,

45,

46.

47.

48.

49,

50.

51

Included below are material findings on compliance with selected specific requirements of
applicable legislation, as set out in the general notice issued in terms of the PAA.

The financial statements submitted for auditing were not prepared in all material respects in
accordance with the requirements of section 122(1) of the MFMA.

Material misstatements of non-current liabilities; current liabilities; revenue; expenditure and
disclosure items identified by the auditors in the submitted consoclidated and separate financial
statements were subsequently corrected and the supporting records were provided
subsequently, but the uncorrected material misstatements and supporting records that could not
be provided resulted in the financial statements receiving a disclaimer audit opinion.

Reasonable steps were not taken to prevent irregular expenditure, as required by section
62(1)(d) of the MFMA. The expenditure disclosed does not reftect the full extent of the irregular
expenditure incurred as indicated in the basis for disclaimer paragraph. Most of the disclosed
irregular expenditure was caused by non-compliance with the supply chain management (SCM)
regulations.

Reasonable steps were not taken to prevent fruitiess and wasteful expenditure amounting to
R10,8 million, as disclosed in note 49 to the consolidated and separate financial statement, in
contravention of section 62(1)d) of the MFMA. The disclosed fruitless and wasteful expenditure
was caused by interest and penalty on late payments.

Revenue due to the municipality was not calculated on a monthly basis, as required by section
64(2)(b) of the MFMA.

An adequate management, accounting and information system which accounts for revenue and
debtors was not in place, as required by section 64(2)(e) of the MFMA.

An adequate management, accounting and information system which accounts for assets was
not in place, as required by section 63(2)a) of the MFMA.

An effective system of internal control for assets was not in place, as required by section 63(2)(c)
of the MFMA.

Capital assets were disposed of without the municipal council having decided in a meeting open
to the public whether the assets were still needed to provide the minimum level of basic municipal
services, as required by section 14(2)(a) of the MFMA.

Performance in respect of programmes funded by the municipal infrastructure grant (MIG) and
the water services infrastructure grant (WSIG) was not evaluated within two months after the
end of the financial year, as required by section 12(5) of Dora.



52.

53.

54.

55.

56.

57

58.

59.

60.

61.

The performance management system and related controls were not maintained as it did not
describe how the performance planning, monitoring, measurement and reporting processes
should be conducted and managed, as required by municipal planning and performance
management regulation 7(1).

Some of the goods and services with a transaction value of below R200 000 were procured
without obtaining the required price quotations, in contravention of by SCM regulation 17(a) and
(c). Similar non-compliance was reported in the prior year.

Bid documentation for procurement of commodities designated for local content and production
did not stipulate the minimum threshold for local production and content, as required by the 2017
preferential procurement regulation 8(2).

Awards were made to providers who were in the service of other state institutions or whose
directors / principal shareholders were in the service of other state institutions, in contravention
of section 112(j) of the MFMA and SCM regulation 44.

The performance of contractors or providers was not monitored on a monthly basis, as required
by section 116(2)(b) of the MFMA. Similar non-compliance was reported in the prior year. This
non-compliance was identified in the procurement processes for the majority of the ongoing
contracts, including project number 29/2010/MD(TS) — Elimination Rural Sanitation Backlog in
CHDM: Region 2 Intsika Yethu, which is a key project.

The contract performance and monitoring measures and methods were not sufficient to ensure
effective contract management, as required by section 116(2)(c) of the MFMA. Similar non-
compliance was reported in the prior year.

Appropriate systems and procedures to monitor, measure and evaluate performance of staff
were not developed and adopted, as required by section 67(1)(d) of the Municipal Systems Act

Unauthorised expenditure incurred by the municipality was not investigated to determine
whether any person was liable for the expenditure, as required by section 32(2)(a) of the MFMA.

irregular and fruitless and wasteful expenditure incurred by the municipality was not investigated
to determine whether any person was liable for the expenditure, as required by section 32(2)Xb)
of the MFMA.

Disciplinary proceedings were not instituted by the council where the report of independent
investigators confirmed the financial misconduct by a senior manager, as required by 5(6) of the
disciplinary regulations for senior managers and 6(8) of the municipal regulations on financial
misconduct procedures and criminal proceedings.



64.

65.

66.

67.

68.

The accounting officer is responsible for the other information. The other information comprises
the information included in the annual report. The other information does not include the
consolidated and separate financial statements, the auditor's report and those selected key
performance areas presented in the annual performance report that have been specifically
reported in the auditor's report.

Our opinion on the financial statements and findings on the reported performance information
and compliance with legislation do not cover the other information and we do not express an
audit opinion or any form of assurance conclusion thereon.

In connection with our audit, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the consolidated and
separate financial statements and the selected key performance indicator presented in the
annual performance report, or our knowledge obtained in the audit, or otherwise appears to be
materially misstated.

| did not receive the other information prior to the date of this auditor's report. When | do receive
and read this information, if | conclude that there is a material misstatement therein, | am required
to communicate the matter to those charged with governance and request that the other
information be corrected. If the other information is not corrected, | may have to retract this
auditor's report and re-issue an amended report as appropriate. However, if it is corrected this
will not be necessary.

The significant deficiencies in internal control which led to our overall assessment of the status
of the drivers of key controls, as included in the figure in paragraph 7, is described below. The
detailed assessment of the implementation of the drivers of internal control in the areas of
financial statements, performance reporting and compliance with legislation is included in
annexure F

Effective leadership culture

69.

70.

71

Leadership did not adequately exercise their effective leadership over financia! reporting,
reporting on pre-determined objectives, compliance and related internal controls. This was the
result of not adequately monitoring the functioning of internal controls, in year reporting and
progress with the implementation of the audit action plan. As a result, material misstatements on
the financial statements and annual performance report were only identified during the audit
process and non-compliance with legislation was not prevented.

Leadership has not started investigations of instances of unauthorised, irregular and fruitless and
wasteful expenditure and transgressions by officials for the current and prior periods.

. There was a slow response by leadership in implementing prior year recommendations made by

external auditors. This has resulted in repeat qualification on revenue from exchange
transactions, receivables from exchange transactions, irregular expenditure, water distribution
losses and an overall regression in the financial statement audit outcome.



Oversi

ght responsibility

72. Management was not always available throughout the audit and audit quiries were not always
addressed timeously. The municipality is year-end driven and the review of monthly financial
reports were not adequate as material differences in underlying records were identified in
numerous line items of the financial statements during the audit process and resulted in a
disclaimer of audit opinion. These differences should have been identified and corrected before

the

start of the audit process.

73. Material findings relating to non-compliance and predetermined objectives were identified
through the audit process thereby indicating that there is still insufficient oversight in these areas

by

leadership and those charged with governance. The municipality did not have sufficient

monitoring controls to ensure adherence to the requirements of the FMPPI and this resulted in

the

material findings included in section 2.3 of this report.

Human resource management

74. An assessment of human resource management has identified the following deficiencies:

Management of vacancies

The overall vacancy rate at year end decreased from 16% in the previous year to 7% in the
current year.

The senior management vacancy rate at year end increased from 14% in the prior to 29% in
the current year.

The municipal manager post is still vacant. Further, the director: technical services resigned,
and the post was vacant as at 30 June 2019.

The chief financial officer was on suspension for alledged financial misconduct.

Performance management

Policie

The evaluation committee to perform the evaluations on the performance of senior
management was not completed as required by regulation 27(4)(e) of the Municipal
Performance regulations published in Government gazette No. 29089 dated 1 August 2006.
No performance management system in place for employees other than senior managers.

The municipality did not hold performance management and reporting staff accountable for
shortcomings identified during the internal and external audit processes.

s and procedures

75. Despite management having documented policies and procedures to guide the operations,

fina

ncial reporting and performance of the municipality, some of these policies were in draft and

those approved in previous years were not reviewed in the current year thus there were
numerous instances of non-compliance with legislation.

76. Material misstatements identified during the audit of the non-current assets, current assets,
revenue, expenditure, and disclosures on commitments, water distribution losses and irregular

expenditure and predetermined objectives are also indicative of a deficient control environment.
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This is due to inadequate monitoring, oversight and review processes to ensure that these
policies and procedures are being fully implemented.

77. The municipality did not have standard operating procedures in place to assist in ensuring the
validity, accuracy, completeness and consistency of performance information reporting, with
respect to service delivery, these were only developed after the issue was raised by external
auditors. As a result some of the operating procedures are inadequate as material misstatements
were still identified through the audit process.

Action plans to address internal control deficiencies

78. An audit action plan was developed to address external audit findings, and the adherence to the
plan was not effectively monitored by the appropriate level of management, which resulted in
that the root causes of the findings not being adequately addressed to prevent the same audit
findings on financial, non-compliance with laws and regulations and predetermined objectives.
Management did not develop an action plan to address findings raised by the internal audit unit.

Information technology governance framework

79. Intervention is required within the IT environment as the municipality had draft IT Governance
framework and IT strategic plan. A skills gap analysis was not performed for IT staff. There was
no process in place to monitor return on investment and benefit realisation for IT spending on
infrastructure and software. The Service Level Agreements (SLA} were not adequately
documented and some SLAs had expired. Further the performance management of SLA was
not performed.

Proper record keeping

80. The audit file submitted with the financial statements was inadequate as most of the information
supporting the financial statements such as, creditors age analysis, leave accrual listing,
receivables from non exchange transactions listing and VAT 201 had to be requested
subsequent to the submission of financial statements as it was not submitted with the financial
statements. Furhter more amounts recorded in the financial statements for some line items did
not agree to the supporting schedules.

81. The system of record management that provided for the maintenance of information that
supported the reported performance contained in the annual performance report is still
inadequate as material findings on the reliability of performance information were still identified
during the audit. These deficiencies include a lack of information that relates to the collection,
collation, verification, storing and reporting of actual performance information. This was due to
the municipality submitting inadequate standard operating procedures in place to ensure that all
documentation is properly maintained for performance management.

82. As indicated in the engagement letter, we agreed that all information requested for audit
purposes would be submitted within three working days of the request. The municipality did not
submit all the requested information within the agreed upon timeframe during the audit and in
some instances only submitted the information after a communication of audit finding was issued
on the non-submission of information.
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Daily and monthly processing and reconciling of transactions

83. Weekly and monthly reconciliations were not adequately prepared for all financial statement
line items, during the year including the following:

» Fixed asset register was not reconciled to the general ledger

» Payrolt was not reconciled to the general ledger

« Revenue billing reports not reconciled to the general ledger

e Cash and cash equivalents main bank account not reconcilied to general ledger

This was evidenced by the differences which were identified during the audit between these
reports and the financial statements.

Regular, accurate and complete financial and performance reports

84. Management did not ensure that the financial statements are sufficiently supported by reliable
and credible information as financial statements supporting schedules and reconciliations were
not readily avaitable for the audit and were not submitted with the financial statements. These
resulted in material misstatements identified in the submitted financial statements.

85. The municipality does not have an effective system in place to collate and report on
predetermined objectives. Management did not adequately review and analyse reported
performance information against supporting evidence. This resulted in material misstatements in
the annual performance report.

86. There is a reliance on the audit process to attempt to correct the accounting records and financial
statements of the municipatlity.

Compliance monitoring

87. The municipality’s compliance monitoring process has not been effective in the implementation
and monitoring of controls to ensure compliance with its laws and regulations. This contributed
to the repeat non-compliance findings in the current year.

Information technology systems

Security Management

88. Intervention is required around security management controls as management had A draft
security management policy. The municipality was operating with an outdated antivirus and
exception reports were not monitored. Assurance cannot be provided that machines were
updated with latest patches and exception reports were not monitored as evidence was not
provided. The municipality has a firewall in place however [T management had not ensured
that security threats are managed, monitored and reviewed within a timely manner.

User Access Management

89. Intervention is required around design and implementation of user access controls as [T
management had an approved user account management policy but gaps were identified in
the policy. User access controls weren't in place to ensure that only valid and authorised users
were allowed access to the application systems. There were no formal processes followed to
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ensure that new users created and users requiring password resets on the systems were duly
authorised. There was no process followed to review user access rights and administrator
activities.

Program Change Management

90. Intervention is required for program change management controls as management had not ensured
there were adequately designed and implemented controls as the program change management policy
and procedures in draft format. Assurance could not be provided that there are formal processes
followed for any changes made on the system such as completed form indicating the change requestor,
deployment of changes, signoff for testing changes and committee approval.

Information Technology Service Continuity

91. Intervention is required with regards to IT service management controls, as DR Plan and backup policy
was still in draft. Assurance could not be provided that backups performed were successful, verified for
any errors as evidence provided was not sufficient as the backup evidence provided did not indicate
whether the backups were successful or if there were errors, the size of the backup and where the backup
is stored. Backup restorations were also not performed and backups were not taken to offsite storage.

Risk management activities and risk strategy

92. The fraud prevention plan was approved in 2008 and was last updated and reviewed in May
2015. The risk register was prepared by management and the mitigating factors were not
implemented resulting in material non compliance reported in the current year.

Internal audit

93. The internal audit plan for the year under review was approved by the audit committee on 03
August 2018 which is not before the start of the year. Internal audit planned ten reports for the
financial year under review and submitted all ten reports to the audit committee. Therefore, the
reporting performed by internal audit is timeous. However, recommendations by internal audit
were not timeously implemented by management to address or reduce findings identified through
the external audit process.

94. The internal audit unit reviewed all four quarters on performance information. The reviews on the
quarterly performance reports did not have a positive impact on the external audit as material
findings were identified which resulted in a qualified opinion expressed in this management report
on usefulness and reliability of the key performance areas selected for auditing.

Audit committee

95. The audit committee was operational during the year. The financial statements were reviewed
prior to being submitted to the external auditors.

96. The performance audit committee and the audit committee meetings are now separated to
ensure that the financial and performance matters are dealt with separately. During the year
under review the audit committee reviewed the quarterly performance reports for all four quarters,
however, it was not adequately reviewed and recommendations made to council were not
implemented which resulted to significant deficiencies identified by the external auditors on
performance information.
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97. The effectiveness of the audit committee can only be attained by holding internal audit
accountable to prepare and submit timeously the required reports, assessments and plans and
by holding management accountable to implement the recommendations made by the audit
committee and internal audit.

g8. The matters above, as they relate to the basis for the disclaimer of opinion, findings on the annual
performance report and findings on compliance with legislation, will be summarised in the
auditors report as follows:

» QOversight by [eadership and those charged with governance was ineffective in the current
year, with a slow response to address the key issues raised during the prior year audit.
Although an audit action plan was in place, this was not adequately implemented or
monitored, resulting in numerous repeat audit findings that could have been avoided.

» Leadership did not ensure that adequate resources were in place to enable efficient and
effective operations. This is evidenced by the vacancies in key management positions.

» There is an inadequate control environment at the municipality with ineffective daily and
monthly processing and reconciliation of transactions. Misstatements were found in the
submitted consolidated and separate financial statements for items that were not identified
by the municipality’'s system of internal control. The lack of a properly functioning control
environment resulted in these deficiencies in the record management system and underlying
records. Furthermore, compliance with legisiation is not monitored adequately, resulting in
compliance findings in the current year.

OTHER REPORTS

99. | draw attention to the following engagements conducted by various parties that had, or could
have, an impact on the matters reported in the municipality’'s financial statements, reported
performance information, compliance with applicable legislation and other related matters.
These reports did not form part of my opinion on the financial statements or my findings on the
reported performance information or compliance with legislation.

100. At the time of this report, an external service provider was conducting an investigation into
allegations of misconduct on the part of a municipal management official. The investigation
was initiated during 2019 and is still in progress.

SECTION 3: Assurance providers and status of implementation of
commitments and recommendations

ASSESSMENT OF ASSURANCE PROVIDERS

101. The annual report is used to report on the financial position of auditees, their performance
against predetermined objectives and overall governance. One of the important oversight
functions of the municipal council is to consider auditees’ annual reports. To perform this
oversight function, they need assurance that the information in the annual report is credible.
To this end, the annual report includes our auditor’s report, which provides assurance on the
credibility of the financial statements and the annual performance report, as well as on the
auditee’s compliance with legislation.
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102.

103.

104.

105.

Our reporting and oversight processes reflect on past events, as they take place after the end
of the financial year. However, management, the leadership and those charged with
governance contribute throughout the year to the credibility of financial and performance
information and compliance with legislation by ensuring that adequate internal controls are
implemented.

We assess the level of assurance provided by these assurance providers based on the status
of internal controls (as reported in section 2.6) and the impact of the different role players on
these controls. We provide our assessment for this audit cycle below.

Findings in relation to record management, quality of supporting documentation and non-
compliance with laws and regulations on financial transactions and performance information
still indicate a need for further improvement in monitoring internal controls. Material
misstatements on non-current assets, current assets and disclosures on irregular expenditure
and water distribution losses were identified during the audit which resulted in a disclaimer of
opinion. Recongilliation and reviews were not performed by management and that resulted to
the findings raised.

In addition, irregular expenditure and fruitless and wasteful expenditure is still being incurred
by the municipality and senior management should ensure that proper systems are putin place
to prevent and detect irregular expenditure and fruitless and wastefull expenditure.
Futhermore, management should institute consequence management in order to prevent such
non-compliance.

Accounting officer:

106.

The Municipal Manager attended the audit steering commitiee meetings and displayed
commitment throughout the audit process through regular interactions with senior
management and municipal staff. His intervention when there were serious delays in the
submition of information to auditors resulted in improvement in submission of information
however this was very late during the audit process.The internal control deficiencies identified
in relation to governance, risk management activities and the performance management
system indicate that improvement is required for all administrative responsibilities. tn addition,
lack of implementing consequence management for poor performance contributed to the
regression in the audit outcome in the current year

Mayor:

107.

108.

The Mayor provided general political guidance over fiscal and financial affairs of the
municipality throughout the financial year and monitored to the extent provided in the MFMA,
but the delay in the appointment of CFO indicated the lack of oversight over the feeling of the
key positions as the resposibilites of the CFO were not excercised fully.

In addition, the Mayor provided general political guidance over the budget and integrated
development plan (IDP) processes and ensured that all reasonable steps are taken to ensure
that the municipality performed its constitutional and statutory functions within the limits of the
municipality’s approved budget.




109. However the Mayor did not ensure that irregular, fruitless and wasteful expenditure was
investigated. Furthermore the Mayor did not ensure stability in management as there was a
vacancy for Municipal Manager throughout the year.

Second level of assurance
Internal audit unit:

110. Legislation in South Africa requires the establishment, roles, and responsibilities of internal
audit units. Internal audit units must form part of the internal control and governance structures
of the municipality and must play an important rote in its monitoring activities. Internal audit
must provide an independent assessment of the municipality’s governance, risk management
and internal control processes.

111. The internal audit unit of a municipality must prepare a risk-based audit plan and internal audit
programme for each financial year. It must advise the accounting officer and report to the audit
committee on implementation of the internal audit plan and matters relating to internal audit;
internal confrols; accounting procedures and practices; risk and risk management;
performance management; loss control and compliance with the MFMA. The internal audit unit
must also perform such other duties as may be assigned by the accounting officer

112. Although internal audit reports, were submitted to audit committee and management as
planned as planned, these reports did not have an effect on the outcome of the audit ans
internal audit recommendations were not implemented. These reports were utilised by the
external auditors to identify risks. In addition, management responses to internal audit findings
are inadequate which reduces the ability of internal audit to provide assurance.

Audit committee:

113. The audit committee must be an independent advisory body to the council, accounting
authority and accounting officer and the management and staff of the municipality on matters
relating to internal financial control and internal audits; risk management; accounting policies;
the adequacy, reliability and accuracy of financial reporting and information; performance
management; effective governance; the MFMA and any other applicable legislation;
performance evaluation and other issues.

114. The audit committee is also expected to review the annual financial statements to provide an
authoritative and credible view of the municipality, its efficiency and effectiveness and its
overall level of compliance with the applicable legislation.

115. An increase in oversight responsibilities is required to address deficiencies around the
functioning of internal audit, risk management activities, the material misstatements,
predetermined objectives and compliance with laws and regulations as detailed in this report.
In addition, the annual financial statements that were reviewed by the audit committee still
include material misstatements on non-current assets, current assets, revenue, disclosures
on commitments and irregular expenditure which resulted in an in a disclaimer of audit
opinion.Due to the fact that management are not responding adequately to internal audit findings, this
also has an impact on the assurance that the audit committee provides.

Municipal council:

116. The municipal council was politically stable and matters around financial and non-financial
matters were discussed during council meetings. Council ensured that the governance
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structures like MPAC and the audit committee exists throughout the financial year and fully
understands the role and responsibilities of these commiittees. In addition, Council maintained
an accountable government and ensured that services are rendered to the communities.
Council did not always follow up to ensure that management and MPAC are held accountable
and also did not ensure that the vacant key management posts are filled to ensure that financial
statements are free from material misstatements. Furthermore council did not ensure that
unauthorised, irregular, fruitess and wasteful expenditure from the prior years was
investigated and dealt with by council.

Municipal public account committee (MPAC):
117. There were cases of irregular expenditure, fruitless and wasteful and unauthorised expenditure

that were identified in the prior year and the current year that were never investigated by MPAC
in order to recover the financial loss incurred.

STATUS OF IMPLEMENTING COMMITMENTS AND RECOMMENDATIONS

118. Below is our assessment of the progress in implementing the commitments made by the
municipality to address the previous and current years’ audit findings.

No. Commitment Made by Date Origin of Status
commitment
1 Prepare Audit Action plan for all . Acting 30 January 2017/18 Audit | Partially met
201718 audit findings Municipal 2019 report
Manager
Manager: S
Sinyanya
2 Submit financial statements, annual Acting 31 August Audit strategy | Met
performance report and other Municipal 2019 meeting
information to be included in annual | Manager
report from for audit i .
3 Submit 2017/2018 prior year ! Acting 31 April 2019 | Audit Strategy | Not Met i
adjustments for faudit I Municipal meeting :
| Manager |
4 Submit consolidated financial | Acting 30 Audit strategy | Met 1
statements and annual performance ;| Municipal September meeting ‘
report ‘ Manager 2019 ;

119. 15 audit recommendations accepted by management in the previous year on matters included
in the auditor's report and other important matters were implemented, or alternative actions
were taken to resolve the finding as indicated in note 45 of the annual financial statements
(2018/19)

120. 23 recommendations are still being implemented and 21 have not been addressed, or very
limited progress has been made.

121. Details on the status of implementing the previous year(s) recommendations are provided in
section 10, which summarises the detailed audit findings.

SECTION 4: Specific focus areas

FINANCIAL VIABILITY

122. Our audit included a high-level overview of the municipality’s financial viability as at year-end.
The financial viability assessment provides useful information for accountability and decision-
making purposes and complements the financial statements by providing insights and
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perspectives thereon. The financial viability assessment is expected to enhance timely
remedial decision-making and policy reforms where financial viability may be at risk. It will also
highlight to management those issues that may require corrective action and the urgency and
magnitude of the reforms and decisions necessary to maintain operations. The information
should be used to complement, rather than substitute, management's own financial
assessment.

FINANCIAL VIABILITY ASSESSMENT

AS AT 30 JUNE AS AT 30 JUNE
2019 2018

OVERALL ASSESSMENT

(Concerning)

* This (these) amount(s) has (have) been adjusted for uncorrected misstatements that resulted

in the modification of the audit opinion and will therefore not agree with the financial statement
amounts.

** This amount excludes the portion of next year’s budgeted resources that is budgeted to be
spent on “employee costs” and “remuneration of councillors”,

High-level comments

123. We have expressed a disclaimer of audit opinion on the financial statements. Consequently,
the information in the financial statements is not sufficiently reliable to enable us to perform
meaningful analyses of individual financial viability indicators. Our assessment of the
Municipality’s financial viability is therefore limited to an ‘unfavourable’ overall assessment,
indicating that intervention is required.

PROCUREMENT AND CONTRACT MANAGEMENT

124. The audit included an assessment of procurement processes, contract management and the
related controls in place. These processes and controls must comply with legislation to ensure
a fair, equitable, transparent, competitive and cost-effective supply chain management (SCM)
system and to reduce the likelihood of fraud, corruption, favouritism and unfair and other
irregutar practices. A summary of the findings from the audit are as follows:

Irregular expenditure

125. R87 million (100%) of the irregular expenditure incurred in the current financial year was as a
result of the contravention of SCM legislation. Further irregular expenditure amounting to R7.7
million was also identified in the current year during the audit process and not detected by the
municipality’s monitoring processes. The root causes of the lack of effective prevention and
detection are accountability and proper records management. Where irregular expenditure
was incurred, there was supporting documentation that all goods and services were however
received.
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Awards to persons in the service of the state

126. Regulation 44 prohibits awards to persons in the service of the auditee (i.e. employees and
coungcillors), persons in the service of any other state institution and entities owned/managed
by them. The audit included the identification of such prohibited awards. Further testing was

also performed to determine whether the legislated requirements with regard to declarations
of interest were adhered to.

127.  The findings were as follows:

Further non-compliance or irregularities regarding
the awards
Number Officia-li
Number | and Number Supplier | Official | Souncilor
Finding and value | positions | of Supplier did | did not councill involved
of awards | of official/i suppliers | not submit declare or did in
made couneillor| identified | declarations | interest not awiardin
identified of interest (false declare the g
declaration)| interest contract/
uotation
Awards to 13 13 13 5 8
persons in the
service of other | & 934 302 ‘
state
institutions

Awards to close family members of persons in the service of the state

128. Awards to providers owned/managed by close family members of persons in the service of
the state, whether at the municipality or any other state institution, are not prohibited.
However, such awards of more than R2 000 must be disclosed in the financial statements of
the municipality for the sake of transparency and as required by SCM regulation 45. The
audit included the identification of awards to close family members. Further testing was
performed to determine whether the financial statement disclosure was made and the
legislated requirements with regard to declarations of interest were adhered to.

129. No awards were made to providers owned/managed by close family members of persons in
the service of the state.

Procurement processes

130. The table below is a summary of findings identified on procurement processes:

Total Quotations Contracts
Number Value R Number Value R Number Value R
Awards selected 60 307 362 268 | 38 2108 973 22 305 243 294
for testing

Expenditure 45 529 966 1 507 266 44 022 700
incurred on - B
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[ selected awards —
: current year

Limitations — ] 10 0 0 0 0
awards selected i
but could not be
tested '

Awards on which | 18 141477993 | & 638 035 13 140 839 958
non-compliance
was identified

Irregular 13 6 372 597 5 594 035 8 5778 562
expenditure

identified

Instances of 0 0 0 0 0 0
irregular

expenditure where
goods/ services
were not received

Procurement processes — general

e 3 awards with a value of R552 545 were procured without inviting at least the minimum
prescribed number of written price quotations from prospective suppliers, and the deviation was
approved even though it was possible to obtain the quotations.

o 2 contracts with a value of R713 196 were procured without inviting competitive bids, and the
deviations were approved even though it was practical to invite competitive bids.

« Invitations for competitive bids for the procurement of 1 contract with a value of R11 954 636.46
were not advertised for the required minimum number of days.

« 1 contract and 2 quotations to the values of R516 088 and R85 490 respectively were awarded
based on criteria that differ from the original specifications.

Local content and production (designated sectors)

» Specifications for 1 award with a total value of R1 474 894 did not stipulate the minimum
threshold for local production and content.

Contract management

o The performance of 15 contractors or providers was not monitored monthly. The total value of
related contracts was R316 081 271

e The contract performance and monitoring measures and methods applied in monitoring 15
contracts with a total value of R316 081 271 were insufficient to ensure effective contract
management.

Internal control deficiencies

131. The majority of the findings identified relate to lack of review and monitoring of compiiance with
applicable laws and regulations. As a results most of the finding were due to misinterpretation of
relevant laws and regulations relating to Procurement and contract management.
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132. The primary responsibility for preventing and detecting fraud rests with management and those
charged with governance. We are responsible for obtaining reasonable assurance that the
financial statements are free from material misstatement, whether caused by fraud or error, and
to issue an auditor's report that inciudes our opinion. Due to the inherent limitations of an audit,
there is a risk that some material misstatements, including fraud, may not be detected.

133. Below is a summary of fraud risk factors identified during the audit that should be addressed to

ensure that sufficient controls are in place to prevent material misstatement and non-compliance
due to fraud.

e The CFO was suspended due to alleged financial misconduct.

134. The MFMA and its regulations clearly stipulate that matters such as incurring unauthorised,
irregular and fruitless and wasteful expenditure; the possible abuse of the SCM system (including
fraud and improper conduct); and allegations of financial misconduct should be investigated.
Disciplinary steps should be taken based on the results of the investigations. Our audits included
an assessment of the municipality’s management of consequences. The significant findings are
provided below:

Measures to manage consequences

135. The following measures were not implemented to ensure that the environment is conducive to
effective consequence management:

« The municipality did not adopt systems (policies) to investigate allegations of misconduct;
and disciplinary procedures.

s There was no code of conduct that addresses ethical behaviour by councillors.
Ongoing investigations
136. There are currently no investigations at the municipality
Sanctions/recommendations not implemented for completed investigations

137. There are currently no sanctions and or recommendations not implemented for completed
investigations.

Failure to properly deal with allegations reported in the prior year

138. The table below provides a summary of transgressions from the previous year that were either
not investigated or proper disciplinary steps were not taken after investigation.

Unauthorised, irregular and fruitless and wasteful expenditure

o Al 2 LA [T
YRR gy

I Unauthorised expenditure

i Unauthorised expenditure identified in the previous year was not investigated to 616 684 082
determine whether any person was liable for the expenditure
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Irregular expenditure

Irregular expenditure identified in the previous year was not investigated to determine if 1382073473
any person was liable for the expenditure

Fruitless and wasteful expenditure

Fruitiess and wasteful expenditure identified in the previous year was not investigated to | 3 854 654
determine whether any person was liable for the expenditure

Allegations of financial misconduct, fraud and improper conduct in SCM

= 35
ERERRENY |

Allegations against senior manager (municipalities only)

Confirmed cases of financial misconduct that constituted a crime committed by senior 1
managers were not reported to the SAPS

Transgressions reported to management for investigation

139. During the previous year's audit, we reported findings relating to transgressions by officials or
other role players, for management to investigate. During the current year audit, we performed
follow-up tests to determine whether the matters reported were dealt with by management.

140. The table below provides a summary of the transgressions reported in the previous year and the
year under review that must be investigated and disciplinary steps taken based on the resuits of
the investigations.

Ay e P B Y .
BT R TS R A P I I EYCRE TR L T S

o i R eI RS S R T et

A: Improper conduct in SCM by
suppliers

Supplier submitted false 10 0 0 5 304 698
declaration of interest

B: Improper conduct in SCM by
officials / role players

Payments made to suppliers who 0 0 0 1 1153 110
failed to deliver

Official failed to disclose theirown | 1 0 0 0 0
interest or that of close family
members, partners or associates

Other improper conductin SCMby | 0 0 0 2 100 000
officials or SCM role players
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141. Unauthorised, irregular and fruitless and wasteful expenditure disclosed in notes 39, 40 and 41
fo the financial statements must be investigated to determine whether any official is liable for
losses incurred as a result of this expenditure. Disciplinary steps must be taken against officials
who caused or permitted the unauthorised, irregular and fruitless and wasteful expenditure and
losses incurred must be recovered from the person liable.

142. Interms of section 225 of the IESBA code, we have a responsibility to consider reporting identified
and suspected non-compliance with laws and regulations to an appropriate authority. The
following matter has been escalated to the council for them to ensure that appropriate steps are
taken to address the non-compliance:

143. Investigations into the allegations against the CFO were concluded in May 2019 and it was found

that she was responsible for the gross financial misconduct. No further disciplinary process had
been followed by management. The CFO is still on suspension with full pay.

144. The audit included an assessment of the effective use of consultants. In the local government
environment, the partnership between the private and public sectors has become important in
driving strategic goals. To optimise the value of this partnership, we identified areas that need
attention to get the best value for money.

145. The total expenditure on consultants was R2 481 688

146. A summary of the significant findings from the audit is as follows:

Planning and appointment process

« Consultants were appointed without a proper needs assessment.

« The terms of references used when appointing consultants were inadequate as they did not
clearly define the task’s directive, objectives, goals, scope of the assignment, time frames
linked to various tasks, frequency of monitoring actions or required experience and
qualifications.

Internal capacity

« Consultants were appointed even though the skills necessary to perform the project, duty or
study were available within the municipality.

» Consultants were appointed to perform work of a continuous nature for which a suitable
vacant position exists in the establishment and no attempts were made to fill the position..

Performance management and monitoring
e We could not confirm whether the work of consultants was monitored by staff who were
sufficiently skilled and experienced to ensure effective contract management as there was no

monitoring of the consultants.

« Measures to monitor contract performance and delivery were not defined and/or
implemented.
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» Measures applied to monitor consultancy projects were insufficient and could not ensure
effective contract management.

e Material misstatements were identified or findings were raised by the auditors on the work
performed by the consultant or in areas of the consultants’ responsibilities. Some of the
misstatements were subsequently corrected.

Internal control deficiencies

¢ Management must efficiently utilise permanent employees to eliminate the reliance on
consultants. There is no consultancy reduction plan in place at the municipality.

« Management should also have a policy that deals with appointment, management and
monitoring of consultants.

PUBLIC PARTICIPATION

» As part of the audit of predetermined objectives we audit compliance with the provisions of
the Municipal Systems Act relevant to community participation. No findings were identified

CONDITIONAL GRANTS

147. For the financial year under review, the audit included an assessment of the effectiveness of the
municipality’s use of the following conditional grants received:

» Municipal infrastructure grant
» Regional bulk infrastructure grant
o Water services infrastructure grant

148. For each of the grants tested as per the table above, we selected key projects funded by the grant
and audited the use of grants on the projects. The audit findings raised on each project are
reported in the table below.
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Key projects funded by the grant

Summary of

selected key Details , . E

project and Details Details Details

result of testing

Municipal Infrasfructure . . Water Services
Municipal Regional Bulk

NameTeffgrant e Infrastructure Grant | Infrastructure Grant ggistructure

Project/initiative | Upgrading of Cala Cluster 2 Nkolonaa Tsomo river abstraction Jiputha

funded by the waste water freatment & Sikhwanaeni g and water treatment works |} Makhikhi water
_grant works q contruction supply scheme

Audit findings

Planned

for the selected
project were not
achieved

completion target

Project stage of
completion was
not assessed

Project stage of
completion
assessed by the
municipality is
incorrect

Findings on the
procurement of
goods and
services for the
project

Misstatements
on the
accounting for
the expenditure
relating to the
project

Payments were
made for
goods/services
not received

WATER AND SANITATION SERVICES

municipality. Procedures were performed in relation to the following:

» Performance planning and reporting on the provision of water and sanitation services

» Planning and budgeting for water and sanitation infrastructure, including, routine

maintenance and new infrastructure
» Water quality

149. The audit included an assessment of the water and sanitation service delivery objective of the
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* Reporting on water losses
¢ \Waste water management

s Key water and sanitation infrastructure projects

150. A summary of the significant findings from the audit are as follows:

Planning and reporting on the provision of water services

¢ The targets for the provision of water services were not achieved.
Planning and budgeting for routine maintenance of water infrastructure

¢ A policy on routine maintenance of water infrastructure was not developed.
Reporting on water losses

« Sufficient appropriate audit evidence could not be submitted to determine if water losses
were correctly calculated and agree to supporting documentation.

Water services
Planning and reporting on the provision of water services

¢ The table below summarises whether key performance indicators for the provision of water
services were achieved, measurable, relevant and whether the reported achievements were

reliable
Planned KPI1 ard target as per | Achievemen of KPI and target Reported
IDP/SDBIP target as per measurable and achievement is
annual relevant reliable
performance
report
Number of Water reticutation projects O Water reticulation | Yes Yes
completed projects completed
Number of Bulk water supply projects 1 Bulk water supply | Yes Yes
completed project completed (
Gugwini reservoir)
Number of water treatment works 0 Water treatment Yes Yes
completed works
Number of Water Schemes refurbished { 1 Water schemes Yes Yes
refurbished at
(Mabhentseni){(Ward
9 Intsika Yethu)
Number of bulk water replacement 0 Consumer and | Yes No
programmes implemented bulk water '
replacement
programmes
implemented
Planning and budgeting for routine maintenance of new water infrastructure
= A policy on routine maintenance of water infrastructure was not developed.
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Reporting on water losses

» Sufficient appropriate audit evidence could not be submitted to determine if water losses were
correctly calculated and agree to supporting documentation .

Planning and reporting on the provision of sanitation services

« The table below summarises whether key performance indicators for the provision of sanitation
services were achieved, measurable, relevant and whether the reported achievements were

reliable
Planned KPI and target as per IDP / Achievement of | KP! and target Reported
SDBIP target as per measurable and achievement is
annual relevant reliable
performance
report
Number of waste water treatment works 0 Waste water Yes Yes
completed treatment works
Number of waste water projects 0 Waste water Yes Yes
completed projects
completed

Planning and budgeting for routine maintenance of new sanitation infrastructure

» A policy on routine maintenance of sanitation infrastructure was not .
Key water and sanitation infrastructure projects

151. The audit also included an understanding of planning, project management and commissioning
of key water and sanitation infrastructure projects undertaken by the municipality. This included
testing the timelines, spending against budget, compliance with procurement processes,
appropriate recording of transactions in the financial statements and the quality of the goods and
services delivered.

152. The table below summarises the audit findings on the selected key projects.

Cala Bulk
Sanitation
Water Supply Water Supply Services:
Backlog Water Supply Backlog for Upgrading of
Cluster 2: Backlog Cluster | Cluster 9 - Tsomo | the Cala Waste
Project name Nkolonga and 2: RS1 Jiphutha | River Abstraction Water
Sikhanqweni Makiki Water and construction | treatment work
Water Supply supply scheme of the Water including bulk
scheme. Treatment works. pumpstation
and Rising
Mains, Phase 1
Brief description of key | Construction of | Construction of the | Construction of the | Upgrading of the
project | the Resevoir Resevoir tank, Water treatment CALA Waste
tank, Water water reticulation works, including water treatment
reticulation network pipelines the construction of | works and
network (including the Pump stations and | construction
| pipelines pressure valves Reservoir tanks (upgrade) of
| (including the and gravity mains _| with their bullk
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Cala Bulk
Sanitation
Water Supply Water Supply Services:
Backlog Water Supply Backlog for Upgrading of
Cluster 2: Backlog Cluster | Cluster 9 - Tsomo | the Cala Waste
Project name Nkolonga and 2: RS1 Jiphutha | River Abstraction Water
Sikhanqweni Makiki Water and construction | treatment work
Water Supply supply scheme of the Water including bulk
scheme. Treatment works. pumpstation
and Rising
Mains, Phase 1
pressure valves | supplying the two reticulation pumpstation and
and gravity villages) networks. their reticulation
| mains supplying networks.
the two villages)
Source of funding MIG WSIG RBIG MIG
Project commenced as | The project The project The project The project
planned { commenced on | commenced on 01 | commenced on 21 | commenced on
18 November March 2017 December 2017 21 December

2015

2017

Project completed i The project was | N/A — project is still | N/A — project is still | N/A — project is

within defined duration | practically in progress in progress still in progress

(applicable if ; completed on 18

completed) June 2019

Status of completion N/A — projectis | 80% completion 75% completion Could not

(applicable if WIP) | practically determine as

completed contract was

terminated

Available budget for R 27 000 000.00 | R 8 682 130 R 75 000 000 N/A — project

the year was not under
implementation
plan.

Actual amount spentin | R 1 843 768 R 8 981 554 R 44 753 203 R 1 041 429

current year

Total project budget R 27 425 746 R 19 322 203 R 195 896 967 R 82 297 516

(multi-year) — original /

revised

Actual amount spent R 27 724 355 R 19 499 521 R 166 423 971 R 53 545 058

from inception to date

Audit findings

Significant
overspending or
underspending on
budget available for the
year

Significant
overspending or
underspending on total
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Cala Bulk
Sanitation
Water Supply Water Supply Services:
Backlog Water Supply Backlog for Upgrading of
Cluster 2: Backlog Cluster | Cluster @ - Tsomo | the Cala Waste
Project name Nkolonga and 2: RS1 Jiphutha | River Abstraction Water
Sikhanqweni Makiki Water and construction | treatment work
Water Supply supply scheme of the Water including bulk
scheme. Treatment works. pumpstation
and Rising
Mains, Phase 1

project budget {multi-
year)

Findings on the
precurement of goods
and services for the
project

Overall quality of the
project management
was poor or not
acceptable

Findings on
consequence
management

Findings on fraud

Prior year findings not
addressed (if
applicable)

Goods and services
delivered on project of
poor or sub-standard
quality

Findings on
commissioning of the
completed project

Findings on
accounting for the
project (annual
financial statements)

Spending not aligned
to stage of completion

Budget spent but
project milestones not
achieved

Findings on grant
spending

Findings on fruitless
and wasteful
expenditure in relation
to the project

Findings on irregular
expenditure incurred
on the project
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Cala Bulk
Sanitation
Water Supply Water Supply Services:
Backlog Water Supply Backlog for Upgrading of
Cluster 2: Backlog Cluster | Cluster 9 - Tsomo | the Cala Waste
Project name Nkolonga and 2: RS1 Jiphutha | River Abstraction Water
Sikhangqweni Makiki Water and construction | treatment work
Water Supply supply scheme of the Water including bulk
scheme. Treatment works, pumpstation
and Rising
Mains, Phase 1

Infrastructure / facility
not utilised for intended
purpose

Infrastructure / facility
not utilised af ail or
under utilised

153. The planned upgrades of the water treatment works in Cala has been drastically delayed. The
contractor was appointed on 01 March 2017. The contract duration was 36 months (3 years),
however the project was not timeously completed due to slow progress made by the contractor.
The expected completion date was 18 November 2018 however the project was not completed
to date and the contract was terminated on 14 June 2018.

154. The eradication of the Water backlogs in Cluster 2 for Jiphutha and Makhikhi villages were not
completed timeously as well. The contractor was appointed on 30 October 2016 and the project
actually commenced on 01 March 2017. The contract expected completion date after it was
revised was on the 30 November 2018. This milestone was never met for completion of the project
due to the supplier progress being slow.

155. The planned construction works for the Tsomo Water treatment works and its River Abstraction
villages were not completed timeously as well. The contractor was appointed on 30 October 2016
and the project actually commenced on 21 December 2017. The revised expected completion
date was 29 June 2019. The contract expected completion date was not met for the project as
well.

156. The following quality concerns were identified upon verification of the Cala Water Treaiment
works.

» Significant structural damages concern due to the site being abandoned after termination of
the contractor’s contract.

« Significant upgrades still not conducted to date as per the expected specification of the
contract to date.

157. There were irregular expenditure during the current year raised for Jiputha Makhikhi and Tsomo
River Abstraction and treatment work construction amounting to R9 450 033 and R44 753 203
respectively due to the open-ended supplier contracts. Management has not disclosed such
irregular expenditure during the year.

» Planning and budgeting of the projects

o Execution of the projects, including procurement and contract management, actual spending,
project and consequence management
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Quality of infrastructure
Commissioning of completed projects and accounting

Money used for its intended purposes with reference to the budget utilisation, stage of
completion and achievement of the project milestones. Taking into consideration the reasons
for and impact of delays and quality and contract breaches on the overall quality and progress
of the projects.

SECTION 5: Using the work of internal auditors

158. The auditing standards allow external auditors the optional use of the work of internal audit for
external audit purposes and for direct assistance. We have used the following internal audit
reports for risk identification and not to amend the nature, timing and extent of audit procedures:

Stores Management
Operations & Maintenance
SMME

FireService and Management
Expenditure Management
Contract Management

Revenue Management

159. Performance Management System

Risk Management

Loss Confrol
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SECTION é: Emerging risks

Accounting, performance management/reporting and compliance matters

New pronouncements

Standards of GRAP

| The ASB has issued the fol.l.dwmg GRAP pronouncements, with effective dates Effective date
as Indicated.GRAP pronouncement

| GRAP 18 - Segment reporting 1 April 2020

' GRAP 20 - Related-party disclosures 1 April 2019
GRAP 32 - Service concession arrangements: grantor 1 April 2019
GRAP 34 - Separate financial statements 1 April 2020
GRAP 35 - Consolidated financial statements 1 April 2020
GRAP 36 - investments in associates and joint ventures 1 April 2020
GRAP 37 - Joint arrangements 1 April 2020
GRAP 38 - Disclosure of interests in other entities 1 April 2020

GRAP 104 - Financial instruments (Revised April 2019)

To be determined

housing programme

GRAP 108 - Statutory receivables 1 April 2019
GRAP 109 - Accounting by principals and agents 1 April 2019
GRAP 110 - Living and non-living resources 1 Aprit 2020
IGRAP 1 Applying the probability test on initial recognition revenue 1 April 2020
(amendments)

IGRAP 17 - Service concession arrangements where a grantor conlrols a 1 April 2019
significant residual inferest in an assef

IGRAP 18 - Recognition and derecognition of land 1 April 2019
IGRAP 19 - Liabiiities to pay levies 1 April 2019
IGRAP 20 Accounting for adjustments to reventue 1 April 2020
Guideline Aggounting for arrangements undertaken in terms of the national 1 April 2019

Guideline Accounting for landfill sites

To be determined

Guideline The application of materiality to financial statements

Voluntary®

L3

voluntary, application is encouraged.

The Guideline on The application of materiality to financial statements was issued in April 2019. The Guideline
is available for immediate consideration, to assist entities to apply the concept of materiality when preparing
financial statements in accordance with Standards of GRAP. Although the application of the Guideline is
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Audit findings on the annual performance report that may have animpacton
the audit opinion in future

160. The planned and reported performance information of selected KPA 2: Basic service delivery and

infrastructure development was audited against the following additional criteria as developed from
the Performance Management Reporting Framework:

Presentation and disclosure — Overall presentation:
« No material findings were identified in respect of the additional criteria.

Relevance — Completeness of relevant indicators:

» One finding was identified on indicator SDI 19.4: Number of fire incidents reports complied and
submitted refer to paragraph 7 above for details

SECTION 7: Entities controlled by the municipality

161. In terms of the MFMA, the municipality has certain oversight responsibilities regarding municipal
entities over which it has control. The audit outcomes of these entities are summarised below.

Name of entity Audit outcome Significant deficiencles in Internal control ]
Financial |Findings on the Findings on Leadership [Financlal and | Governance
statement performance compliance performance
opinion report management

T - t | = €| =
el § | 2|5 -
® E w | E w | E
h o 7] @ 0 [
[ 1] > 1] > Q =
il 2 |82 |32
< < <

Chris Hani No Material finding | Material finding

Development material ! ® @

Agency findings 1 A L

I

L o

® Improved Unchanged « Regressed !

Good Concerning intervention required
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SECTION 8: Ratings of detailed audit findings

162. For the purposes of this report, the detailed audit findings included in annexures A to C have been
classified as follows:

+ Matters to be included in the auditor’s report; these matters should be addressed as a matter
of urgency.

+ Other important matters: these matters should be addressed to prevent them from leading to
material misstatements of the financial statements or material findings on the performance
report and compliance with legislation in future.

e Administrative matters: these matters are unlikely to result in material misstatements of the
financial statements or material findings on the performance report and compliance with
legislation.

SECTION 9: Conclusion

117. The matters communicated throughout this report relate to the three fundamentals of internal
control that should be addressed to achieve sustained clean administration. Our staff remains
committed to assisting in identifying and communicating good practices to improve governance
and accountability and to build public confidence in government’s ability to account for public
resources in a transparent manner.

Yours faithfully

17 December 2019

Enquiries: Bongani Mashiga
Telephone: 043 709 7200

Fax: 043 709 7300

Emaik: bonganima@agsa.co.za
Distribution:

Audit committee
Head of internal audit unit
Executive authority
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Annexvure D: Perfformance management and reporting framework

The Performance Management and Reporting Framework (PMRF} consists of the following:
« Legislation applicable to performance planning, management and reporting, which includes
the following:
o MFMA
o Municipal Systems Act, 2000 (MSA)
o Regulations for planning and performance management, 2001, issued in terms of the
MSA.
o Municipal performance regulations for municipal managers and managers directly
accountable to municipal managers, 2006, issued in terms of the MSA.
* The Framework for Managing Programme Performance Information (FMPPI), issued by the
National Treasury (NT). This framework is applicable to all spheres of government,
excluding parliament and provincial legislatures.

» Circulars and guidance issued by the NT regarding the planning, management, monitoring
and reporting of performance against predetermined objectives.
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Annexure E: Auditor-general's responsibility for the audit of the
reported performance information

163. As part of our engagement conducted in accordance with ISAE 3000, we exercise professional
judgement and maintain professional scepticism throughout our reasonable assurance
engagement on reported performance information for selected key performance area.

164. We are independent of the municipality in accordance with the International Ethics Standards
Board for Accountants’ Code of ethics for professional accountants (IESBA code) together with
the ethical requirements that are relevant to our audit in South Africa. We have fulfilled our other
ethical responsibilities in accordance with these requirements and the IESBA code.

165. In accordance with the International Standard on Quality Control 1, the Auditor-General of South
Africa maintains a comprehensive system of quality control that includes documented policies
and procedures on compliance with ethical requirements and professional standards.

166. In addition to our responsibility for the assurance engagement on reported performance
information as described in the auditor’s report, we also:

= identify and assess risks of material misstatement of the reported performance information,
whether due to fraud or error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our
opinion. In making those risk asséssments, we consider internal control relevant to the
management and reporting of performance information per selected key performance area
in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the municipality’s internal
control.

e evaluate the documentation maintained by the municipality that supports the generation,
collation, aggregation, monitoring and reporting of performance indicators and their related
targets for the selected key performance area.

» evaluate and test the usefulness of planned and reported performance information,
including presentation in the annual performance report, its consistency with the approved
performance planning documents of the municipality and whether the indicators and related
targets were measurable and relevant.

« evaluate and test the reliability of information on performance achievement to determine
whether it is valid, accurate and complete.
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COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

167. We communicate with the accounting officer regarding, among other matters, the planned scope

and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

168. We also confirm to the accounting officer that we have complied with relevant ethical requirements
regarding independence, and communicate all relationships and other matters that may
reasonably be thought to bear on our independence and, where applicable, related safeguards.
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Annexure F: Assessment of internal controls

Below is our assessment of implementing the drivers of internal control based on significant
deficiencies identified during our audit of the financial statements, the annual performance report
and compliance with legislation. Significant deficiencies occur when internal controls do not exist,
are not appropriately designed to address the risk, or are not implemented. These either had caused,
or could cause, the financial statements or the annual performance report to be materially misstated,
and material instances of non-compliance with legislation to occur.

The internal controls were assessed as follows:

@ The required preventative or detective controls were in place.

=

Progress was made on implementing preventative or detective controls, but
@ improvement is still required, or actions taken were not or have not been
sustainable.

Internal controls were either not in place, were not properly designed, were not
@ implemented or were not operating effectively. Intervention is required to design
and/or implement appropriate controls.

The movement in the status of the drivers from the previous year-end to the current year-end is

indicated collectively for each of the three audit dimensions under the three fundamentals of internal
control. The movement is assessed as follows:

4 improved

&) | Unchanged

\'T} Regressed

Financial statements Performance Compliance with
reporting legislation
Current |Prior year| Current |Prior year| Current Prior year
year year year
Leadership
Overall movement from previous assessment .', ‘ o

» Provide effective leadership based on a culture @; @ @\ @ @ @

of honesty, ethical business practices and ;
good governance, and protecting and
enhancing the best interests of the entity

« Exercise oversight responsibility regarding @ @ @ @ @ @|

financial and performance reporting and L, s
compliance as well as related internal controls I
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T
Financial statementsi

Performance Compliance with

reporting legislation
Current |Prior year| Current |Prior year| Current |Prior year
year year year

= Implement effective human resource
management to ensure that adequate and
sufficiently skilled resources are in place and
that performance is monitored

®

®

©

®

®

©

Establish and communicate policies and
precedures to enable and support the
understanding and execution of internal control
objectives, processes and responsibilities

&

©

®

©

®

®

Develop and monitor the implementation of
action plans to address intermal control
deficiencies

@

&

®

@

Establish and implement an information
technology governance framework that
supports and enables the business, delivers
value and improves performance

N/A

N/A

N/A

N/A

Financial and performance management

Overall movement from previous assessment

* Implement proper record keeping in a timely
manner to ensure that complete, relevant and
accurate information is accessible and
available to support financial and performance
reporting

Implement controls over daily and monthly
processing and reconciling transactions

Prepare regular, accurate and complete
financial and performance reports that are
supported and evidenced by reliable
information

Review and monitor compliance with
applicable legislation

Design and implement formal controls over
information technology systems to ensure the
reliability of the systems and the availability,
accuracy and protection of information

N/A

N/A

N/A

N/A

Governance

Overall movement from previous assessment

=

» Implement appropriate risk management
activities to ensure that regular risk
assessments, including the consideration of
information technology risks and fraud
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Financial statements

Performance
reporting

Compliance with
legislation

Current (Prior year
year

Current |Prior year
year

Current |Prior year
year

prevention, are conducted and that a risk
strategy to address the risks is developed and
monitored

Ensure that there is an adequately resourced
and functioning intemal audit unit that identifies
internal control deficiencies and recommends
corrective action effectively

Ensure that the audit commitiee promotes
accountability and service delivery through
evaluating and monitoring responses to risks
and overseeing the effectiveness of the
internal control environment, including financial
and performance reporting and compliance
with legislation

‘I
’

‘9
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