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Management report to the accounting officer on the audit of the Chris
' Hani District Municipality for the year ended 30 June 2021

INTRODUCTION

-

1. The purpose of the management report is to communicate audit findings and other key audit
observations to the accounting officer and to provide a summary of the material irregularities
and suspected material irregularities of which the accounting officer was notified. The report
does not constitute public information.

2. The management report includes audit findings arising from the audit of the financial
statements, performance information and compliance with legisiation for the year ended 30
June 2021. These findings were communicated to management and this 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:

e e@xpress an opinion on the financial statements

e express an opinion in the management report on the usefulness and reliability of the
reported performance information for selected programmes, 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 25 of 2004 (PAA).

« notify the accounting officer of any material irregularity or suspected material irregularities
identified during the audit, and repert on it in the auditor’s report.

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

4. 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.

5. 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.

6. Please note that the information contained in these documents is confidential, privileged and
only for the information of the intended recipient(s). It 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 of South Africa, the AGSA is fully
indemnified from liability that may arise from such contravention.
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7. The figure that follows provides a pictorial summary of the audit results and our key
messages on how to [improve/sustain] the audit outcomes, with the focus on the following:’

o Status of the audit outcomes

» Status of the level of assurance provided by key role players

+ Status of the drivers of internal controls

o Status of risk areas

» [Root causes to be addressed / Best practices that should be maintained]

Movement from the previous year is depicted as follows:?
/ T Improved

{ & Unchanged / slight improvement / slight regression

! & Regressed
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OVERALL MESSAGE

8. The outcome of the municipality stagnated on a disclaimer for a consecutive number of years,
as there were repeat qualfications on revenue and receivables from exchange transactions,
irregular expenditure, property plant and equipment, VAT receivable, unspent conditional
grant, trade payables and other payables and expenditure.

9. The municipality continues to experience challenges in the preparation of financial statements,
as the quality of the financial statements are still poor and numerous recurring material
misstatements were identified during the audit.

10. This was mainly due to the fact that the audit action plan did not address the actual root
causes of the findings, and was not adequately implemented to ensure that there were no
repeat findings.

11. The daily and monthly reconciliation processes were not effective in reducing the errors
identified in the financial statements; further to this there was inadequate record keeping for
timely retrieval of information to support the financial statements, which contributed to the
increase in the number of material misstatements that were identified in the financial
statements submitted for audit.

12. Interventions are required in all key risk areas of the municipality, as well as on the design,
implementation and monitoring of the internal controls relevant to the preparation of the
financial statements and annual performance report and compliance with the relevant laws
and regulations. The internal control environment has slightly regressed compared to the prior
years, specifically around the regression in performance information.

SECTION 1: Interactions with stakeholders responsible for oversight and
governance

13. 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 reviews of the municipality:

Key stakeholder Purpese of interaction Number of
interactions.

Municipal council To present the prior year audit report 1

Executive mayor | To present the overall audit status and material audit 1

findings identified

Municipal manager Presentation of engagement letter, audit strategy and update 6
on audit status through audit steering committee meetings.

Presentation of draft management report

Audit committee Presentation of audit strategy, update on audit status and 2
presentation of material misstatements. Presentation of draft
audit report.




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

The assessment and implementation of the municipality’s audit action plan

Possible stagnation in audit outcomes due to slow progress in addressing prior year root
causes

The impact of prior year uncorrected misstatements on current year audit opinion.
Turnaround time for submission of requested information and management responses to
communication of audit findings

Status of the audit and the impact of the audit findings communicated to management

15. 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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Management report of Chris Hani District Municipality

Matters to be brought to the attention of users

Emphasis of matter paragraphs

18. The following emphasis of matter paragraphs will be included in our auditor’s report to draw
the users’ attention to matters presented or disciosed in the financial statements:

Restatement of corresponding figures

19. As disclosed in note 43 to the financial statements, the corresponding figures for 30 June
2020 have been restated because of errors in the financial statements of the municipality at,
and for the year ended, 30 June 2021.

Other matter paragraph

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

Unaudited disclosure notes

21. Interms of section 125(2)(e) of the MFMA, the municipality 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.

Audit of the annual performance report

22. Interms of the general notice issued in terms of the PAA, the opinion on the audit of reported
performance 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 will
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

23. We have undertaken a reasonable assurance engagement on the reported performance
information for the following selected Key Performance Area presented in the Municipality's
annual performance report for the year ended 30 June 2021:

Pages in annual

Fe s [ “ i i ’ﬁ
D (T Opinion iowsiment

Key Performance Area

KPA 2 Basic Service Delivery and Qualified
Infrastructure Development opinion

LS

D
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Management report of Chris Hani District Municipality

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

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

KPA 2 Basic Service Delivery and Infrastructure Development

Qualified

26. In our opinion, except for the effects of the matter described in the basis for qualified opinion
section of my report, the reported performance information for Basic Service Delivery and
Infrastructure Development is useful and reliable, in accordance with the applicable criteria as
developed from the performance management and reporting framework as set out in
annexure D fo this report.

Basis for qualified opinion
Various indicators

27. For the following indicators, measures taken to improve performance could not be

corroborated:
. Indicator Code Remedial Action
SDI 1 — number of households served with quality Measures taken to improve performance were not
basic water disclosed in the APR
SDI 6 — number of households served with safe Committees to process bid SMME to commence
basic sanitation work In the 2021-22 financial year.
Other matter

28. We draw attention to the matters below. Our opinion is not modified in respect of this matter.

Achievement of planned targets

29. Refer to the annual performance report on page(s) x to x; x to x for information on the
achievement of planned targets for the year. This information should be considered in the
context of the qualified opinion expressed on the usefulness and reliability of the reported
performance information in paragraphs 28 to 31 of this report.

‘l
(]
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Management report of Chris Hani District Municipality

Res

30.

Aud

ponsibilities of the accounting officer for the reported performance information

The accounting officer is responsible for the preparation of the annual performance report in
accordance with the prescribed performance management and reporting framework 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

itor-general’s responsibilities for the reasonable assurance engagement on the

reported performance information

31.

32.

33.

Our objectives are to obtain reasonable assurance about whether the reported performance
information for the selected Key Performance Area presented in the annual performance
report is free from material misstatement, and to issue a management report that includes our
opinion. 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 usefulness and reliability of 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 examine whether
the actions taken by the municipality enabled service delivery. Our procedures do not extend
to any disclosures or assertions relating to the extent of achievements in the current year or
planned performance strategies and information in respect of future periods that may be
included as part of the reported performance information. 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.

‘ Py
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Audit of compliance with legislation

34. 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.

Annual Financial Statements, Performance Reports and Annual Reports

35. The annual financial statements submitted to be audited were not prepared in all material

respects in accordance with the requirements of section 122(1) of the MFMA

Material misstatements identified by the auditors in the submitted financial statements were
not adequately corrected and the supporting records could not be provided subsequently,
which resulted in the financial statements receiving a disclaimer audit opinion.

Expenditure Management

36. Reasonable steps were not taken to prevent irregular expenditure, as required by section

37.

38.

39.

62(1)(d) of the MFMA. The expenditure disclosed does not reflect the full extent of the
irregular expenditure incurred, as indicated in the basis for disclaimer paragraph. The majority
of the disclosed irregular expenditure was caused by the extension of contracts without
following necessary supply chain management (SCM) regulations, procurement not being in
line with SCM regulations 12(3), 32 and 36, and preferential procurement regulation 8(5).

Reasonable steps were not taken to prevent fruitless and wasteful expenditure of R456 109
(2020: R683 798) disclosed in note 38 to the financial statements, in contravention of section
62(1)(d) of the MFMA, The majority of the disclosed fruitless and wasteful expenditure was
caused by interest charged by creditors due to the municipality not paying invoices on due
dates.

Reasonable steps were not taken to prevent unauthorised expenditure of R392,4 million
(2020: R135,6 million) disclosed in note 37 to the financial statements, in contravention of
section 62(1)(d) of the MFMA. The majority of the unauthorised expenditure was caused by
overspending incurred by the municipality in its different votes.

An adequate management, accounting and information system that recognised expenditure
when it was incurred, accounted for creditors and accounted for payments made was not in
place, as required by section 65(2)(b) of the MFMA.

Revenue Management

40.

41.

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

An effective system of internal control for debtors and revenue was not in place, as required
by section 64(2)(f} of the MFMA.

25



Management report of Chris Hani District Municipality

Assets Management

42. 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.

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

Consequence Management

44. Some of the unauthorised expenditure incurred by the municipality was not investigated to
determine if any person is liable for the expenditure, as required by section 32(2)(a) of the
MFMA.

45. Some of the fruitless and wasteful expenditure incurred by the municipality was not
investigated to determine if any person is liable for the expenditure, as required by section
32(2)(b) of the MFMA.

Procurement and contract management

46. Some commodities designated for local content and production were procured from suppliers
who did not submit a declaration on local production and content, as required by the
preferential procurement regulation 8(5).

47. Some commodities designated for local content and production were procured from suppliers
who did not meet the prescribed minimum threshold for local production and content, as
required by the preferential procurement regulation 8(5).

48. Goods or services procured under contracts secured by other organs of state were not
procured in accordance with SCM regulation 32, as the municipality procured beyond the
scope of the original contract.

Conditional Grants

49. Portions of funds received from the municipal infrastructure grant and regional bulk
infrastructure grant were transferred to the Chris Hani Development Agency (CHDA) based on
a payment schedule that was not approved by the National Treasury, as required by section
17(3) of Dora.

Other information

50. 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 financial statements, the auditor’s report and those selected Key Performance Area
presented in the annual performance report that have been specifically reported in the
auditor’s report.

iy



51. 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 on thereon.

52. 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 financial statements
and the selected key performance area presented in the annual performance report, or our
knowledge obtained in the audit, or otherwise appears to be materiaily misstated.

Internal controls

53. The significant deficiencies in internal control that led to our overali assessment of the status
of the drivers of key controls, as included in the figure in paragraph 7, are 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.

Leadership
Effective leadership culture

54. The top leadership was stable during the financial year under audit. There is still inadequate
oversight and accountability to ensure consistent implementation and monitoring of daily,
weekly and monthly controls over financial, performance information and compliance with laws
and regulations as material findings are still identified through the audit process. Leadership
has not implemented a system of consequence management to ensure that the findings on
financial, performance information and compliance with laws and regulations are adequately

dealt with.
Oversight responsibility

55. Management was not always readily available throughout the audit and audit queries were not
always addressed timeously. The municipality are 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 disclamer audit opinion. These differences should have been identified and
corrected before the start of the audit process.

56. 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 paragraph 28 to 31 of this report.

Human resource management

57. An assessment of human resource management has identified the following deficiencies:
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Management report of Chris Hani District Municipality

Management of vacancies

e The overall vacancy rate at year end decreased from 8% in the previous year to 1.8% in
the current year.

¢ Only one senior management position (CFO) were vacant at year-end, which was
subsequently filled on 1 July 2021.

Performance management

¢ No performance management system in place for employees other than senior managers
and managers.

Policies and procedures

58. Despite management having documented policies and procedures to guide the operations,
financial reporting and performance of the municipality, there were numerous instances of
non-compliance with the MFMA, MSA and other pertinent legislation. 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. This is due to
inadequate monitoring, oversight and review processes to ensure that these policies and
procedures are being fully implemented.

Action plans to address internal control deficiencies

59. 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 the root causes of the findings not being adequately addressed to prevent the same audit
findings on financial, non-compliance with laws and reguiations and predetermined objectives.
Management did not develop an action plan to address findings raised by the internal audit
unit.

information technology governance framework

60. Most of the key IT Governance controls were in place and being implemented, however there
was a concern that the municipality did not have an IT Strategy Plan to ensure the alignment
of IT goals to municipal objectives.

Financial and performance management
Proper record keeping

61. Proper record keeping was still a challenge during the financial year under review as
numerous material misstatements were identified during the audit. Some of these
misstatements were resolved during the audit with the submission of additional information,
which was not readily available for audit purposes.
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62. 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.

63. 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.

Daily and monthly processing and reconciling of transactions

64. The municipality did not consistently implement and monitor the required daily and monthly
financial disciplines to ensure that transactions were appropriately recorded and reported, as
required by the financial reporting framework. The lack of financial discipline and monitoring
during the financial year resulted in key reconciliations and processing only being performed
after the financial year-end. This led to numerous material adjustments required to the
consolidated and separate financial statements during the audit process

Regular, accurate and complete financial and performance reports

65. The municipality did not implement financial controls throughout the financial year as
numerous material misstatements were identified in the financial statements submitted for
auditing in respect of receivables from exchange transactions, property plant and equipment,
revenue from exchange transactions, commitments which is an indication that underlying
records were not regularly reconciled with the general ledger accounts. In addition, underlying
records should be reconciled with the general ledger on a monthly basis to ensure that these
are in agreement with the amounts recorded in the annual financial statements.

Compliance monitoring

66. The monitoring of compliance with laws and regulalions was not performed adequately during
the financial year under review due to the municipality not having a system in place to monitor
compliance with all applicable legislation and as a result material findings were identified
during the audit. The non-compliance with laws and regulations could have been prevented
had compliance been properly reviewed and monitored.

Information technology systems

67. The municipal IT environment was concemning, as key IT controls pertaining to IT security
management, user access management, IT service continuity controls and program change
management were inadequately designed and implemented. Some IT policies and procedure
documents were missing critical procedures which affected the implementation of the IT

controis.
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Management report of Chris Hani District Municipality

Governance

Risk management activities and risk strategy

68. The fraud prevention plan was approved in 2008 and was last updated and reviewed in May

2015. Consequently, due to not updating and reviewing the fraud prevention plan during the

financial year under review, controls were not designed and implemented to mitigate risks that

exist over financial, service delivery and compliance processes for the year under review, risk
committee also mets on a quarterly basis to assess the risks.

Internal audit

69.

The internal audit plan for the year under review was approved by the audit committee on 25
October 2020 which is not before the start of the year, however the A unit managed to
implement all the assignments as per the approved plan. 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 which therefore indicates a lack of co-operation from management.

Audit committee

70.

71.

72.

The audit committee was operational during the year. The financial statements were reviewed
prior to being submitted to the external auditors, however their reviews was not effective as
most of the repeat errors from prior year was not identified.

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, there are still challenges regarding the quality and credibility of the
information submitted to the committee by management which is evident from the deficiencies
identified in the control environment that lead to a modified audit opinion, material non-
compliance with laws and regulations and misstatements on the performance information.

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.

Summary

73.

74.

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 auditor’s report as follows:

There was insufficient oversight to ensure consistent implementation and monitoring of
controls over financial, performance information and compliance with legislation. This was
mainly due to a lack of capacity and accountability as well as inadequate communication
between departments within the municipality.
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75.

76.

77

78.

The municipality did not have a proper system of records management for the financial
environment as a whole as material misstatements were identified, resulting in a disclaimer

audit opinion.

The municipality did not have adequate systems to monitor compliance with all applicable
legislation, and as a result, non-compliance with legislation was not prevented. There was
inadequate supervision, monitoring and consequence management in respect of management
of the operations of the municipality.

The reporting with recommendations provided by the internal audit unit was not implemented
timeously and adequately by management to address or reduce findings raised through the
external audit process. In addition, although the audit committee reviews the municipality's
performance management system on a quarterly basis, the reviews were not adequate as
they did not have a positive impact on the improvement in internal controls, as material
findings were still identified through the audit process.

Although the municipality developed an audit action plan to address audit findings, however,
this audit action plan was not implemented throughout the year and therefore resuilting in
recurring material misstatements in the current year.

Material irregularities

79.

80.

81.

In accordance with the PAA and the material irregularity regulations, we have a responsibility
to report on material irregularities identified during the audit.

We have notified the accounting officer of a material irregularity identified during the audit
and the actions the AGSA will take with regard to this material irregularity.

The auditor’s report will include the following summarised information:

Material trregularity in progress:

82.

| identified a material irregularity during the audit and notified the accounting officer, as
required by material irregularity regulation 3(2). By the date of this auditor's report, I had not
yet completed the process of evaluating the response from the accounting officer. This
material irregularity will be included in the next year’s auditor’s report.

Other reporis

83.

We draw attention to the following engagements by various parties that have or could have an
impact on the municipality’s financial statements, reported performance information and
compliance with applicable legislation and other related matters. The reports noted do not
form part of the opinion on the financial statements or findings on the reported performance
information or compliance with legislation.

[
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84. The Hawks are investigating into allegations of maladministration, corruption and tender
irregularities in the procurement process of Ventilated Improved Pits toilet (VIP).

85. At the date of this report, the investigation was still in progress.

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

Assessment of assurance providers

86. 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.

87. 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.

First level of assurance
Senior management: provides limited assurance

88. The implementation and monitoring of internal controls has stagnated in the current year and
senior management has not taken appropriate steps to reduce internal control deficiencies to
the acceptable level.

89. 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, revenue, expenditure and disclosures
on commitments and other disclosures like Prior Period Error and Principle and Agents were
identified during the audit which resulted in a disclaimer of opinion.




Accounting officer: provides limited assurance

90.

o1,

The internal control deficiences identified in relation to governance,risk management activities
and the performance management system indicates that an improvement is required for all
administrative responsibilities.

Moreover the lack of consequence management has contributed immensely to the stagnation
in the audit outcome in the current year

Mayor: provides limited assurance

92.

93.

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.

The mayor is responsible for ensuring that continued guidance over fiscal and financial affairs
is provided to the Municipal Manager and Chief Financial Officer to ensure that the
municipality performs its statutory and constitutional functions. The assurance provided by the
mayor is limited to credibility of information provided by the senior management, and as
reported above for those assurance providers, their level of assurance was limited which
affected the mayor's level of assurance.

Second level of assurance

Internal audit unit: provides limited assurance

94.

95.

96.

Legislation in South Africa requires the establishment of, and provides for, the 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 role in its monitoring
activities. Internal audit must provide an independent assessment of the municipality’s
governance, risk management and internal control processes.

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 impiementation of the internal audit plan and matters relating to internal audit;
internal controls; 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.

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 as
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.
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Audit committee: provides limited assurance

97. The audit committee must be an independent advisory body to the 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 any other issues.

98. 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.

99. An increase in oversight responsibilities is required to address deficiencies around the
functioning of internal audit, risk management activities, material misstatements,
predetermined objectives and compliance with laws and regulations. Furthermore the financial
statements that were reviewed by the audit committee still includes material misstatment on
non current assets, current assets, revenue, expenditure. Disclosure notes such as prior
period errors, commitments, principle/agent and irreguiar expenditure which resulted in a
disclaimer of opinion. This has resulted in in a reduction of the assurance provided by the
audit committee.

Third level of assurance
Municipal council: provides limited assurance

100. The municipal council was politically stable and financial and non-finacial matters were
discussed during meetings. Council further ensured that structures such as MPAC and the
audit committee exist throughout the ausdit.

101. The council is responsible for the review of the staff establishment for the significant part of
the year and there vacancy rate was low as 1.8%.

102.Council did not follow up to ensure that management are held accountable and are
performing their duties, hence the material misstatements identified during the audit and
stagnation of audit outcomes. Furthermore they did not ensure that consequence
management is applied for transgressions which resulted in unauthorised, irregular and
fruitless and wasteful expenditure incurred in the current year.

Municipal public account committee (MPAC): provides limited assurance

103. The extent to which the council adopted the MPAC guides has been considered in the
assessment of MPAC as an assurance provider.

104. There were cases of 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 any financial loss incurred or to comply with the MFMA.
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Status of implementing commitments and recommendations

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

| Originof
Ne. Commitment, Made by Date ! g Status
commitment
To address all prior year Senior
findings from the Auditor Management, T Aygust Man'c?gement in progress
: 2021 Meeting
General Accounting officer
Prepare Audit Action plan for all - 2019/20 Audit
2019/20 audit findings Municipal Manager | 16 March report in progress

Submit financial statements,

annual performance report and 31 August Audit strategy

Municipal Manager

other information to be included 2021 meeting
in annual report from for audit
Submit 2020/2021 prior year | Somor 17 August | Management
. . Management, .
adjustments for /audit ; 2021 Mesting
Accounting officer

Submit consolidated financial
statements and annual
performance report

Acting Municipal 31 October Audit steering
Manager 2021 commitee

Senior
Management,
Accounting officer

17 August Management
2021 Meeting

To Honour the payment plan
made with the AG

In progress

« 82 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.

¢ 54 recommendations are still being implemented and 28 have not been addressed, or very
limited progress has been made.

¢ Details on the status of implementing the previous year's recommendations are provided in
saction 10, which summarises the detailed audit findings.

SECTION 4. Specific focus areas

Financial viability

106. 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-
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making purposes and complements the financial statements by providing insights and
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

Overall assessment ?

Overall, the financial viability is assessed as:

* 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. 4

** This amount excludes the portion of next year's budgeted resources that is budgsted fo be spent on
employee costs and remuneration of councillors.

High-level comments

107. The Municipality had a disclaimer of opinion in the prior year. Subsequently in the current year
the audit opinion has not changed thus the overall financial vialibilty is unfavourable and
requires intervention. Our assessment of the Municipality’s financial viability is therefore
limited to an ‘unfavourable’ overall assessment, indicating that intervention is required.

108. The municipality continues to struggle to collect all monies due to it as evidenced by the
increasing debtors balance and debtor's impairment provision. The lack of effective revenue
management and debt collection processes is a major contributing factor. This could have a
negative impact on service delivery as creditors may not want to provide goods or services to
the municipality.

Procurement and contract management

109. 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
irregular practices. A summary of the findings from the audit are as follows:

Irregular expenditure

110.R 51 601 097 (100%) of the irregular expenditure incurred in the current financial year was as
a result of the contravention with SCM regulations and SCM policy of Chris Hani District
Municipality as contracts were extended without following necessary SCM regulations.

.
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Awards to persons in the service of the state

111.Regulation 44 prohibits awards to persons in the service of the auditee (i.e. employees and
councillors), 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.

112. The findings were as follows:

[ Further non-compliance or irregularities regarding
the awards
Number Official/
and councilior
Ny mEer positions | Number of was
Nature of finding :;‘:;:'r:: of suppliers | Suppller did ::fg:::l'; f;d S:f;fl'l‘;or invoived In
officials/c| 1dentifled not submit ! awarding
made . 4 Interest did not
ouncillors deciaration (false M sclae the
identified s of interest ) contract/
declaratlon} | interest -
accepiing
the
quotation
Awards to persons
in the service of
other state R86 409 6 6 0 6
institutions

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

113. 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.

The findings were as follows :

+ Close family members of 1 official had an interest in awards made to the value of R45 300
(total value of the contract).

e 100% of the awards to close family members, amounting to R45 300 (total value of the
contract), was not disclosed in the financial statements
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Procurement processes

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

i Total Quotations Contracts
Number Value R Number | Value R Number Value R

SORIERElcctec 47 R541942779 | 23 | R2597835 24 R539 344 944
for testing
Expenditure -
IS e R 157 394 135 R 2 597 835 R154 796 300
selected awards —
current year
Awards where
non-compliance 9 R1 178 221 8 R569 600 1 R608 621
was identified
Irregular
expenditure [+ R1178 221 8 R569 600 1 RB08 621
identified

Procurement processes — generally

* Seven (7) awards to the value of R495 600 were procured through a quotation process
rather than following a competitive bid process.

+ One (1) award to the value of R110 000 was procured without fairness and cost —

effectiveness due to the fact that the lower price was not chosen without any reasonable

justification.

= One (1) contract to the value of R608 621 were procured from a supplier whose tax matters
had not been declared by South African Revenue Services (SARS) to be in order.

Local content and production (designated sectors)

* One (1) contract to the value of R45 800 079 were awarded to a bidder who had not
submitted a declaration of local production and content.

* Two (2) contracts to the value of R43 866 831 were awarded to bidders who did not meet
the minimum threshold for local production and content.

Internal control deficiencies

115. The consistent root cause coming out of the SCM findings is the inadequate review of
documentation submitted for supply chain management process by all different levels of
management involved.
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116. The majority of the findings identified relate to inadeguate record keeping for timely retrieval of
information to support the financial statements which contributed to the number of material
misstatements that were identified in the financial statements

117. The lack of daily and monthly reconciliation processes and reviews, resulted to material
misstatements that were identified in the financial statements.

118.There is a lack of co-ordination between management from the various section which are
directly or indirectly involved with SCM as a result supporting registers (commitment register,
contract register, quotations register, asset registers),are not adequately maintained and are
not in harmeny nor reconcile to one another.

Fraud and consequence management

119. 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 for issuing an auditor's report that includes our opinion. Due to the inherent
limitations of an audit, there is a risk that some material misstatements, including fraud, may
not be detected.

120.The MFMA and its regulations clearly stipulate that matters such as incurring unauthorised,
irregular and fruitless and wastesful expenditurs; the possible abuse of the SCM system
(including fraud and improper conduct); and allegations of financiat 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:

Ongoing investigations

121.A total of 1 investigations into allegations relating to financial misconduct, fraud or improper
conduct in SCM were ongoing at year-end.The Municipal Regulations on Financial
Misconduct, Procedures and Criminal Proceedings and the Disciplinary Regulations for Senior
Managers require that each investigation be completed within 30 days from the date of
appointing the investigator. The table below provides a summary of investigations which had
not been completed as at year-end:

Total number of ongoing investigations at year-end
e Number of SCM-related investigations 1
e  Number of fraud-related investigations 1
Number of investigations exceeding 3 months 1
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Failure to deal properly with allegations reported in the previous year

122.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/ fruitless and wasteful expenditure

Unauthorised expenditure

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

Fruitless and wasteful expenditure

Fruitless and wasteful expenditure identified in the previcus year was not investigated to R14 071 453
determine whether any person was liable for the expenditure

Transgressions reported to management for investigation

123.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.

124.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
results of the investigations.

Number of

i 5 [= instances

A: Improper conduct in SCM by
suppliers

Suppluer submitted false declaration 4 0 0 06 RBE 409
of interest

B: Improper conduct in SCM by
officials/ role players
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Number of Value
instances (R)

Officials failed to disclose their own
interest or that of close family 2 0 0 0 Nil
members, partners or associates

125. Unauthorised and fruitless and wasteful expenditure disclosed in note 36,37 to 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 and fruitless and wasteful expenditure and losses incurred
must be recovered from the person liable.

internal control deficiencies

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

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

128. Management's use consultant for the preparation of financial statements, had not yield the
desired outcome, as material misstatements were identified in the financial statements during
the audit.

Conditional grants

129. 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:

o Municipal Infrastructure Grant
+ Regional Bulk Infrastructure Grant
« Water Service Infrastructure Grant

130. The following compliance findings were raised on the utilisation of selected grants:

! Finding dunicipal | Regional Bulk | Water Service
| infrastructure Infrastructure Infrastructire
: Grant Grant | Grant

| s

’
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(Complete the table for each of the listed audit findings by
I using the colours as indicated)®

The grant was not sperif according to
the applicable grant framework

The municipality did not evaluate its
performance on programmes funded
by the grant

Funds received from Dora grants
transferred to other entities in
contravention of section 17(3) of Dora

131. 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 for the projects. The audit findings raised on each project
are reported in the table below.

(A
o
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Key projectsiinitiatives funded by the grant

Summary of selectect key project

Details

and result of tasting Dotals Liotalls

Municipal Regional Bulk Water Servce
Name of grant Infrastructure | Infrastructure Infrastructure

Grant Grant Grant

16/2019-

2020/LG(BN)-

CHDM Water

Supply Backlog

Cluster 2

Ggebenya

Scheme 33/2015/MD(TN)- | 34/2019-
Project/initiative funded by the :?jr;.ztructlon & g;l,)o’;; ;v:::;g gﬁgﬁ%ﬁg{,
grant KL Concrete Cluster 9 Tsomo | Supply Backiog

Reservoir, Two | River Abstraction | Cluster 6 Lokshini

Borehole and WTW Phase 3 Village

Pumpstations, Construction Reticulation

Pumping Mains

and Walter

Reticulation

Network for

Gqebenya

Small Farms

Audit findings

Planned completion target for the
selected project were not achieved

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 in the accounting for
the expenditure relating to the project

(Complete the table for each of the listed audit findings
by using the colours as indicated)®
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Key projects/initiatives funded by the grant

Summary of selected key project

and result of testing Details Details Details

Municipal Regional Bulk Water Servce
Name of grant Infrastructure | Infrastructure Infrastructure

Grant Grant Grant

15/2019-

2020/LG(BN)-

CHDM Water

Supply Backlog

Cluster 2

Ggebenya

Scheme 33/2015/MD(TN)- | 34/2019-
Project/initiative funded by the aCosr(w)ztruct:on o gz)?ol:’; gﬁﬁ; 9 éfgﬁ%;g{r
grant KLConcrete Cluster 9 Tsomo | Supply Backiog

Reservoir, Two | River Abstraction | Cluster 6 Lokshini

Borehole and WTW Phase 3 Vilfage

Pumpstations, Construction Reticulation

Pumping Mains

and Water

Reticulation

Network for

Ggebenya

Small Farms

Audit findings

Payments were made for
goods/services not received

Misstatements in the accounting of
funds used through implementing
agents

Process for appointing implementing
agents did not comply with legislation

Implementing agents failed to comply
with SCM prescripts when spending
the funds

(Complete the table for each of the listed audit findings
by using the colours as indicated)®
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SECTION 5: Using the wo‘rk of internal auditors

132. The auditing standards allow external auditors the option to use the work of internal audit for
external audit purposes and for direct assistance. We have used internal audit as follows:

* Reviewed - Revenue Management Audit Report 202021 FY
* Reviewed Loss Control Audit Report 202021 FY

» Reviewed Expenditure Management Report 202021 FY

» Reviewed 201920 Budget Audit Follow Up Report

+ Reviewed Q3 Audit of Performance Measures 202021FY

133. During the financial year under review we only used the work of internal audit for risk
assessment.

SECTION 6: Emerging risks

Accounting, performance management/reporting and compliance
matiers

New pronouncements

Standards of Generally Recognised Accounting Practice (GRAP)

The ASB has issued the following GRAP pronouncements, with effective dates as indicated:

GRAP pronouncement Effective date
GRAP 25 on Employee benefits (revised) To be determined
GRAP 104 on Financial instruments (revised) To be determined

IGRAP 7 on The limit on a defined benefit assel, minimum funding
requirements and their interaction (revised)

IGRAP 21 on The effect of past decisions on materiality To be determined

Guideline on Accounting for landfill sites To be determined

To be determined

Withdrawal of MFMA Ministerial Exemption Notice No. 429 of 30 March 2020 (MFMA
Exemption)

With effect from 30 June 2021 the Minister of Finance has withdrawn the MFMA Ministerial
Exemption Notice No. 429 of 30 March 2020. As from 1 July 2021 all municipalities and municipal
entities will be required to adhere to all the requirements of the MFMA going forward and ensure
that all internal controls are fully effective. The implication of this is that the Auditor-General may
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again audit adherence with all relevant MFMA legislative requirements i.e. including those which
were subject to the MFMA exemption during the 2020-21 period.

Subsequent events

134. Subsquent Events reported as follows:

o (SALGA, IMATU and SAMWU) and the South African Local bargaining Council had entered
into negotiations for salaries and wages increase for financial year 2020/2021 with
reference to SALGA Circular No.19/2021, the parties have declared deadlock on Salaries
and wages negotiations.

+ With reference to SALGBC circular 21/2021 dated 20 July 2021, the matter was referred to
Congiliation process. Conciliation proceedings were held on the 19 and 20 July 2021
wherein the parties further resolved to resume councilation proceedings on the 2 and 3
August 2021. Consequently, salary increases will not be implemented from 1 July 2021 due
to the negotiations still on-going.

Audit findings on the annual performance report that may have an
impact on the audit opinion in future

135. The planned and reported performance information of selected key performance area was
audited against the following additional criteria as developed from the performance
management reporting framework:

¢ Presentation and disclosure — overall presentation

o Overall presentation of the performance information in the annual performance report is
comparable and understandable.

¢ Relevance — completeness of relevant indicators

o Completeness of relevant indicators in terms of the auditee’s mandate, including
whether:

= relevant core functions are prioritised in the period under review
= relevant performance indicators are included for the core functions prioritised in the
period under review

136. Material audit findings arising from the audit against the additional criteria do not have an
impact on the audit opinion of the selected key performance area in this report. However, they
may have an impact on the audit opinion in future.

137.No material findings were identified in respect of the additional criteria.
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i SECTION 7: Entities controlled by the municipality

138.1In 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. 7

Namg of entity Audit outcome ¢ Significant deficlancies in internal control
i ==
Financial [Findings on | Findings on 1 Leadership Financial Governance
statement the compliance and
opinion |performanc performanc
e report e
managemse
nt
gl « |Elg 1E|e
E 5 E|2g |[E]¢
2] § |§/8 |8 8
> $ 8|2
5] 2 [3]2 |32
< < <
Chris Hani Development Qualifled No findings findings
Agency

= [
@ improved Unchanged + Regressed

Good Of concern Intervention required
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SECTION 8: Ratings of detailed audit findings

139. 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 matiers: 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 legisiation in future.

* 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.
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SECTION 9: Conclusion

140. 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 remain
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. Adapt the conclusion to the
circumstances of the auditee

Yours sincerely

Sabelo Mavundla
Deputy Business Unit Leader: ECBU

31 January 2022

Enquiries: Bongani Mashiga
Telephone: 043 709 7200

Fax: 043 709 7300

Email: bonganim@agsa.co.za
Distribution:

Audit committee

Head of internal audit unit

Executive authority







