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SECTION 10: Summary of detailed audit findings
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COAF 16: Cash flow statement: Cash flow has
Incorrect workings

Year - 3 Not addressed

(Adjusted) COAF 40: Commitments - Commitment |v 4 Year - 2 In progress
register not complete

Adjusted: COAF 40: Commitment balance v v Year - 2 In progress
understated

(Adjusted) COAF 40: Commitments - Restatement | v’ v Year - 2 In progress

of prior year figures

COAF 05- Employee benefit obligation: The general
ledger balances does not agree to the AFS

v

Year - 1 In progress

COAF 04- Planning: HR - Internal Control v v Year-1 In progress
Defeciency: (Performance assessments for S56/57

managers have not been performed)

(Adjusted) COAF 17- Employee cost: Overpayment v v Year — 1 In progress

of Senior Management

N



Management report of Chris Hani District Municipality

<
]
@
=
(5}
£
2
©
g
(]
i
s

0
0
=
(7]
=
g
©
g
17
<
o
=
(]
c
£

Misstatements in

annual performance

Non-compliance with

legislation

Internal control
deficiency

Service delivery

Matters affecting the
auditor’s report

Other important

matters

Administrative

matters

COAF 49: Environmental focus area - water,
sanitation and wastewater management

COAF 27 - Fruitless and wasteful expenditure :
Opening balance does not agree with the prior year
closing balance (iss 43)

Year—1 Not addressed

Year—1 Not addressed

(Adusted) COAF 06- PPE: Disclosure not inline with v All three In progress
GRAP 17 previous years

COAF 11 - PPE WIP: Transfers out does not agree v Year -1 In progress
to the expenditure incurred

COAF 42: PPE Infrastructure assets - Asset could v v Year - 1 In progress

not be verified

COAF 35 - Irregular expenditure: Accuracy issues | v 4 Year — 3 In progress
identified.

COAF 35 - Irregular expenditure: Completeness v v Year — 3 Not addressed
relating to CHDA implemented projects

COAF 33 - VAT Consultants — Services paid for no v v Year -1 In progress
value
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COAF 21 of 2022 -Property, plant and equipment: | v v Year—1 In progress
Movable Assets — Additions
COAF 08 - Bulk purcahses - accuracy and cut-off v v Year—1 In progress
misstatements
COAF 08- General Expenses: Electricity - v v Year—1 In progress
accuracy, cut-off and classification misstatements
COAF 09 - General expenses: Indigent subsidy - v v Year—1 In progress
occurence misstatements
COAF 12- Expenditure journals: accuracy, v v Year—1 In progress
classification and cut-off misstatements
COAF 14 - Expenditure prior period errors - v v Year - 1 In progress
limitation and disagreement misstatements
COAF 09 - General expenses: Indigent subsidy — | v v Year - 1 In progress
completeness
COAF 24: Expenditure management: Payments v v Year-1 In progress
made past 30 days
COAF 25: Contracted services: Expenditure v v Year - 1 In progress
recognised in incorrect period
COAF 23: Transfers and subsidies - classification | v’ v Year - 1 In progress
misstatement
COAF 22 Payables from exchange: Leave accrual | v’ v Year — 1 In progress
does not agree to recalculated amount
COAF 50: Retentions Released or substituted with | v/ v Year —1 In progress
Surety on the register
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legislation

Internal control
deficiency

Service delivery

Matters affecting the
auditor’s report

Other important

matters

Administrative

matters

COAF PAO03 of 2022: Mgababa Project - Project v v Year -1 In progress
completion and commissioning delayed

COAF PAO03 of 2022: Mgababa Project - Delayed v v Year -1 In progress
award of the contract not in accordance with the

CIDB prescripts

COAF PAO01 of 2022: Limitation - Cluster 4 Water v v Year - 1 In progress
Supply (Mgababa-A)

COAF PA 02 of 2022: Limitation - Cluster 4 Water v v Year - 1 In progress

Supply (Gesini/MatafeniA)

COAF 02- Planning: Policies not reviewed for the v v All three In progress
2021/22 financial year previous years
(Adjusted) COAF 05- AFS high-level review v All three In progress

previous years

COAF 32 - AOPO - Difference between achiement v v Year - 1 In progress
per the APR and POE

COAF 32 - AOPO - Indicator is not consistant and v v Year - 1 In progress
measurable

COAF 32 - AOPO - SDI 14 accuracy misstatement v v Year-1 In progress
(Adjusted) COAF 32 - AOPO - Measures taken to v Year -1 In progress
improve performance have not been disclosed

(Adjusted) COAF 32 - AOPO - Measures to v v Year — 2 In progress

improve performance not supported by
corroborating evidence
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Internal control
Administrative

deficiency

COAF 10 - PPR: Points not calculated correctly v v Year -1 In progress
COAF 10 - PPR: Minimum qualifying score for v v Year - 1 In progress
functionality was not stated on tender document

COAF 13 - Contract Management: Contracts were v v Year —2 In progress
not monitored on a monthly basis

COAF 10: PPR: Points were not correctly awarded v v Year - 1 In progress
to suppliers interms of PPPFA

COAF 13 - Contract management: SCM Control v v Year-1 In progress
deficiency.

COAF 18- Receivables from exchange: Differences | v/ v All three Not addressed
between the age and AFS, and Note 06 issues previous years

COAF 18- Receivables from non-exchange v v Year — 1. Not addressed
transactions: Balances not assessed for impairment

COAF 26 - Restatements for receivables and v v All three In progress
Allowance for impairment: No support provided previous years

(Adjusted) COAF 31 - Related parties: Presentation | v/ v Year —1 In progress

and Disclosure
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COAF 03- Planning: Revenue from exhange- v v All three In progress
Internal control deficiencies from the business previous years
process
(Adjusted) COAF 07- Equitable share: Revenue v v Year -1 In progress
recognised on receipt of funds and not accrual
basis
(Adjusted) COAF 07- Capital conditional grants and | v/ v Year -1 In progress
WIP: Issues identified on reconciliation of WIP and
conditional grants register
(Adjusted) COAF 07- Government Grants and v v Year - 1 In progress
subsidies: Issues on note 19
COAF 18- Sewerage and sanitation, Accuracy and | v v Year - 1 In progress
cut-off issue on recognition of revenue
COAF 18- Restatements on service charges: v v Year-1 In progress
2019/20 adjustment incorrectly included as a prior
year correction
COAF 43: Revenue from exchange: Service v 4 Year - 1 and 2 |In progress
charges not billed (CAATS results)
COAF 29- Water Sales: Differences on availability | v v Year - 1 and 2 |In progress
charge
COAF 29- Water Sales: Differences on v 4 Year—1 In progress
conventional charges
COAF 29- Water Sales: Misstatements on prior 4 4 Year - 1 and 2 |In progress
year corrections
COAF 29- Interest on debtors: No work done on v v Year - 1 and 2 |In progress

prior year misstatement
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COAF 34: Interest on debtors- Current year v v All three In progress
misstatement previous years
COAF 47: Revenue Management- Statements not v v Year -1 In progress

issued to customers on monthly basis

(Adjusted) - COAF 36: Segment reporting is
incomplete

(Adjusted) COAF 28: Budget vs Actual: note 44
narrations lack detailed explanations

COAF 20: VAT Payable: Vat balance incorrectly
presented and calculated

COAF 39 - Transfers and subsidies - completeness
misstatements

v

Year— 1

Year— 1

Year-1and 2

Year -1

In progress

In progress

In progress

In progress

(Adjusted) - COAF 30: Unauthorised expenditure: |v 4 Year- 1 In progress
Write off not supported with accurate evidence

COAF 37 - Consequence management - No v v Year —2 In progress
investigation of irregular expenditure was

conducted.

(Adjusted) COAF 38: Unauthorised Expenditure v v Year - 1 In progress

disclosure is incomplete
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COAF 45: Use of consultants

COAF 48: Water Distribution Losses - Limitation of

scope on the amount disclosed
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| Detailed audit finding

Annexure A: Matters affecting the auditor’s report

Cash flow statements
1. ISS.38-COAF 16: Cash flow statement: Cash flow has Incorrect workings

Audit finding

Section 122 of the MFMA states the following:

(1) Every municipality and every municipal entity must for each financial year prepare annual financial statements which -

(a) fairly presents the state of affairs of the municipality or entity, its performance against its budget, its management of revenue, expenditure,
assets and liabilities, its business activities, its financial results, and its financial position as at the end of the financial year.

Nature
During the audit of cash flow, we identified the below variances in the cash flow statement and its reconciliation:

Cash flow items Recalculated amount: R amount as per the cash flow Differences
(inflows = +; outflows =-) | statement: (inflows = +; outflows =-)

Cash Flow from operating activities (2022)
Sale of goods and services 228 178 357,00 167 452 003 60 726 354,00
Grants and subsidies received 1225 466 937,00

1 308 020 166
(82 553 229,00)

(154 252 815,00)

Cash Flow from operating activities (2022)

Purchase of property, plant and
equipment (630 581 856,00) (598 992 010,00) (31 589 846,00)
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Cash flow items Recalculated amount; R amount as per the cash flow Differences
(inflows = +; outflows =-) |statement: (inflows = +; outflows =-)

Cash Flow from operating activities (2021)

Sale of goods and services 438 006 929,00 111 075 545,00 326 931 384,00
Grants 1297 560 471,00 1271 322 137,00 26 238 334,00
Suppliers (427 550 950,00) (325 610 033,00) (101 940 917,00)

Cash Flow from operating activities (2021)

Purchase of property, plant and
equipment (552 244 812,00) (545 326 950,00) (6 917 862,00)

Cause

The cause of the above finding is due to the lack of adequate and thorough review of the Annual Financial Statements before the submission
thereof to the audit team.

Impact
The cash flow statement is overstated by R 353 491 353.00.

Internal control deficiency

Financial and performance management: 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.

Recommendation

Management should ensure that a thorough review is done by both the CFO as well as the MM prior to the Annual Financial Statements are
submitted for audit.
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Management’s response

Management agrees with the auditors finding. The cash flow statement was having some errors
and management proposed to adjust the Cash Flow Statement as per attached workings. The
presentation of Cash Flow Statement was already corrected in COAF 05 of 2022.

As per GRAP 2 — The primary purpose of of a cash flow statement is to provide information about
cash receipts, cash payments, and the net change in cash resulting from the operating, investing,
and financing activities of an entity during the period.

As per the audit finding, the cash is overstated by R353 491 353.00

Through management investigation, we noted that the biggest contributors to the difference are
two figures from the income statement (Debt Impairment and Actuarial Gains & Losses)

Debt Impairment (R 335 285 703) — Even though it is a non-cash item, we have not adjusted for it
the Reconciliation of the cashflow note, reason being it is already accounted for in the Net Change
of Debtors (Exchange & Non-Exchange) under Changes in Working Capital. Inclusion of it as per
auditors’ calculation would amount to double counting and would contribute negatively towards the
Net increase/(decrease) balance in the cashflow statement and further resulting to an unrealistic
cash balance at year-end.

Actuarial Gain/ Loss (R15 116 155) — This is a provision emanating from the actuaries’ report for
long service awards and post-employment benefits. This non - cash item is best represented in the
cashflow reconciliation by the Net Change from the Statement of Financial Position. This is
consistent with the GRAP 2 accounting guidelines (6.2). The Net Change amount is (R 72 365 915
— 73072530 = - 706 615)

There will be also adjustment on Cash Flow Statement based on the COAF that already been
issued in the final adjusted Annual Financial Statement and also the 2021.

Internal Control

o Management will try to close the system of payment to allow the preparation of Cash Flow
Statement

e Management will continuously review Annual financial Statement

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 24 October 2022

Auditor’s conclusion

Management response and agreement has been noted, management has adjusted the cash flow.
After auditing the adjusted cash flow statement, the finding remains due to the following differences
identified in the adjusted cash flow statement:

Sale of goods and services — R326 931 384

Grants — R26 238 334

Suppliers — R101 940 917

Purchase of property, plant and equipment — R6 917 862
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Inventory
2. ISS.84-COAF 51: Inventory is not complete

Audit finding

Per MFMA 122(3) Both annual financial statements and consolidated annual financial statements
must be prepared in accordance with generally recognised accounting practice prescribed in terms
of section 91 (1) (b) of the Public Finance Management Act.

Per section 91(1)(b) of the PFMA The Minister, after consulting the Auditor-General, may make
regulations prescribing the standards set by the Board in terms of section 89

Per GRAP 12 Inventories are assets:

(a) in the form of materials or supplies to be consumed in the production process;

(b) in the form of materials or supplies to be consumed or distributed in the rendering of services;
(c) held for sale or distribution in the ordinary course of operations; or

(d) in the process of production for sale or distribution.

Recognition as an expense

GRAP 12.45 When inventories are sold, exchanged or distributed the carrying amount of those
inventories shall be recognised as an expense in the period in which the related revenue is
recognised. If there is no related revenue, the expense is recognised when the goods are
distributed, or related service is rendered. The amount of any write-down of inventories to net
realisable value or current replacement cost and all losses of inventories shall be recognised as an
expense in the period the write-down or loss occurs. The amount of any reversal of any write-down
of inventories, arising from an increase in net realisable value or current replacement cost, shall be
recognised as a reduction in the amount of inventories recognised as an expense in the period in
which the reversal occurs.

Nature
During the audit the following issues were identified:

Inventory
Inventory water was not accounted in the inventory balance

Bulk water purchases
Purchases relating to bulk water were directly expensed in contravention with GRAP 12.

Based on GRAP 12, the following is clear:

(a) The municipality should account for all the bulk water purchases, with all the related costs as
inventory until the point of sale. Once these inventories are sold, exchanged or distributed the
carrying amount of those inventories shall be recognised as an expense in the period in which the
related revenue is recognised.

(b) The municipality should account for all water that occurs naturally AND which has been
extracted as inventory until the point of sale. Once these inventories are sold, exchanged or
distributed the carrying amount of those inventories shall be recognised as an expense in the
period in which the related revenue is recognised.
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Chemicals

Chemicals were directly expensed in the statement of financial performance.Cause

There is a lack of review and monitor compliance with applicable laws, regulations and accounting
standards.

Impact

The impact of the finding has resulted in the following:

Inventories stated at R20 918 184 (2021: R13 987 323) are understated. The auditor is unable to
determine the extant of the understatement.

Bulk Purchases stated at R38 772 847 (2021: R35 281 573) is overstated. The auditor is unable to
determine the extant of the overstatement.

Chemicals stated at R7 403 573 (2021: R13 920 228) are overstated. The auditor is unable to
determine the extant of the overstatement.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management should ensure that GRAP 12 is applied correctly when accounting for water
inventory. Management should also ensure that accrual basis of accounting is applied when
preparing the annual financial statements.

Management’s response

Management agrees with the auditors finding and will ensure that Inventory water is correctly
accounted for in the inventory balance and the application of GRAP 12 is correct when preparing
the annual Financial Statements

Name: C.Mapeyi
Position: Chief Financial Officer
Date:2022/11/28

Auditor’s conclusion
Management response is noted, management has agreed to the finding. Therefore the finding
remains and will be reported in the management and audit report.

14
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Irregular expenditure
3. ISS.39-COAF 35 - Irregular expenditure: Accuracy issues identified.

Audit finding

As per Section 62 (1) (b) of the MFMA, states that the accounting officer of a municipality is responsible for managing the financial administration
of the municipality, and must for this purpose take all reasonable steps to ensure that full and proper records of the financial affairs of the
municipality are kept in accordance with any prescribed norms and standards.

GRAP 1 paragraph 17&18 prescribes that financial statements shall present fairly the financial position, financial performance and cash flows of an
entity. Fair presentation requires the faithful representation of the effects of transactions, other events and conditions in accordance with the
definitions and recognition criteria for assets, liabilities, revenue and expenses. The application of Standards of GRAP with additional disclosures,
when necessary, is presumed to result in financial statements that achieve a fair presentation. An entity whose financial statements comply with
Standards of GRAP shall make an explicit and unreserved statement of such compliance in the notes. Financial statements shall not be described
as complying with Standards of GRAP unless they comply with all the requirements of Standards of GRAP.

In terms of GRAP 3 paragraph 44(a) & (b) an entity shall correct material prior period errors retrospectively in the first set of financial statements
authorised for issue after their discovery by restating the comparative amounts for the prior period(s) presented in which the error occurred; or if
the error occurred before the earliest prior period presented, restating the opening balances of assets, liabilities and net assets for the earliest prior
period presented.

Nature

During the testing of irregular expenditure it was identified that the opening balance of irregular expenditure as disclosed in note 36 of the financial
statements did not agree to the closing balance as the the irregular expenditure note on the 2020/2021 audited AFS. The disagreement is as
stated below:

Irregular expenditure (R)

Opening balance as per 2021/22 AFS 17 714 176,00
Closing balance as per 2020/21 audited AFS 4928 675,00
Difference 12 785 501,00
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2. The following differences were identified relating to the current year irregular expenditure.

NO. | Supplier Name REASON FOR DECLARING AS IRREGULAR EXPENDITURE TOTAL IRREGULAR Audited Difference
(as indicated in the irregular expenditure) EXPENDITURE Amount
INCURRED FOR THE
2020/2021 FINANCIAL
YEAR
1 MARISWE(PTY)LTD | MIDDLEBURG WATER PROVISION .This contract exceeded its 7572 908,10 | 7550 298,27 22 609,83
duration and the scope of works was extended without following
proper processes of section 116 of the MFMA.
2 ELEMENT ENOCH MGIJIMA LM: MOLTENO WATER INTERVENTION - 696 122,85 921 516,58 | - 225 393,73
CONSULTING UPGRADE OF BULK WATER AND WASTE WATER
ENGINEERS TREATMENT WORKS IN MOLTENO & STERKSTROOM:
REFURBISHMENT & SEWER PUMP STATION (MOLTENO
SEWER).This contract exceeded its duration and the scope of
works was extended without following proper processes of section
116 of the MFMA.
3 GIBB (PTY) LTD CALA BULK SANITATION SERVICES PHASE 1 UPGRADING 880 181,09 1040355,21 (- 160174,12
CALA WWTW. This contract exceeded its duration and the scope
of works was extended without following proper processes of
section 116 of the MFMA.
Total 9149212,04 | 9512 170,06 |- 362 958,02
Cause

This is due to deficiencies in the financial statements review processes to ensure all disclosure requirements are met.

Impact

1. This has resulted in inaccurate and inadequate presentation and disclosure of irregular expenditure on note 36 as the opening balance is
misstated by an amount of R12 785 501.

2. The current year irregular expenditure is understated by R362 958.

0
iy
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Internal control deficiency
Leadership: Exercise oversight responsibility regarding financial and performance reporting and
compliance and related internal controls.

Recommendation

Management should ensure that all disclosures are accurate and adequately presented and are in
line with the National Treasury template read with MFMA circular 68 and GRAP requirements and
that the IE register is reviewed for accuracy and completeness.

Management’s response
Management noted and agree with the finding, however for Mariswe the amount has already been
included in the register. Irregular expenditure note will be adjusted accordingly.

Attached is the extract from the GL that amounts to 7 572 908,10.

Name: Christopher Mapeyi
Position: CFO
Date: 07 November 2022

Auditor’s conclusion

Management response is noted, management has made the adjustment of the register and the
updated financial statements. However when testing the adjustments it was noted that the
municipality has processed a write off of R59 710 186. However per the council resolution the
actual write off amount is R57 304 814, 47. Therefore the write off is overstated by R2 405 371, 53
and the irregular expenditure closing balance is understated by the same amount.

4, ISS.60-COAF 35 - Irregular expenditure: Completeness relating to CHDA
implemented projects

Audit finding
MFMA Act 56 of 2003, Section 122(1)(a) states the following:

“Every municipality and every municipal entity must for each financial year prepare annual financial
statements which—

fairly presents the state of affairs of the municipality or entity, its performance against its budget, its
management of revenue, expenditure, assets and liabilities, its business activities, its financial
results, and its financial position as at the end of the financial year;”

MFMA Act 56 of 2003, Section 95(b) and (c)(i) states the following

“the accounting officer of a municipal entity is responsible for managing the financial administration
of the entity, and must for this purpose take all reasonable steps to ensure that full and proper
records of the financial affairs of the entity are kept and that the entity has and maintains effective,
efficient and transparent systems of financial and risk management and internal control.”

Section 1 of the MFMA which defines irregular expenditure as follows:

"expenditure incurred by a municipality or municipal entity in contravention of, or that is not in
accordance with, a requirement of the supply chain management policy of the municipality or entity
or any of the municipality’s by-laws giving effect to such policy, and which has not been condoned

17
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in terms of such policy or by-law, but excludes expenditure by a municipality which falls within the
definition of “unauthorised expenditure”.

MFMA Circular no 68 Annexure D which stipulates the following key principles regarding the
accounting treatment of UIF&W:

"e The identification of UIF&W expenditure refers to expenditure that has been incurred during the
current or prior reporting period/s and identified during, at or after the reporting period, but before
those financial statements are authorised for issue

* In relation to municipalities (i.e. reporting entities that apply an accrual basis of accounting), the
word “Incurred” means, the recognition of the effects of transactions and other events when they
occur, rather than when cash or its equivalent is received or paid"

GRAP 1.17 states the following:

Financial statements shall present fairly the financial position, financial performance and cash
flows of an entity. Fair presentation requires the faithful representation of the effects of
transactions, other events and conditions in accordance with the definitions and recognition criteria
for assets, liabilities, revenue and expenses set out in the Framework for the Preparation and
Presentation of Financial Statements. The application of Standards of GRAP with additional
disclosures when necessary, is presumed to result in financial statements that achieve a fair
presentation.

Nature

During the audit of irregular expenditure for the 2022 financial year, it was noted that the CHDM did
not disclosed irregular expenditure incurred on infrastructure project that the Chris Hani District
Agency implements as an agent on behalf of the Chris Hani District Municipality, the expenditure
that the CHDA incurs in implementing the stated projects is recognised in the CHDM financial
statements and therefore the resultant irregular expenditure should also be recognised in the
CHDM Financial Statements and not CHDA. The irregular expenditure not disclosed was
pertaining to the following projects:

Project Nature of non-compliance that Financial Responsible Total
reference resulted in irregular expenditure | Period in persons Expenditure
number which the incurred in the
non- current financial
compliance year (R)
was identified
PLB/04/20-21 | PLB/04/20-21 _MBD 6.2 Local 2020/2021 Iviwe 1575 358,91
Production and Content threshold Engineering
100% of local content. The service Solutions

provider who was awarded the
contract declared a local content of
70% and failed to provide the proof
of the Exemption document from
DTIC for the 30% imported

contents.

18
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Project Nature of non-compliance that Financial Responsible Total
reference resulted in irregular expenditure | Period in persons Expenditure
number which the incurred in the
non- current financial
compliance year (R)
was identified
PLB/07/21-22 | Contract irregularities of allegedly | 2021/2022 Siyalima Civils 30 782 460,13
fraudulent Bid supporting PTY LTD; BEC;
documents (Reference letter, BAC; CEO

copies of Plant registration
documents and copies of the
Annual Financial Statements) were
identified by the IA Contract
Review process that was
conducted after contract
PLB/07/21-22 was already
awarded and was being
implemented.

Further the following irregular expenditure was not recorded in the prior financial year and,
subsequently, not included as part of the current year opening balance from the following project:

Project Nature of non-compliance that Financial Responsible | Total
reference resulted in irregular expenditure Period in persons Expenditure
number which the non- for the year
compliance
was identified
PLB/04/20-21 PLB/04/20-21 _ MBD 6.2 Local 2020/2021 Iviwe 515 350,70
Production and Content threshold Engineering
100% of local content. The service Solutions; BEC
provider who was awarded the and the BAC
contract declared a local content of
70% and failed to provide the proof
of the Exemption document from
DTIC for the 30% imported contents.

Cause
This is a result of lack of review of compliance with applicable laws such as the MFMA and SCM

policy.

Impact
The above results in a total understatement of Irregular expenditure by R32 873 169:

e Current year irregular expenditure is understated by R32 357 819

e Corresponding opening balance is understated by R515 350
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Internal control deficiency

Financial and performance management: Management did not prepare regular, accurate and
complete financial and performance reports that are supported and evidenced by reliable
information as the irregular expenditure is overstated by including the expenditure that belongs to
Chris Hani District Municipality

Recommendation

It is recommended that management make an adjustment and include the irregular expenditure of
R32 357 819.04 in the current years irregular expenditure and also include the amount of

R515 350.7 in the comparative prior year irregular expenditure disclosure. Going forward, the
municipality should include all irregular expenditure relating contracts that are implemented by the
agency on behalf of the municipality and where the expenditure and procured asset is recognised
in the financials of the municipality.

Management’s response
Management disagrees with the audit findings raised by AGSA based on the following grounds:

1. The Municipal Supply Chain Management Regulations and the MFMA circular 68 and other
relevant Treasury documents defines irregular expenditure as follows:

Irregular expenditure is defined in section 1 of the MFMA as follows: “irregular expenditure”,
in relation to a municipality or municipal entity, means—

a) expenditure incurred by a municipality or municipal entity in contravention of, or that is
not in accordance with, a requirement of this Act, and which has not been condoned in
terms of section 170;

b) expenditure incurred by a municipality or municipal entity in contravention of, or that is
not in accordance with, a requirement of the Municipal Systems Act, and which has not
been condoned in terms of that Act;

c) expenditure incurred by a municipality in contravention of, or that is not in accordance
with, a requirement of the Public Office-Bearers Act, 1998 (Act No. 20 of 1998); or

d) expenditure incurred by a municipality or municipal entity in contravention of, or that is
not in accordance with, a requirement of the supply chain management policy of the
municipality or entity or any of the municipality’s by-laws giving effect to such policy,
and which has not been condoned in terms of such policy or by-law but excludes
expenditure by a municipality which falls within the definition of “unauthorised
expenditure”.

2. The OAG Guidelines for Irregular Expenditure provides guidance and especially on the
matters of the contracts procured by other institutions.

Section 48 states as follows: Where institutions are mandated to procure goods and/or
services on behalf of other institutions, the institution receiving the goods and/or services
must ensure that it has representatives on the procuring institution’s bid evaluation
committee and bid adjudication committee to ensure that appropriate procurement
processes are followed. Any irregular expenditure resulting from such procurement
processes shall be reflected in the books of the institution receiving the goods and/or
services since it is that institution that incurs the expenditure.
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Section 13. clarifies when the irregular expenditure is recognized in the context of
procurement. For an institution to incur irregular expenditure, the non-compliance must be
linked to a financial transaction. Although a transaction or an event may trigger irregular
expenditure, an institution will only recognize irregular expenditure when a payment is
made. If ‘possible irregular expenditure’ is determined prior to a payment being made, then
the transgression shall be regarded as a non-compliance matter until payment is made and
irregular expenditure is recognized. In the case of CHDM, the Payee was CHDA and not
the contractors who performed the service. Only CHDA who Payee was the contractors,
therefore, any transgressions to SCM regulations, are irregular expenditure for the CHDA.

3. Transaction involving two institutions where there is a procurer and budget holder
FAQ from OAG?

How should irregular expenditure be treated in the annual financial statements (AFS) of two
institutions when one institution procured on behalf of another institution?
For the institution to be accountable for irregular expenditure, the budget holder should have:

(1) transgressed legislation; and

(2) incurred expenditure.

If the budget holder was not involved in the transgression of legislation due to the fact that:

(a) it was required by law to make use of a mandated institution, without being involved in the
actual supply chain management (SCM) process, or

(b) it was mandated to be part of a bid committee but was excluded from participating in the bid
committee of the other institution, or

(c) it was mandated to be part of the bid committee of the other institution, but could for justifiable
reasons (such reasons must be in writing) not be represented in the bid committees

then the budget holder should not disclose irregular expenditure in its AFS but provide a narrative
to the effect of this non-compliance in its AFS.

The procuring institution has the option to disclose the irregular expenditure as illustrated below:

If the procuring institution is an organ of state, the disclosure should be as follows:

Procuring institution (organ of state) disclose Budget Holder
Irregular expenditure in the irregular expenditure note No disclosure
Narrative to the irregular expenditure under note 31.9 No disclosure

If the procuring institution is NOT an organ of state, the disclosure option should be as follows:

Budget Holder Procuring institution (not organ of state)
Irregular expenditure No disclosure

Clearly, from the above, the OAG clarified the matter through the FAQ, which put emphasis on the
following:
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1. The procurement made by the entity when all SCM processes were made by the entity, any
irregular expenditure must be disclosed by the entity and not the budget holder, i.e. CHDM
in this case.

2. CHDM was did not form part of the SCM processes from the specification to the awarding
process.

3. CHDM can only disclose such irregular expenditure when they were part of the
procurement processes and were involved in the bidding processes till the adjudication.

4. GRAP 109: Accounting by Principals and Agents
The following terms are used in this Standard with the meanings specified:

An agent is an entity that has been directed by another entity (a principal), through a binding
arrangement, to undertake transactions with third parties on behalf of the principal and for the
benefit of the principal.

A principal is an entity that directs another entity (an agent), through a binding arrangement, to
undertake transactions with third parties on its behalf and for its own benefit.

A principal-agent arrangement results from a binding arrangement in which one entity (an agent),
undertakes transactions with third parties on behalf, and for the benefit of, another entity (the
principal).

GRAP 19 Argumentation and Clarification:
Revenue and expenses

BC24. The key accounting consideration in accounting by a principal and an agent is whether an
entity should account for the transactions undertaken on behalf of another as its own or not. In the
Discussion Paper and ED 122, the Board agreed that the accounting principle should follow the
approach used to identify when an entity acts as a principal or an agent, i.e. the existence of
beneficial control.

The Board proposed that when an entity demonstrates that it has beneficial control over an activity,
it should account for revenues and expenses arising from those activities as its own transactions
and present these in the statement of financial performance. This meant that a principal would
reflect revenues and expenses in its statement of performance when it had beneficial control over
an activity. In this case the principal only capitalizes the assets after its completion certificate when
the entity confirms all the final and completion certificates. The principal does not have make or
incur the expenditure as also clarified in the standard.

Similarly, an agent would not recognize transactions as its own in its statement of financial
performance where the principal has beneficial control over the related activities, as doing so
would distort the agent’s own financial position and performance.

For ease of reference, please find the attached guideline on Irregular Expenditure, Irregular
Expenditure FAQ, case law Western Cape High Court, SCA and GRAP document.
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Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 07 November 2022

Auditor’s conclusion
Management’s disagreement has been noted, and the finding still remains and will be reported in
the management report and audit report, based on the following:

1. The Municipal Supply Chain Management Regulations and the MFMA circular 68 and other
relevant Treasury documents define the irregular expenditure as stated in the management
response above.

The expenditure mentioned in the definition of irregular expenditure refers to use of municipal
funds that is in contravention of the following legislation:

e Municipal Finance Management Act, Act 56 of 2003, and its regulations;
e Municipal Systems Act, Act 32 of 2000, and its regulations;
e Public Office-Bearers Act, Act 20 of 1998, and its regulations; and

e The municipality’s supply chain management policy, and any by-laws giving effect to that
policy”

In applying the definition to the scenario of the municipality, the funds utilized by the Agency to
procure assets and implement projects comes from the municipality’s budget as allocated from
DoRA for MIG, WSIG and RBIG projects, and are done on behalf of the municipality, which is the
one that records the assets on it’s financial statements. The entity only receives agency fees in
relation to the projects.

2. The OAG Guidelines for Irregular Expenditure provides guidance and especially on the matters
of the contracts procured by other institutions.

Section 48 states that, “Entities that make use of other organs of state to procure goods and/or
services, the institution receiving the goods and/or services must, where possible, ensure that it
has supply chain management representatives on the mandated institution’s bid adjudication
committee to confirm that appropriate supply chain management procedures have been followed”.

On procurement of the projects implemented by CHDA on behalf of CHDM, there should have
been a CHDM representatives that will ensure that proper SCM processes are followed in the
procurement.

In addition section 48 also states that, Any irregular expenditure resulting from such procurement
processes shall be reflected in the books of the institution receiving the goods and/or services
since it is that institution that incurs the expenditure.

CHDM is the institution receiving the goods and/services, and is the institution that incurs the
expenditure. Therefore, irregular expenditure should be reflected in the books of the CHDM.
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Section 13 clarifies when the irregular expenditure is recognized in the context of procurement.
The municipality should have already recognised the irregular expenditure per section 13, as
payments were made to the contractors. CHDA processed the payments on behalf of CHDM.

3. Transaction involving two institutions where there is a procurer and budget holder
FAQ from OAG?

How should irregular expenditure be treated in the annual financial statements (AFS) of two
institutions when one institution procured on behalf of another institution?
For the institution to be accountable for irregular expenditure, the budget holder should have:

(1) transgressed legislation; and

(2) incurred expenditure.
CHDM transgressed legislation and incurred the expenditure. The facts on the FAQ that allows the
budget holder not to disclose the irregular expenditure are all not met due to the following:

1. CHDM was not required by law to make use of CHDA to implement its projects. There is no
requirement on DoRA for MIG, RBIG and WSIG stating that procurement should be done
by the implementing agent.

2. Section 48 of the OAG Guidelines for Irregular Expenditure states as follows: Where
institutions are mandated to procure goods and/or services on behalf of other institutions,
the institution receiving the goods and/or services must ensure that it has representatives
on the procuring institution’s bid evaluation committee and bid adjudication committee to
ensure that appropriate procurement processes are followed. There is no evidence in place
with reasons why CHDM was not part of the bid committees, there is no evidence to
confirm that CHDM was excluded from patrticipating in the bid committee of the other
institution.

3. There is no justifiable reasons of CHDM documented in writing for not be represented in the
bid committees.

4. GRAP 109: Accounting by Principals and Agents

The case law attached on the management response relates to a transaction where funds were
transferred from one institution to another for purposes other than a principal agent transaction,
which is irrelevant for the issue at hand. The department on the case did not receive any benefit
from the transfer of money and no expenditure or asset was recorded on their financial statements
other than transfers.

It was also noted that a grant allocation that was meant for CHDM was transferred to CHDA, who
then became responsible for implementing specific projects using those funds, and the DORA
requirements were not fully met by CHDM before the funds were transferred, CHDM have incurred
irregular expenditure due to non-compliance with SCM processes and DORA. CHDM will have to
disclose irregular expenditure incurred.
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5. ISS.76-COAF 33 - VAT Consultants — Services paid for no value

Audit finding

Section 62(1)(a) of the MFMA states that the accounting officer of a municipality is responsible for
managing the financial administration of the municipality, and must for this purpose take all
reasonable steps to ensure that the resources of the municipality are used effectively, efficiently
and economically.

The object of the Municipal Cost Containment Regulations, in line with sections 62(1)(a), 78(1)(b),
95(a) and 105(1)(b) of the MFMA, is to ensure that resources of a municipality and municipal entity
are used effectively, efficiently and economically by implementing cost containment measures
(regulation 2).

In line with the object of the Municipal Cost Containment Regulations, Regulation 5(2) states that
an accounting officer must adopt a fair and reasonable remuneration framework for consultants
taking into account the rates —

1. Determined in the ‘Guideline on fees for audits undertaken on behalf of the Auditor-General
of South Africa’, issued by the South African Institute of Chartered Accountants;

2. Set outin the ‘Guide on Hourly Fee Rates for Consultants’, issued by the Department of
Public Service and Administration; or

3. As prescribed by the body regulating the profession of the consultant.

Regulation 5(a) further states that when consultants are appointed, an accounting officer must
appoint consultants on a time and cost basis with specific start and end dates

Nature
In terms of the agreement between CHDM and Newlipath (Pty) Ltd Consultants:

e Clause 7.1 of the agreement states that the project cost shall not exceed 15% of the VAT
recovered from SARS.

o Clause 7.2 states that the service provider shall submit an invoice based on the actual
services rendered in accordance with the specifications as detailed in the purchase order
with all the support documentation.

Therefore, CHDM will pay the consultant for the actual services rendered and the project cost shall

not exceed 15% of the VAT recovered from SARS.

In respect of this matter, it has been identified that through inspection of invoices that no rate was
determined. The consultant is further being paid on a contingency fee basis whereby CHDM pays
the consultant 15% of the VAT refunds that are due to CHDM and not for the time spent as
contemplated on the Regulation.

The AGSA has amongst other things, identified that:

e This is an accounting firm (Newlipath)
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e The circular also states that “fees for other work performed by private auditors for public
sector institutions must be negotiated with those institutions directly utilising this circular as
a guide”.

e Also confirmed that two consultants to do the VAT returns are SAICA and SAIBA members

Overpayment identified using Guideline on fees for audits undertaken on behalf of the Auditor-
General of South Africa’, issued by the South African Institute of Chartered Accountants:

Financial items (R)
Total amount paid to consultant (since inception) 78 392 432,19
Re-calculated amount( based on returns submitted 10 374 528
since July 2020)
Difference 68 017 904,19
Cause

The cause of the above is inadequate review and monitoring of compliance with applicable laws
and regulations. This is also caused by inadequate implementation of cost containment measures
by the municipality regarding consultants.

Impact
The impact of the above finding amounts to the following

1. non-compliance with Regulation 5(2) of the Municipal Cost Containment Regulations and
MFMA section 62(1) (a)

2. An overpayment of R68 017 904, 19.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management should ensure that the resources of the municipality are used effectively, efficiently
and economically. Management should also ensure that the municipality comply with Regulation 5
(2) of the Municipal Cost Containment Regulations and MFMA section 62(1) (a)

Management’s response
Management disagree to the audit finding and a detailed explanation is provided below and
pointers to disagreements are also reflected.

Background:

Newlipath was appointed through a regulation 32 contract in line with the Municipal Supply Chain
Management Regulations 2005 (SCM Regulations) that seek to guide municipalities when
procuring goods or services from contracts secured by other organs of state.

Section 217(1) of the Constitution of the Republic of South Africa Act, 1996 states that: -
“When an organ of state in the national, provincial or local sphere of government, or any
other institution identified in national legislation, contracts for goods or services, it must do
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Supply

so in accordance with a system which is fair, equitable, transparent, competitive and cost-
effective.

Chain Management (2005)

SCM regulations came into effect in 2005 and regulation 32 has always been an inclusion of the

regulati
regulati

on since its inception and the municipality followed and adhered to the provisions of the
ons as reflected below.

Regulation 32 states that:

“A supply chain management policy may allow the accounting officer to procure goods or
services for the municipality or municipal entity under a contract secured by another organ
of state, but only if

a) the contract has been secured by that other organ of state by means of a competitive
bidding process applicable to that organ of state;

b) the municipality or entity has no reason to believe that such contract was not validly
procured;

c) there are demonstrable discounts or benefits for the municipality or entity to do so; and
d) that other organ of state and the service provider have consented to such procurement in
writing.

Sub regulation (1) (c) and (d) do not apply if:

a) a municipal entity procures goods or services through a contract secured by its parent
municipality; or

b) a municipality procures goods or services through a contract secured by a municipal
entity of which it is the parent municipality”.

Therefore, a municipality or municipal entity may dispense with the competitive bidding
process in terms of regulation 32 of the Municipal SCM Regulations, provided that the
municipality or municipal entity complies with the requirements stated above. The goods or
services that were procured by the other organ of state are exactly the same in every
respect including the terms and conditions as that required by the municipality or municipal
entity. The municipality or municipal entity will rely on the open competitive bidding
processes that the other organ of state undertook in appointing the service provider,
thereby saving on administrative efforts and costs.

The contract must have been secured by means of a competitive bidding process
applicable to that other organ of state and the municipality or entity has no reason to
believe that such contract was not validly procured

This means that the municipality or municipal entity that intends to use a contract secured
by another organ of state must verify and satisfy itself that the contract was procured
through a procurement process that was fair, equitable, transparent, competitive and cost
effective consistent with the public sector procurement principles set out in section 217 of
the Constitution.
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There must be demonstrable discounts or benefits for the municipality or entity to procure
goods or services under a contract procured by another organ of state.

Clearly from the above, the municipality the municipality procured the contract within the
legal prescripts, particularly that regulation 32 states that the exactly the same in every
respect including the terms and conditions, therefore, any transgressions to the terms and
conditions will constitute irregular expenditure. Irregular expenditure is defined as an
expenditure incurred by a municipality or municipal entity in contravention of, or that is not
in accordance with the requirements of MFMA including SCMR, and which has not been
condoned in terms of section 170. Therefore, any deviation from the regulation 32 contract
will commit irregular expenditure and will result into financial misconduct in terms of section
171 of the MFMA and this can be viewed a deliberate and negligence act. Therefore, a
Breach of Code of Conduct for Municipality Staff Members.

The audit finding raised by AGSA will have the following effect if changes are made:

Any member of the executive committee or the board of directors, or official of the entity,
who deliberately or negligently committed, made or authorized an unauthorized, irregular or
fruitless and wasteful expenditure, is liable for that expenditure.

The accounting officer also has a duty to ensure that unauthorized, irregular or fruitless and
wasteful expenditure and other losses are prevented.

Tax Administration

SARS FAQ: Why do | need to be registered with a Recognised Controlling Body?

It is a statutory requirement to belong to a Recognised Controlling Body and register with
SARS as a tax practitioner if you are a person who: Provides advice to another person with
respect to the application of a tax Act; or Completes or assist in the completion of returns.
You must meet the requirements of the Recognised Controlling Body for registration with
them as a tax practitioner Recognised Controlling Bodies are required to regulate your
minimum qualifications, conduct, knowledge and behaviour in a specific manner thus
protecting the interests of the taxpayers whom they represent. The new requirements are
also intended to improve overall service and compliance of both taxpayers and tax
practitioners.

The employees of the service provider are registered with the RCB as tax practitioners in
their personal capacity. Their functions are to perform the VAT review and VAT returns etc
on behalf of the Newlipath.

Municipal Cost Containment Regulations

The regulation was issued in July 2019 through the MFMA Circular 97 which outlined a
process and served as a guide for municipalities to institute appropriate measures to
ensure that the limited resources and public funds are prudently utilised to ensure value for
money is achieved.

The circular also confirms that some discussions ensued between National Treasury and
the Office of the Auditor-General that resulted in agreement on a transition period from 1
July to 30 September 2019 to allow municipalities and municipal entities to adopt their
policies, before these measures will be subjected to audit.
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The circular also states that the effective implementation of the MCCR is the responsibility
of the municipal council, board of directors of municipal entities, municipal accounting
officer and accounting officers of municipal entities. Therefore, policies and regulations of
the municipality are tabled before council for approval for implementation.

CHDM Council was informed about the MCCR on the seating held on the 26 July 2019 for
noting of the promulgation and the need for council to align its policies as well as to develop
the regulation and policy for its effective implementation and enforcement. The resolution
of council emphasized the noting of the information from management about the
regulations as well the development of the policies that are aligned to the regulations.
Management developed and aligned its policy to the regulation in line with the Council
resolution of June 2019 and the policy was tabled for adoption by Council on the 26 May
2021. This then stem that Council approved the policy for implementation with effect from
01 July 2021 which is for the 2021/22 financial year. This is consistent with the circular
provision stated above where it states, “the effective implementation of the MCCR is the
responsibility of the municipal council, board of directors of municipal entities, municipal
accounting officer and accounting officers of municipal entities”. Therefore, the Municipal
Council adopted accordingly and in line with MFMA Circular 97. The policy, regulation, its
implementation and inception was the for the 2021/22 financial year as per the Council
resolutions. By such approval by Council, the intent and the spirit of the MCCR are still
upheld in line with sections 62 and 167 of the MFMA.

In line with the definition contained in the MSCMR, a regulation is defined as follows:

“The Regulations” means the Local Government: Municipal Finance Management Act,
2003, Municipal Supply Chain Management Regulations published by Government Notice
868 of 2005;

Given the above clearly the MSCMR supersedes the MCCR, therefore the municipality
remained with the MSCMR. The reasons thereof, the MSCMR was first implemented
through a regulation 32 contract which stated that when another organ utilizes the contract
secured by another, the terms and conditions prevail and must be contain as is. The MCCR
we only adopted by council for the 2021/22 financial and its effective date was the 01 July
2021 going forward. Given that effective date, management could not change the regulation
32 of the MSCMR because the contract was already concluded with the Newlipath since
2020 and any changes or amendments or negotiating a pricing model would have still
caused a transgression to the MSCMR on regulation 32.

From a legal connotation and prescript, the MSCMR takes precedence than the MCCR
especially that the MCCR has a contradictory connotation to the Supply Chain
Management Regulations (Reg 32) which is the regulation guiding the municipality of the
procurement process and giving effects to the Constitution and other laws and regulations.
In conclusion, management disagree with the findings that there are no transgression to
Regulation 5(2) of the Municipal Cost Containment Regulations and MFMA section 62(1)
(a) as the primary regulation was the MSCMR.

Name: Christopher Mapeyi
Position: Chief Financial officer
Date: 02 November 2022

Auditor’s conclusion
Management response is noted, and management has disagreed with the finding.
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The finding will remain due to the following:

The Municipal Cost Containment Regulations came into effect on 1 July 2019.

The Municipal Cost Containment Regulations was therefore applicable to the CHDM from 1
July 2019. This is further supported by the MFMA Circular No. 97 which speaks to the
municipal cost containment measures. The Circular states the following:

Accounting officers were to conduct a thorough revision and updating of municipal policies
to be consistent with the MCCR. The progress and completion of this process including
tabling of the revised policies are to be finalised by 30 September 2019. This will allow for
full implementation.

The Circular states discussions with the Office of the Auditor-General has resulted in
agreement on a transition period from 1 July to 30 September 2019 to allow municipalities
to adopt their policies before these measures will be subjected to audit.

The MCCR do not apply retrospectively and will therefore not impact on contracts
concluded before 1 July 2019. If municipalities decide to extend current contracts, such
contracts must be aligned with the principles outlined in the MCCR and SCM Regulations.

The MCCR require municipalities to adopt the cost containment policies as part of their
budget related policies. Cognisance has been taken of the fact that the 2019/20 financial
year budget process has been completed and therefore new or revised cost containment
policies must be adopted by 30 September 2019 as part of its updated budget related
policies.

Municipalities that have cost containment policies in place, these must be reviewed to bring
them in line with the MCCR. As an interim measure for those municipalities that do not
have cost containment policies in place, the accounting officer must issue communication
to officials and councillors on the cost containment measures to be implemented, in line
with the MCCR, until such time that a cost containment policy is adopted by the municipal
council.

As stated above, the transition period was from 1 July 2019 to 30 September 2019 in order
for CHDM to adopt/develop its cost containment policy.

Management indicates that it developed and aligned its policy to the regulation in line with
the Council resolution of June 2019 and the policy was tabled for adoption by Council on
the 26 May 2021. Council thereafter approved the policy for implementation with effect from
1 July 2021 which is for the 2021/2022 financial year. Therefore, the Municipal Cost
Containment Measures were only adopted by the Council for the 2021/2022 financial year
and its effective date was 1 July 2021 going forward.

The effective date of the MCCR at the CHDM was only on 1 July 2021 being the date on
which the cost containment measures were adopted by the Council. The CHDM therefore
relied upon the policy being adopted by Council in order for it to be effective.

However, as stipulated above and in terms of the circular, if the CHDM did not have a cost
containment policy in place, the accounting officer was under obligation to issue
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communication to officials and councillors on the cost containment measures to be
implemented immediately until such time that a cost containment policy is adopted by the
Council. The implementation and application of the MCCR was therefore not to be delayed
by the Council adopting the cost containment policy. It is clear that it was the intention of
the MCCR to be applicable and effective from 1 July 2019.

Further, the application and effectiveness of the MCCR did not depend on the Council
adopting the cost containment measures as this extends beyond scope of powers of
Council. Only the legislative drafters of the MCCR had the authority to determine the date
on which the MCCR became effective. In line with the MCCR and the Circular, the CHDM
had to ensure that its policies were aligned or adopted within the municipality to ensure that
the MCCR is fully implemented by 30 September 2019.

Therefore, the MCCR was effective when the contract was awarded to the consultant and
such the provision of the MCCR had to be observed when the contract was awarded and
implemented.

The MCCR also does not contradicts the MSCMR but merely applies concurrently with the
MSCMR. The CHDM is not prohibited from procuring services under Regulation 32 of the
MSCMR however it must do so in line with the cost containment measures of the MCCR.

Therefore the finding remains as communicated.

Further, the expenditure incurred on this contract is in contravention of the cost containment
measures stipulated in MCCR and amounts to irregular expenditure and should be disclosed as
such by management.
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Operating expenditure
6. ISS.14-COAF 08- General Expenses: Electricity - accuracy, cut-off and classification misstatements

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the financial administration of the municipality, and
must for this purpose take all reasonable steps to ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

GRAP 1.(17) Financial statements shall present fairly the financial position, financial performance and cash flows of an entity. Fair presentation
requires the faithful representation of the effects of transactions, other events and conditions in accordance with the definitions and recognition
criteria for assets, liabilities, revenue and expenses. The application of Standards of GRAP with additional disclosures, when necessary, is
presumed to result in financial statements that achieve a fair presentation.

Per GRAP 1 paragraph 05 states that accrual basis means a basis of accounting under which transactions other events and conditions are
recognised when they occur (and not only when cash or its equivalent is received or paid). Therefore, the transactions, other events or conditions
are recorded in the accounting records and recognised in the financial statements of the periods to which they relate. The elements recognised
under accrual accounting are assets, liabilities, net assets, revenue and expenses.

Nature
During the audit of electricity, the following exceptions have been noted:
1. The expenditure recorded in the general ledger does not agree to the consumption billed for the billing period per the invoices.

Details per the general ledger Auditors recalculation Difference
between
_ i _ i i recorded
No. | Period | Vote Vote Transaction Reference Debit Amt Recalculated Recalculated | Total invoice amount and
number Description Type amount (excl. | VAT amount | amount recalculated
VAT) amount
1 202202 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100143357 232594,12 224 039,39 33 605,91 257645,30 8 554,73
MRCZZWD ELECTRICITY Payments
“c-‘:‘
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Details per the general ledger Auditors recalculation Difference
between
- - - - - recorded

No. | Period | Vote Vote Transaction Reference Debit Amt Recalculated Recalculated | Total invoice amount and

number Description Type amount (excl. | VAT amount | amount recalculated
VAT) amount

2 202202 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100143358 273 880,49 213 151,20 31 972,68 245 123,88 60 729,29
MRCZZWD ELECTRICITY Payments

3 202202 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100143241 | 1320 418,07 665 859,28 99 878,89 765 738,17 654 558,79
MRCZZWD ELECTRICITY Payments

4 202108 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100141575 292 261,56 91 166,10 13 674,92 104 841,02 201 095,46
MRCZZWD ELECTRICITY Payments

5 202109 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100142135 | 2 330547,15 1448 891,05 217 333,66 1666 224,71 881 656,10
MRCZZWD ELECTRICITY Payments

6 202109 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100142136 260 699,73 133 191,06 19 978,66 153 169,72 127 508,67
MRCZZWD ELECTRICITY Payments

7 202112 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100142771 | 1371 344,07 592 628,13 88 894,22 681 522,35 778 715,94
MRCZZWD ELECTRICITY Payments

8 202201 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100143113 627 023,10 402 864,07 60 429,61 463 293,68 224 159,03
MRCZZWD ELECTRICITY Payments

9 202112 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100142770 830 623,21 584 129,30 87 619,40 671 748,70 246 493,91
MRCZZWD ELECTRICITY Payments

10 202111 | 35302303611AF | DEPARTMENTAL | Sundry FIN90100142638 324 094,35 185 052,79 27 757,92 212 810,71 139 041,56
MRCZZWD ELECTRICITY Payments

“c-‘:‘
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2. The expenditure recorded in the general ledger relates to the 2020/21 and not the financial year under review.

Details per the general ledger Auditors recalculation Difference
between
No | Period |Vote number |Vote Transaction Reference Debit Amt Recalculated Recalculated | Total invoice recorded
Description Type amount (excl. | VAT amount |amount amount and
VAT) recalculated
amount
1 202206 | 35302303611A | DEPARTMENTAL Sundry FIN90100144761 416 906,58 - - - 416 906,58
FMRCZZWD ELECTRICITY Payments
2 202110 |35302303611A | DEPARTMENTAL Sundry FIN90100142331 | 1 039 217,00 - - - 1039 217,00
FMRCZZWD ELECTRICITY Payments
3. The expenditure recorded in the general ledger has been recorded inclusive of VAT.
Details per the general ledger Auditors recalculation Difference
No | Period [Vote number Vote Transaction | Reference Debit Amt Recalculated Recalculated | Total invoice between
Description Type amount (excl. | VAT amount |amount recorded
VAT) amount and
recalculated
amount
1 |202203 |35302303611A | DEPARTMENTAL Sundry FIN90100143673 5 000,00 4 347,82 652,18 5 000,00 652,18
FMRCZZWD ELECTRICITY Payments
2 202203 |25202303611A | DEPARTMENTAL Sundry FIN90100143813 15 000,00 13 043,48 1 956,52 15 000,00 1 956,52
2MRCZZWD ELECTRICITY Payments
3 |202108 |25202303611A | DEPARTMENTAL Sundry FIN90100141831 15 000,00 13 043,48 1 956,52 15 000,00 1 956,52
2MRCZZWD ELECTRICITY Payments
4 202108 | 25202303611A | DEPARTMENTAL Sundry FIN90100141920 15 000,00 13 043,48 1 956,52 15 000,00 1 956,52
2MRCZZWD ELECTRICITY Payments
)
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4. The expenditure recorded in the general ledger has been recorded inclusive of interest.

Details per the general ledger Auditors recalculation Difference
No [ Period | Vote Vote Transaction Reference Debit Amt Recalculated Recalculated | Total invoice between
number Description Type amount (excl. | VAT amount |amount recorded
VAT) amount and
recalculated
amount
1 20220 |35302303611AF | DEPARTMENTAL Sundry FIN901001438 956 757,62 960 471,84 144 070,78 1104 542,62 (3714,22)
4 MRCZZWD ELECTRICITY Payments 49
Cause
The is due to:

1. The recording of the amount outstanding per the invoice and not the amount billed for the billing period.
2. The invoices for the 2020/21 financial year consumption being received during the 2021/22 financial year.
3. The payment for pre-paid electricity being made prior to the electricity being purchased.

4. The incorrect transfer of the details of the invoice to the spreadsheet used to calculate the billing amount.

Impact
The findings result in a projected overstatement of electricity of R20 956 667.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing and reconciling of transactions.

Recommendation

Management should perform thorough reviews of all invoices received to ensure that all transactions recorded in the general ledger:
1. only relate to the billing based on the consumption for the invoice period;

2. are recorded in the correct financial year; and

3. are recorded in the correct vote.

Management’s response

1. Bulk purchases - accuracy and cut-off misstatements

0
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BOREHOLES

Management notes finding. DWAF does not issue invoices to CHDM monthly due to the immateriality of the amounts that are charged per account.
The department normally cluster the different months in one invoice and therefore, during the cut-off period for year end it does distort the AFS
processes where in the selected sample it was identified that there were transactions recorded in the period under review that were for the prior
year period.

A full population was analysed by the municipality and the objective was identified any further misstatements that might have occurred during the
period under review. Based on this analysis an amount of R7,981,48 was identified as misstatement and included in this amount was the error of a
credit note of R322.63 which paid instead of being deducted from the invoice amount. The municipality opted for a full population although this was
immaterial.

The municipality has systems in place of detecting any further misstatements going forward. The process starts from an analysis by the Interns as
the first analysts, thereafter, the Financial Controller will review the payment vouchers and then signed off by the WSA Finance Manager for further
review. These processes are effective, hence the error identified was minimal and immaterial when compared to the audit materiality amount. The
municipality will further strengthen these reviews to limit any errors that might occur. A journal will be prepared to effect any adjustments when it is
permissible to perform any adjustments on the AFS. The corrections that will be made will also address the error identified for the difference of

R7 443.54 which is identified as per the above audit findings in number 1.

DAMS

The municipality noted the voucher number: FIN90100142769 as reflected in the above audit findings. The municipality analyzed the entire
population for the invoices that are related to invoices issued DWAF. Based on the analysis, the municipality only detected a difference of
R21,300.49 as reflected in the proposed journals below. This difference was in June 2021 which was overcharged by DWAF to the municipality.
The municipality identified that there was an overcharge of the invoice, and the overcharging was then recovered in the July 2021

invoice. Therefore, there was a ZERO effect and no need to effect any adjustment. The only correction to be effected is the VAT implication as per
the below proposed journal.

Management agrees to the finding pertaining to the cut-off of 2020/21 financial year from the selected sample. The set invoices were also perused,
and the months relates to the prior year. A correction journal will be prepared to credit the expenditure and debit against the accumulated

surplus. The DWAF does not submit the monthly invoices, and these are billed quarterly to the Municipality. Based on our discussions with DWAF,
it is not financially viable to issue invoices to CHDM monthly due to the immateriality of those amounts e.g. ranging from R5 to approximately R19
a month and these expenditures are only for the boreholes. The billing of the prior year was issued to CHDM in July 2021 which included April,
May and June 2021, hence there was this oversight from management.

2. Electricity - accuracy, cut-off and classification misstatements

-
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1 - A full population of the electricity invoices were analysed to explain the differences that were identified as the audit finding. The differences
resulted from the opening balances which were taken into account in the subsequent invoices, and some were already paid in the previous
invoices. The billing by Eskom was accounted for in the correct financial year of 2021/22, slight differences will be corrected during the adjustment
period.

2 - Management disagrees with finding. Through the exercise of analysing and identification of expenditure recorded in the current financial, the
said vouchers were identified, and journals (i.e. J060122 &J061457) were processed to re-record the expenditure in the correct financial period
which is in 2020/21. The corresponding figure cancelling the identified figure by the AGSA is included in the GL which implies that the R416 906.58
and R1 039,217.00 were corrected. Attached are the processed journals that serves as evidence of the correction made.

3 - The VAT allocations are a factual misstatement that can be corrected during the process of making amendments because of the oversight
misstatements for the prepaid electricity. A full population of the prepaid electricity made in the 2021/22 financial has been perused and corrections
have been proposed below and will be processed when the amendment of AFS is permissible. Although there is a process in place to analyse the
invoices before the payment is affected, we will further strengthen the review and analysis process for these invoices and payments. Monthly we
will have the Expenditure Manager and his Team to peruse all the prepaid invoices made for departmental electricity. This was a bonafide
oversight error which will not be repeated going forward. The process for 2022/23 financial year has ensued and corrections have been made in
this regard to eliminate the error.

The journal entries will be as follows.

Dr Input VAT R15 652.16

Cr Departmental electricity R15 652.16

4 - Management notes the findings on the Inxuba Yethemba Municipality (I'YM) payment voucher for February 2022, Inxuba Yethemba Municipality
erroneously included the interest amount of R13,700.32 into the billing amount which contrary to our agreements that interest will not be paid by
the municipalities.

Given the above the Municipality opted to analyse the entire population of all the Inxuba Yethemba vouchers dated July 2021;11 May 2022; 24
January 2022; 15 August 2022; 13 July 2022 and 14 July 2022. There were further errors identified for March 2022, a rounding off on account
number 141802016, for amount of R0,54 cents and on account number: 620001030 amounts to R6,000.00 which is an overstatement. These were
errors by Inxuba Yethemba that were also included invoice.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 03 October 2022

Auditor’s conclusion
1. Bulk purchases - accuracy and cut-off misstatements

-
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Management’'s comments regarding the proposed journal entries to correct the amounts recognised in the incorrect financial year and the amounts
recorded inclusive of VAT have been noted. However, the misstatements are not material on their own for bulk purchases. The correction of the
misstatements concerned will also not move the municipality to a more favourable audit opinion. Therefore, the finding remains.

2. Electricity - accuracy, cut-off and classification misstatements

Finding 2:

Management’s comments together with the submitted journals have been noted. As the journals were processed during the 2021/22 financial year
to recognise the transactions in the correct period, the findings have been resolved.

Finding 1, 3 and 4:

Managements comments regarding the proposed journal entries to correct the prior year amounts included in the current year, to correct the VAT
included in pre-paid electricity and to correct the interest included in electricity have been noted. Management’s analysis of the entire population
has also been noted and the following have been identified:

1. The expectation that management has corrected the entire population for electricity has not been met as the following item which was tested in
the initial sample (and confirmed to be departmental electricity) and included in the exception communicated to management has not been
included in the analysed population:

Details per the general ledger
No. | Period |Vote number Vote Description Transaction Type Reference TranDate [ Debit Amt | Transaction Description
1 202108 | 35302303611AFMRCZZWD | DEPARTMENTAL Sundry FIN90100141575 | 20210806 | 292 261,56 | EO0067 :

ELECTRICITY Payments ESKOM

2. The following differences have been noted in the calculations to correct the VAT included in pre-paid electricity as management calculated VAT
as 15/100 instead of 15/115 as the amount included in electricity is inclusive of VAT:

Mattam = R3 776.09

Emalahleni = R1 95,65

Based on the above, reasonable assurance has not been obtained that the corrections proposed by management are complete and accurate.
Therefore, the finding remains with a projected misstatement of R15 133 332.94.
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7. ISS.34-COAF 24: Expenditure management: Payments made past 30 days

Audit finding

As per MFMA 65(2)(e), all money owing by the municipality must be paid within 30days of receiving the relevant invoice or statement, unless
prescribed otherwise for certain categories of expenditure.Nature

During the testing of general expenses it was identified that the following payments were made after the legislated 30 days period from date of
receipt of invoice:

No | Period [Vote No Vote Descr Ref Trans Debit Invoice Payment No. of
Date Amount (R) [Date Voucher days it
Date took to
make
the
payment
1. | 202206 | 35332300190AFMRCZZWD | OC: ASSETS LESS AATHFINA024144 | 20220714 229 000.00 | 30/05/2022 | 15/07/2022 |46
THAN CAPITAL
THRESHOLD
2. | 202203 | 15052300200A2TF7ZZWD | OC: AUDIT FIN90100143740 |20220324 38 154.90 | 31/01/2022 | 24/03/2022 |51
COST: EXTERNAL
3. 202206 |35322323601AFMRCZZWD | CHEMICALS AATHFINA024193 | 20220714 99 996.00 | 19/04/2022 |14/07/2022 |85
4. 1202206 |20102323600P1T70ZZWD |[INVENTORY - AATHFINA024144 (20220714 260 425.50 | 30/05/2022 |14/07/2022 |44
MATERIALS &
SUPPLIES
5. 1202108 | 25402301790A2MRCZZWD | OC: EXT COM SERV FIN90100141900 |20210827 | 1113 020.00 |20/07/2021 |27/08/2021 |37
PROV - SPEC COMPUT
SERV
6. |202201 |15352301780A2MRCZZWD | OC: EXT COM SERV FIN90100143075 |[20220111 | 1926 429.00|30/09/2021 |11/01/2022 |102
PROV - SIWARE
LICENCES
7. | 202206 | 35332306612AFMRCZZWD | DIESEL - WET AATHFINA024143 | 20220714 192 600.00 | 25/02/2022 | 14/07/2022 | 138
FUEL
“‘;‘:‘
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Cause
Per enquiry with management, this is due to the municipality's cash flow constraints, therefore,
payments are made as and when funds become available.

Impact
The municipality might incur interest and penalties on late payments which might lead to fruitless
and wasteful expenditure and non-compliance with the MFMA.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations

Recommendation

Have a structured payment plan based on the funds available. Consider having a prescription
being made for certain categories of expenditure through authorization by the appropriate level of
management e. g. CFO , as prescribed by MFMAB5(2)(e)

Management’s response

Management agrees with the finding. The late payment of invoices is influenced by numerous
factors that subscribes to good financial management. Amongst of the factors are, queries on
invoices, checking the VAT requirements based on invoice verification process, some invoices
referred to suppliers for correctness in dealing with compliance matters, some submitted late by
suppliers and others are related to management of the municipality’s cash flow. The municipality
does have a low revenue base which is also evident in the collection rate, which requires from time
to time that one manages the cashflow to avoid cashbook balances that denotes overdraft. The
municipality has the ability to pay its creditors within 30 days however, for the reasons cited above,
there are instances that this is not met, and this is seen from the improvements from the prior
years. The current improvements serve as evidence that the municipality is improving from the
non-compliance with section 65(2)(e) of the MFMA. The municipality is also strengthening its
review and monitoring processes on this matter hence these improvements. There also instances
were payment arrangements are made with suppliers to avoid interest and penalties.

The municipality has ventured to invest some of the excess funds that will not be utilised in the
next 30 days so as to earn interest that will assist with the working capital to ensure that debts are
settle in due time to avoid the non-compliance.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 03 October 2022

Auditor’s conclusion
Management response and agreement to the finding has been noted. The finding remains and will
be reported in the management and audit report as non-compliance.
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8. ISS.35-COAF 25: Contracted services: Expenditure recognised in incorrect period

Audit finding

In terms of MFMA 65(2)(b), the municipality has and maintains a management, accounting and information system which -
i) recognizes expenditure when it is incurred;

i) accounts for creditors of the municipality: and

iif) accounts for payments made by the municipality

Nature
The expenditure that was incurred in the 2021 financial period was only recognized during the 2022 financial year .
No | Period |Vote No Vote Descr Ref Trans Date Debit Amount | Date Year in Year in which
Services which transaction
Rendered |transaction |[should have
is recorded |been
recorded
1. |202109 |25202285400A2MRCZZWD | CONTR: FIN90100142221 | 20210930 1612 000.00 |01/06/2021 |30/06/2022 |30/06/2021
SAFEGUARD &
SECURITY
Cause

There was a disagreement between the security service provider and the municipality on the billing system i.e. based on the contract held by the
municipality or the rates determined by the security company which was only resolved in the 2022 financial year.

Impact
Contracted services as misstatement by an extrapolated amount of R30 889 006.

Internal control deficiency

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
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Recommendation
Expenditure must be recognized during the financial period in which services are rendered despite
any pending disagreements to be resolved.

Management’s response

Management disagrees with the finding. The invoices are dated (11 August and 05 July 2021) and
the received dates are within the current financial year, therefore recording of expenditure is in the
correct financial year. Notable the service has been rendered in June 2021, and there were still
negotiations ensuing at that time because of the rates that they were charged versus the amount
awarded on the contract. Furthermore, the were queries regarding the number of guards on site
against the claims submitted therefore, a thorough reconciliations were to be done to ensure
correctness of the amount being claimed and it's accounting thereof. To exercise financial
prudency the municipality had to perform such reconciliations. This means we would not have
known the correct rate that will charged by the service provider as to correctly recognise a creditor
at year end .

Attached is the evidence confirming the above statement

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 24 October 2022

Auditor’s conclusion

Auditor’s conclusion

Management’'s comments have been noted. Although management initially disagreed with the
finding, further afforded management the opportunity to go back to the population to correct the
cut-off misstatements. Based on the testing performed on the revised population, reasonable
assurance could not been obtained that the contracted services expenditure incurred and
recognised in the general ledger pertains to the financial year under review as transactions that
relate to the 2018/19 and 2022/23 financial years were identified. Therefore, the finding remains.
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Predetermined objectives
1. ISS.58-COAF 32 - AOPO - SDI 14 accuracy misstatement

Audit finding

Section 62 (1)(b) of the MFMA, (Act No. 56 of 2003), states that, "The accounting officer of a
municipality is responsible for managing the financial administration of the municipality, and must
for this purpose take all reasonable steps to ensure that full and proper records of the financial
affairs of the municipality are kept in accordance with any prescribed norms and standards."

National Treasury Framework for Managing Programme Performance Information chapter 5
paragraph 5.2 (3) states that,” Performance information systems should be integrated within
existing management processes and systems. The accounting officer or head official of an
institution is responsible for ensuring that the institution has appropriate systems to collect, collate,
verify and store the information.”

Nature
During the audit of SDI 14, the following differences have been noted between the percentage
compliance per the waste water quality checklist and the recalculated percentage compliance:

Details per the waste water quality Audited total compliance Misstatement

checklist percentage

No Supply Compliance
systems achieved

1 Sterkstroom 18,50% 25,92% -7,42%
- Quarter 4

2 Elliot - 25,90% 38,89% -12,99%
Quarter 4

Cause

1. The incorrect calculation of the physical compliance percentage on the proforma final effluent.
2. The incorrect calculation of the overall compliance percentage on the proforma final effluent.

Impact

This results is a projected understatement in the compliance percentage of 2.37%.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing
and reconciling of transactions

Recommendation
Management should ensure that there are controls put in place over the adequate review of the
proforma effluent compliance percentage calculation to ensure that the reported compliance

percentage is accurate.
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Management’s response
Management agrees with the auditor’s finding, the Q4 report (2021/2022 financial year report) and
APR will be adjusted to reflect the corrected figures.

Name: Bulelwa Ganyaza
Position: Acting Director — Strategic Management Services
Date: 03 November 2022

Auditor’s conclusion

Management’s comments together with the submitted adjusted APR have been noted. The
percentage disclosed in the APR is based on the compliance percentages per the waste water
quality reports/checklist and not the actual compliance percentages per the proforma effluent
compliance percentage calculations. As the finding was raised on the differences between the
wastewater quality reports/checklists and the proforma effluent compliance percentage
calculations, management should have calculated the overall compliance percentage by revisiting
the proforma effluent compliance percentages calculations to ensure that the two calculations
agree.

Based on the above considerations, the finding remains and will be accumulated with other
misstatements.
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Procurement and Contract Management

9. ISS.19-COAF 13 - Contract Management: Contracts were not monitored on a monthly
basis

Audit finding

MFMA section 116(2) states that the accounting officer of a municipality or municipal entity must—
(a) take all reasonable steps to ensure that a contract or agreement procured through the supply
chain management policy of the municipality or municipal entity is properly enforced;

(b) Monitor on a monthly basis the performance of the contractor under the contract or agreement;
(c) establish capacity in the administration of the municipality or municipal entity—

(i) to assist the accounting officer in carrying out the duties set out in paragraphs (a) and (b); and
(ii) to oversee the day-to-day management of the contract or agreement; and

Nature
During the audit it was identified that the following contracts were not monitored on a monthly
basis:

No Contract number Item description Total rand-value of
contract (R)
5 39/2019- CONSTRUCTION OF NEW RATHWICK 32 850 159,33
2020/LG(AM) SEWER PUMP STATION AND BULK MAIN TO

THE ENKULULEKWENI SEWER PUMP
STATION IN KOMANI

6 34/2019-2020/LG(TN) [ CLUSTER6: WATER BACKLOG: LOKSHINI 26 199 186,49
VILLAGE RETICULATION PHASE 3
7 08/2018/MD(TN) CLUSTER 4 WATER SUPPLY BACKLOG 33 941 848,54

ERADICATION : KWAMZOLA AND
MATAFENI-B WATER SUPPLY

14 33/2015/MD(TN) TSOMO RIVER ABSTRACTION AND WATER 215 850 960,12
TREATMENT WORKS CONSTRUCTION

Cause

The cause of the above is due to a lack of controls over the maintenance of financial information
and the lack of management exercising oversight to ensure that contracts are monitored regularly
and non-compliance is also monitored.

Impact
The impact of the above finding is non-compliance with the requirements of MFMA legislation.

Internal control deficiency

Financial and performance management: 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

Recommendation

Management should ensure that contracts with contractors are monitored on a monthly basis so as
to detects delays and problems early and put measures to manage them on time and in doing so,
avoid any non-compliances with the applicable legislation.
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Management’s response
Management note the finding and disagrees with lack of monitoring of projects.

1.CONSTRUCTION OF NEW RATHWICK SEWER PUMP STATION AND BULK MAIN TO THE
ENKULULEKWENI SEWER PUMP STATION IN KOMANI

CHDM terminated Element Consulting Engineer’s appointment for New Rathwick in July 2021 and
they were reinstated in March 2022 after court ruling. After the termination of these contracts, the
consulting engineers that were terminated filled papers to interdict the terminations, hence the
court ruling to reinstate the consulting engineers.

The initial handover took place in July 2021 thereafter the PSP was terminated. Subsequent to
their returning to the project, site minutes were held on the following months 17 March 2022, 21
April 2022, 19 May 2022, 23 June 2022. As a result of the terminations, the projects were not
progressing hence there were no monitoring that occurred. This illustrates that monitoring of
projects is done monthly since the reinstatement. For ease of reference see attached copies of
minutes.

2.CLUSTERG6: WATER BACKLOG: LOKSHINI VILLAGE RETICULATION PHASE 3

This illustrates that the project is monitored on monthly basis. For ease of reference see attached
site meeting minutes July 2021, August 2021, September 2021, October 2021 progress report,
November 2021, December 2021 progress report Builders December shutdown, January 2022,
February 2022, March, April, May June 2022 progress reports. This illustrates that monitoring is
undertaken.

3.CLUSTER 4 WATER SUPPLY BACKLOG ERADICATION: KWAMZOLA AND MATAFENI-B
WATER SUPPLY

This illustrates that the project is monitored on monthly basis. For ease of reference see attached
progress report June 2021, Site meeting minutes July 2021,Progress report August 2021 Progress
meeting September, site meeting 19 October and November 2021,Progress reports January2022,
February, March, April, May, June 2022. This illustrates that monitoring is undertaken.

4. TSOMO RIVER ABSTRACTION AND WATER TREATMENT WORKS CONSTRUCTION

This illustrates that the project is monitored on monthly basis. For ease of reference see attached
virtual site meeting minutes August, September, October, November 2022, February, March, April,
May 2022. July 2021 no virtual meeting was held due other commitments and therefore a meeting
was held early in August 2022 to make up for lost month. The builders shutdown over the period of
December 2021 to January 2022 meetings were not held as very limited work is undertaken in
these periods as contractor prepare to close and reopen with work. For the month of June 2022 no
site meeting was held as inspection of snags were being done for completion. This project
achieved practical completion on the 5 April 2022.

Name: Christopher Mapeyi
Position: CFO
Date: 19 October 2022

Auditor’s conclusion
1.CONSTRUCTION OF NEW RATHWICK SEWER PUMP STATION AND BULK MAIN TO THE
ENKULULEKWENI SEWER PUMP STATION IN KOMANI
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Management’'s comment has been noted. However, the termination letter to supplier and court
outcome was not submitted. Therefore, the finding remains and will be communicated on the
management report and audit report accordingly.

2.CLUSTERG6: WATER BACKLOG: LOKSHINI VILLAGE RETICULATION PHASE 3

Management’'s comment has been noted. However, only 11 out of 12 minutes of progress
meetings have been submitted, which therefore suggests that the project was not monitored on a
monthly basis. Therefore, the finding remains and will be reported accordingly.

3.CLUSTER 4 WATER SUPPLY BACKLOG ERADICATION: KWAMZOLA AND MATAFENI-B
WATER SUPPLY

Management’'s comment has been noted. However, only 10 out of 12 minutes of progress
meetings have been submitted, which therefore suggests that the project was not monitored on a
monthly basis. Therefore, the finding remains and will be reported accordingly.

4. TSOMO RIVER ABSTRACTION AND WATER TREATMENT WORKS CONSTRUCTION

Management’'s comment has been noted. However, only 09 out of 12 minutes of progress
meetings have been submitted, which therefore suggests that the project was not monitored on a
monthly basis. Therefore, the finding remains and will be reported accordingly.

Management response and disagreements is noted. However the additional information submitted
by management was not sufficient to address or prove that there was monthly monitoring as
required by MFMA, therefore finding remain.
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Receivables

10. ISS.23-COAF 18- Receivables from exchange: Differences between the age and AFS, and Note 06 issues

Audit finding

Per MFMA 122 (1) every municipality and every municipal entity must for each financial year prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its budget, its management of revenue, expenditure,
assets and liabilities, its business activities, its financial results, and its financial position as at the end of the financial year; and

2. disclose the information required in terms of sections 123, 124 and 125.
(3) Both annual financial statements and consolidated annual financial statements must be prepared in accordance with generally recognized

accounting practice prescribed in terms of section 91 (1) (b) of the Public Finance Management Act.

Nature

1. The following differences were noted between the AFS and the age analysis:

Receivables from
exchange
transactions

Details per the age analysis

Details per the AFS (Note 06)

Differences

30 June 2022 Age

30 June 2021
Adjusted

30 June 2022 Age

30 June 2021
Adjusted

30 June 2022
Age

30 June 2021
Adjusted

Gross balances

Water R1 491 983 443,00 R1 812 360 458,57 | R1602 244 118,00| R1834232101,00| -R110 260 675,00 -R21871 642,43
Sewerage R345 173 547,00 R609 542 589,13 R337 224 598,00 R593 174 257,00 R7 948 949,00 R16 368 332,13
Sundry debtors R2 596 213,00 R2 610 892,15 R2 596 214,00 R2 610 892,00 -R1,00 RO,15

R1 839 753 203,00

R2 424 513 939,85

R1 942 064 930,00

R2 430 017 250,00

-R102 311 727,00

-R5 503 310,15

Less: Allowance
for impairment

Water -R1 033 596 393,68 -R1 512 561 652,40 | -R1 033 596 394,00 | -R1512 561 652,00 R0,32 -R0,40
Sewerage -R550 215 063,35 -R568 004 886,11 -R550 215 063,00 -R568 004 886,00 -R0,35 -R0O,11
“c..;

D
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Receivables from
exchange
transactions

Details per the age analysis

Details per the AFS (Note 06)

Differences

30 June 2022 Age

30 June 2021

30 June 2022 Age

30 June 2021

30 June 2022

30 June 2021

Adjusted Adjusted Age Adjusted
Sundry debtors R2 519 756,00 -R2 519 756,00 -R2 519 756,00 -R2 519 756,00 R5 039 512,00 R0,00
-R1 581 291 701,03 -R2 083 086 294,51 | -R1 586 331 213,00 | -R2 083 086 294,00 R5 039 511,97 -R0,51
Net Balance
Water R458 387 049,32 R299 798 806,17 R568 647 724,00 R321 670 449,00 | -R110 260 675,32 | -R21871 642,03
Sewerage -R205 041 516,35 R41 537 703,02 -R212 990 465,00 R25 169 371,00 R7 948 949,35 R16 368 332,24
Sundry debtors R5 115 969,00 R91 136,15 R76 458,00 R91 136,00 -R5 039 513,00 RO,15

R258 461 501,97

R341 427 645,34

R355 733 717,00

R346 930 956,00

-R107 351 238,97

-R5 503 309,64

2. Allowance for impairment of sewerage is more than the

Sewerage

2022 AFS

Gross

R337 224 598,00

Allowance for impairment

-R550 215 063,00

Net

-R212 990 465,00

Cause

ross balance:

This is due to inadequate review processes of the annual financial statements by management and those charged with governance.

Impact

The findings result in:
e An overstatement of receivables from exchange transaction by R107 351 238.97 (R5 503 309.64- 2021).

e Limitation of R212 990 465,00 for balance of sewerage on receivables from exchange transactions.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports that are supported and evidenced by reliable

information.

0
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Recommendation

Management should perform thorough review of the financial statements to ensure that the amounts per the face of the financial statements agree

to the amounts per the notes and supporting schedules, that the changes to the comparative amounts reconcile and that disclosures are in

compliance with the requirements of GRAP.

Management’s response

Management notes and agree to the Auditor’s finding,

The error was identified in the note on submission of the AFS was immediately communicated to AG,
Management has attached the corrected Receivables from exchange transactions disclosure Note 8.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 18 October 2022

Auditor’s conclusion

1. The following differences were noted between the AFS and the age analysis:
Management noted, and agreed with the finding. The revised Receivables from exchange transactions disclosure Note 8, was audited. It was

noted that the following reconciling items processed in August 2022 were not included on the amount proposed to be included in Note 08 of the

adjusted AFS:

2020/21: Water Sale August Adjustment- VAT
(Recalculated based on adjustment amount, and
VAT is not audited)

770 100,68

- 4260397,19

- 3490 296,51

Financial periods Dr (R) Cr (R) Net (R) Audit work done

2019/20: Water Sale August Adjustment 9460 365,05 | - 28 883 678,22 -19 423 313,17 | The proposed corrections are included
2019/20: Water Sale August Adjustment- VAT 1419 054,76 | - 4332551,73 - 2913 496,98 | in the AFS.

(Recalculated based on adjustment amount, and Per work done, there is a material
VAT is not audited) limitation of scope as communicated
2020/21; Water Sale August Adjustment 5134 004,52 | - 28 402 647,90 223 268 643,38 | ON COAF 29 of 2022.

2021-22: Water Sale August Adjustment

12 262 076,44

50 513 813,02

-38 251 736,58
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Financial periods

Dr (R)

Cr (R)

Net (R)

Audit work done

2021-22: Water Sale August Adjustment- VAT
(Recalculated based on adjustment amount, and
VAT is not audited)

1839 311,47

- 7577071,95

- 5737 760,49

Total

30884 912,91

-123 970 160,01

-93 085 247,10

The proposed corrections are included
in the AFS.

Per work done, there is a material
disagreement as communicated on
COAF 29 of 2022.

The finding, therefore remains and will be reported in the management and audit report.

2. Allowance for impairment of sewerage is more than the gross balance:
Management noted, and agreed with the finding. The revised Receivables from exchange transactions disclosure Note 8, was audited. It was
noted that the allowance for impairment is still more that the gross balance. Refer to details below:

Sewerage

Proposed Note 08

Gross

R 345173 547,00

Allowance for impairment

R 550 215 063,35

Net

-R 205041 516,35

The finding, therefore remains and will be reported in the management and audit report.

0
iy
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11. ISS.53-COAF 26 - Restatements for receivables and Allowance for impairment: No
support provided

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

1. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

GRAP 104, paragraph 57 states that An entity shall assess at the end of each reporting period
whether there is any objective evidence that a financial asset or group of financial assets is
impaired. If any such evidence exists, the entity shall apply paragraphs .61 to .63 (for financial
assets carried at amortised cost) and paragraph .64 (for financial assets carried at cost) to
determine the amount of any impairment loss.

Credit control and debt collection policy of the municipality for 2021/22, paragraph 10:

10.1 An assessment of consumer debt will be made at the end of the financial year in order to
determine possible impairment.

10.2 The process in the determination of amounts deemed to be impaired at financial year end will
involve an analysis of each debtor to determine the extent to which debtors have defaulted on
payments already due, and an assessment of their ability to make payments. The debtors will be
classified into one of the three categories, namely:

- Category A: Regular payers, government accounts, consumers with amounts owing not older
than 60 days and consumers with arrangements that ae up to date;

- Category B: Irregular payers with outstanding debt older than 60 days with no payment made
within the last 6 months and inactive accounts.

- Category C: Indigent customers with debts older than 60 days with no payments made within the
last 6 months and inactive accounts.

Nature
1. The allowance for impairment calculations with assessment of impairment for each debtor was
not submitted with the accounting file on submission of the AFS on the 31 of August 2022.
Follow up was done to management on the 20™ of October 2022 to explain that impairment per
debtor is needed so that sample can be selected to test the impairment of debtors, and
management submitted the calculation in summary format per category, and did not include the
details of individual debtors per category. Therefore, there is no supporting schedule of the
following note:
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Receivables from exchange Details per the AFS (Note 06)
transactions 30 June 2022 Age 30 June 2021 Adjusted

Allowance for impairment

Water -R1 033 596 394,00 -R1 512 561 652,00
Sewerage -R550 215 063,00 -R568 004 886,00
Sundry debtors -R2 519 756,00 -R2 519 756,00

-R1 586 331 213,00 -R2 083 086 294,00

2. There are no supporting schedules for restatements on receivables from exchange
transactions:

General Expense (R)

Previously reported in Statement of Financial 383 543 146.00
Performance
Adjustments
Correction of debt impairment and billed revenue (36 612 190.00)
Restated amount in Statement of Financial 346 930 956.00
Performance

Cause
This is due to inadequate review processes of the annual financial statements by management and
those charged with governance to ensure that:

1. The calculations are supported with information as stated on the credit control and debt
collection policy of the municipality.

2. The restatements are submitted with the supporting evidence.

Impact
The findings result in:

1. Alimitation of scope of R1 586 331 213 (R2 083 086 294- 2021) for allowance for impairment,
and R335 285 703 (R383 517 369- 2021) of debt impairment.

2. Alimitation of scope of R36 612 190 on restatement of receivables from exchange
transactions.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation

Management should perform thorough review of the financial statements to ensure that the
calculations are supported with information as stated on the credit control and debt collection policy
of the municipality, and all the supporting evidence of restatements is submitted with the audit file
on AFS submission.

Management’s response
1. The Municipality agrees that the debt impairment is not presented as per a receivable account
as contemplated in the audit finding stated above. However, the calculations are considering the
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latest information as per the age analysis that takes into cognisance the movements of each
receivable account.

The municipality assesses its debtors at the end of each reporting date, i.e., 30 June, to consider
any impairment for the exchange transactions such as water and sanitation etc.

Based on the municipality’s credit control and debt collection policy, the municipality uses the
group of receivable accounts for such determinations, which also in line with GRAP 104.

The following are excluded from the debt impairment by the municipality:
Category A:

e Government departments and Regular Payers

e Councillors

e Municipal officials

e Sundry accounts

o Credit balances

All accounts with balances outstanding 60 days and longer as these accounts are considered to be
past due and are impaired in line with the scales of the policy for each category.

The latest age analysis at reporting date shows the movements during the year for each receivable
accounts such as opening balances, billing, journals and total receipts etc. The attached
spreadsheet shows the receivable account and the movements for each debtor as evidence that
the workings also considered each debtor.

The group method was then ideal for the municipality as it is also in line with GRAP 104.

Given the above, the supporting evidence for the debt impairment are included as an attachment.

Another supporting evidence has been provided for the restatement of the debt impairment figures
provided in the AFS 2021/22.

Management disagrees to the limitation as contemplated in the audit finding communication on the
basis of the background and information provided.

There are adjustments to be made for the period under review and as follows:

Management disagrees with the Auditors finding of the Limitation of scope restatement of
receivables from exchange transactions

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 31 October 2022
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Auditor’s conclusion

1. Allowance for impairment calculations

Management agreed with the finding and provided the unbundled impairment calculation for
2021/22 financial period.

The total of unbundled debt impairment calculations were the compared to the amount
proposed in COAF 18 (The amount per COAF 18 is the same as the amount per the AFS
submitted on the 31 of August 2022, with balances as at 30 June 2022 with the
comparatives).

Financial Recalculated Amounts Proposed AFS amount Difference

items (Management response- COAF 26) | (COAF 18 response)

Water R1 216 707 632,84 R1 033 596 393,68 R183 111 239,16
Sanitation R302 274 748,17 R550 215 063,35 -R247 940 315,18
Sundry R- R2 519 756,00 -R2 519 756,00
TOTAL R1 518 982 381,01 R1 586 331 213,03 -R67 348 832,02

The supporting schedule of allowance for impairment of adjusted balance of allowance for
impairment was not submitted with the AFS:

Financial items Proposed AFS amount (COAF 18 response)

Water R1 512 561 652,40
Sanitation R568 004 886,11
Sundry R2 519 756,00
TOTAL R2 083 086 294,51

Management’s disagreement on the impact of the finding has been noted. Management should
note that per Credit control and debt collection policy of the municipality for 2021/22, paragraph 10:

10.1 An assessment of consumer debt will be made at the end of the financial year in order to
determine possible impairment.

10.2 The process in the determination of amounts deemed to be impaired at financial year end will
involve an analysis of each debtor to determine the extent to which debtors have defaulted on
payments already due, and an assessment of their ability to make payments.

The calculations that were provided with the AFS, based on impairment per category did not
include the analysis of each debtor.

The management response is not complete, and the supporting evidence is not agreeing with the
AFS. Therefore, the finding still stands and will be reported in the management, and audit report as
a limitation of scope of R1 586 331 213 (R2 083 086 294- 2021) for allowance for impairment, and
R335 285 703 (R383 517 369- 2021) of debt impairment.
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2. Restatements

Management’s disagreement on the impact of the finding has been noted. Management should
note the supporting evidence for restatements processed on receivables from exchange
transaction was not submitted with the AFS.

Management provided the supporting evidence for the restatements, and the supporting evidence
was assessed, and conclusion has been provided as follows:

Financial item

Amounts corrected (R)

Auditor's conclusion

RECEIVABLES - WATER

33 608,49

Journal submitted indicated that
there was a correction on the
indigent subsidy. The correction to
indigent subsidy was not reflected
on the submitted AFS.

The finding therefore still stands.

SERV CHG: IMP - OPENING
BALANCE

61 189,80

Journal submitted was a reversal
of impairment for sundry
allowance. As indicated on finding
one, impairment calculations for
sundry debtors for both 2020/21
and 2021/22 were not provided.

The finding therefore still stands.

WASTE WATER - PRIOR PERIOD
CORREC & ADJ

210 365,58

The restatements relates to
2020/21 opening balance. Based
on work done for 2019/20 revenue
restatement, there is a limitation of
scope, as communicated on COAF
29 of 2022.

Therefore, confirming that
restatements of the opening
balance cannot be audited as
there is a limitation of scope on the
movement for 2019/20 financial
period.

The finding therefore still stands.

WASTE WATER — COLLECTIONS

-2 869 996,24

The restatements relates to
2020/21 opening balance. Based
on work done for 2019/20 revenue
restatement, there is a limitation of
scope, as communicated on COAF
29 of 2022.

Therefore, confirming that
restatements of the opening
balance cannot be audited as
there is a limitation of scope on the
movement for 2019/20 financial
period.
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Financial item

Amounts corrected (R)

Auditor's conclusion

The finding therefore still stands.

WASTE WATER: IMP - OPENING
BALANCE

-15 296 409,41

The correction relates to reversal
of 2020/21 impairment for waste
water allowance, and raising
2020/21 impairment for waste
water.

As indicated on finding one,
impairment calculations for waste
water for 2020/21 were not
provided.

The finding therefore still stands.

WATER - MONTHLY BILLING

42 691 956,00

The correction relates to 2019/20
and 2020/21 correction on hilling.
The correction was audited as part
of restatements for revenue, and
audit findings were communicated
on COAF 29 of 2022.

The conclusion on the finding is
the limitation of scope on the

restatement.

The finding, therefore still stands.

WATER - PRIOR PERIOD
CORREC & ADJUSTMENT

-210 365,58

The restatements relates to
2020/21 opening balance. Based
on work done for 2019/20 revenue
restatement, there is a limitation of
scope, as communicated on COAF
29 of 2022.

Therefore, confirming that
restatements of the opening
balance cannot be audited as
there is a limitation of scope on the
movement for 2019/20 financial
period.

The finding therefore still stands.
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Financial item

Amounts corrected (R)

Auditor's conclusion

WATER - COLLECTIONS

-4 501 047,89

The restatements relates to
2020/21 opening balance. Based
on work done for 2019/20 revenue
restatement, there is a limitation of
scope, as communicated on COAF
29 of 2022.

Therefore, confirming that
restatements of the opening
balance cannot be audited as
there is a limitation of scope on the
movement for 2019/20 financial
period.

The finding therefore still stands.

WATER: IMP - OPENING
BALANCE

-64 102 535,26

The correction relates to reversal
of 2020/21 impairment allowance
for water, and raising 2020/21
impairment allowance for water.
As indicated on finding one,
impairment calculations for water
for 2020/21 were not provided.

The finding therefore still stands.

WAT & SAN AUTH: DEBT WRITE
OFF

7 371 044,13

The restatements relates to
2020/21 opening balance. Based
on work done for 2019/20 revenue
restatement, there is a limitation of
scope, as communicated on COAF
29 of 2022.

Therefore, confirming that
restatements of the opening
balance cannot be audited as
there is a limitation of scope on the
movement for 2019/20 financial
period.

The finding therefore still stands.

Based on the above assessment, the finding remains and will be reported in the management
report and the audit report, as a limitation of scope.
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Revenue

12. ISS.17-COAF 18- Sewerage and sanitation, Accuracy and cut-off issue on recognition
of revenue

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the
financial administration of the municipality, and must for this purpose take all reasonable steps to
ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

GRAP3.(44) Subject to paragraph .45, an entity shall correct material prior period errors
retrospectively in the first set of financial statements authorised for issue after their discovery by:

(a) restating the comparative amounts for the prior period(s) presented in which the error occurred;
or

(b) if the error occurred before the earliest prior period presented, restating the opening balances
of assets, liabilities and net assets for the earliest prior
period presented

Nature
1. The municipality recognised revenue relating to previous years- in the current year for the
following accounts on sewerage and sanitation:

Details per general ledger Audited amount | Difference
No. Account | Period Amount | (R) (R)

number (R)
1 40113019 (20210820 4 852,08 950,52 3 901,56
2 10006948 |20211012 2 448,97 950,52 1 498,45
Total 7 301,05 1 901,04 5 400,01

2. The municipality used incorrect billing tariffs for the following accounts:

Details per general ledger Audited amount |Difference
. (R) (R)
No. Account Period Amount
number (R)

1 40602314 |20211230 1 307,28 826,54 480,74
2 40602500 |20211230 1 307,28 826,54 480,74
3 40601759 |20220130 1 307,28 826,54 480,74
4 40813664 |20210929 785,64 826,54 (40,90)
5 40704513 |20220531 785,64 826,54 (40,90)
Totals 5493,12 4132,7 1 360,42
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Cause

The findings are as a result of inadequate reviews on corrections processed during the current
financial period for transactions that affect the prior years, and on tariffs used to bill the customers
based on the usage.

Impact
The findings result in a projected overstatement of revenue from sewerage and sanitation of
R17 315 075,85.

Internal control deficiency
Financial and performance management: implement controls over monthly processing of billings to
ensure all customers are billed timeously.

Recommendation

Management should perform thorough review of the financial statements to ensure that the
corrections are accounted for in the correct financial period, and also ensure that tariffs used to bill
customers is based usage.

Management’s response

1. Management agrees with the finding,

Management has extracted all processed correction journals on the billing system that were
incorrectly allocated to 2021/22 FY to determine the transactions relating to prior years. All the
transactions that relate to prior years have been calculated and a proposed journal to reverse them
to the correct financial years has been prepared (see attached proposed journal).

2. Management agrees with the finding,

Management has examined the entire population the billing system relating to incorrect debtor’s
information to identify inaccuracies in terms of debtor information relating to debtor types, debtor
categories and tariffs applicable. Comparison of the billing system with Valuation Rolls obtained
from local municipalities has also been done and the differences identified will be corrected.

Due to the size of the population, the process is ongoing recalculation of the tariffs charged versus
the correct tariffs will be performed, and correction journals will be proposed upon completion of
the inspection.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 18 October 2022

Auditor’s conclusion
1. The municipality recognised revenue relating to previous years- in the current year for the
following accounts on sewerage and sanitation:

Management agreed with the finding, and indicated that proposed correction was attached with the
management response.

The proposed journal was not submitted with the management response. It should also be noted
that the journals were part of the population listing sewerage revenue of 2021/22, and therefore
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projected with all findings on sewerage testing. The correction of the misstatement concerned will
also not move the municipality to a more favorable audit opinion, as there is no evidence provided
for other findings identified.

The finding still stands and will be reported in the management and audit report.

2. The municipality used incorrect billing tariffs for the following accounts:

Management agreed with the finding, and indicated that due to the size of the population, the
process is ongoing recalculation of the tariffs charged versus the correct tariffs will be performed,
and correction journals will be proposed upon completion of the inspection.

The proposed correction was not submitted with the management response to the COAF.

The finding still stands and will be reported in the management and audit report.

13. ISS.18-COAF 18- Restatements on service charges: 2019/20 adjustment incorrectly
included as a prior year correction

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

Nature
The 2019/20 correction for water sale is incorrectly included as a 2020/21 correction in the
financial statements:

Financial periods Dr (R) Cr (R) Net (R)
2019-20 9460 365,05| (28883678,22)| (19423 313,17)
Cause

This is due to inadequate review processes of the annual financial statements by management and
those charged with governance.

Impact
The findings result in an overstatement of comparative service charge by R19 423 313.
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Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation

Management should perform thorough review of the financial statements to ensure that the
amounts relating to corrections of prior years are accounted for in the correct financial period, and
are in compliance with the requirements of GRAP.

Management’s response
Management agrees with the Auditor’s finding,

¢ Management has identified the error and a proposed correction journal has been prepared
(attached) to reverse the transactions to the correct financial year.

e Going forward the Senior Accountant will strengthen the review, authorization and capturing
of the correction journals on the billing system to ensure accuracy of the information and
avoid any further occurrences.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 18 October 2022

Auditor’s conclusion

Management agreed with the finding. Management provided a proposed journal that was audited.
There were no further issues noted, therefore management can continue to process the
adjustment. Final adjusted AFS will be assessed with the adjusted, and final auditor’s conclusion
be provided.

The issue will still be part of the management report and audit report as the correction was not
processed in the adjusted AFS.

14. ISS.48-COAF 43: Revenue from exchange: Service charges not billed (CAATs
results)

Audit finding

Section 64 (2) (b) of the MFMA states that, the accounting officer must for the purposes of
subsection (1) take all reasonable steps to ensure-

(b) that revenue due to the municipality is calculated on a monthly basis.

(e) that the municipality has and maintains a management, accounting and information system
which— (i) recognises revenue when it is earned,;

GRAP 09, paragraph.20 states that, when the outcome of a transaction involving the rendering of
services can be estimated reliably, revenue associated with the transaction shall be recognised by
reference to the stage of completion of the transaction at the reporting date. The outcome of a
transaction can be estimated reliably when all the following conditions are satisfied:

(a) the amount of revenue can be measured reliably;
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(b) it is probable that the economic benefits or service potential associated with the transaction will
flow to the entity;

(c) the stage of completion of the transaction at the reporting date can be measured reliably; and
(d) the costs incurred for the transaction and the costs to complete the transaction can be
measured reliably.

Nature
Data request for the performance of CAATs on Solar for the 2021/22 financial year was requested
under RFI 63 of 2022 dated 28th September 2022 and was due on the 04™ of October 2022.

The CAATS results in Annexure A attached identified the customers with months not billed during
2021/22 financial period.

Refer to the below summary for work done:

Financial Number Number Misstatement VAT (R) Amount
Items of unit of months | (R) excluding VAT
numbers [ not billed (R)

Basic Water 515 3352 (417 572,06) (54 465,92) (363 106,14)

Water 4643 18 041 (6 058 845,87) | (790 284,24) (5 268 561,63)

Basic 1289 1289 (90 814,17) (11 845,33) (78 968,84)

Sewerage

Total 6 447 22 682 (6 567 232,10) | (856 595,49) (5710 636,61)
Cause

The cause of the finding is, municipal revenue management services does not have an adequate
integrated system to trace if all meters installed and those who have access to sewerage and
sanitation services are actually billed.

Impact
The impact of the above finding is:

¢ Understatement of revenue from exchange transactions by R5 710 636.61 in the financial
year.

¢ Understatement of receivables from exchange transactions by R6 567 232.10.
e Understated of VAT payable by R856 595.49.

Internal control deficiency
Financial and performance management:Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management should ensure that all Customers are billed frequently for all the services provided by
the Municipality. Further management should implement proper controls on the Municipality's
billing system that enables them to identify Customers who have not been charged for services
provided to them. This will ensure that Revenue collection is complete.
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Management’s response

Management partially agrees to the Auditor’s finding as some of the Accounts identified had
already been adjusted (see attached journals)

Management assessed the entire population of the Accounts to identify additional accounts that
has not been charged to ensure completeness of the billing.

Re-calculation of charges was performed and a proposed journal together with the re-
calculations is attached to this communication.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 18 October 2022

Auditor’s conclusion

Management partially agrees with the finding. The recalculations by management will not make a
change in the conclusion on service charges as there were material misstatement identified and
concluded on in COAF 29 of 2022.

The main issue is that management did not calculate and bill revenue on monthly basis as required
by s64(2)(b) and s64(2)(e)(i) of the MFMA, and processing the adjustment does not take away the
risk of municipality not recovering the revenue from customers. The adjustments will only be
processed in November 2022 customer statements. The municipality have an issue of collectivity
of receivables as evidence by the impairment balance, and the municipality also have a material
non-compliance on s64(2)(c) of the MFMA communicated in COAF 47 of 2022, as statements are
not issued to customers on monthly basis.

The finding remains, and the misstatement will be aggregated with other uncorrected
misstatements and be communicated in the management report and audit report. The non-
compliance will also be reported as a material non-compliance in the management and audit
report.
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15. ISS.50-COAF 29- Water Sales: Differences on conventional charges

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its budget, its management of revenue, expenditure,
assets and liabilities, its business activities, its financial results, and its financial position as at the end of the financial year; and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be prepared in accordance with generally recognized
accounting practice prescribed in terms of section 91 (1) (b) of the Public Finance Management Act.

Municipal Systems Act, section 75(1) states that a municipal council must adopt by-laws to give effect to the implementation and enforcement of its
tariff policy.

6.3.2. of the 2021/22 credit control and debt collection policy states that All meters will be read monthly as far as possible, however where a
reading could not be obtained due to various reasons a standard average consumption on the debtor categories listed below will apply:

e Domestic 15 Kilolitres
e Business 300 Kilolitres
e Churches and NGOs 8 Kilolitres

e Government Departments 500 Kilolitres

Nature
The following differences were noted on 2021/22 revenue billed for conventional charge:
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NO

VOTE NUMBER

ACCOUNT
NUMBER

Recorded annual
revenue (R)

Recalculated
revenue (R)

Difference between
the recorded and
recalculated (R)

Type of
misstatement

35371324020AFZ2Z2ZZ\WND

40113358

- 3987,42

4 577,82

590,40

Disagreement-
average monthly
consumption used
for recalculations.

35371324020AFZ2Z2ZZ\WND

40115062

- 12917,99

1931,79

- 10 986,20

Disagreement-
average standard
consumption per the
policy used for
recalculations.

35371324020AFZ2Z2ZZ\WD

40118946

- 7 365,10

904,97

- 6 460,13

Disagreement-
average monthly
consumption used
for recalculations.

35371324020AFZ2Z2ZZ\WND

40459552

- 1932,23

73 940,87

72 008,64

Disagreement-
average standard
consumption per the
policy used for
recalculations.

11

35371324020AFZZZ2ZZ\ND

40466156

- 4 317,38

1536,14

- 2781,24

Disagreement-
average monthly
consumption used
for recalculations.

13

35371324020AFZ2Z2ZZ\WD

40703248

- 11788,02

291,83

- 11 496,19

Disagreement-
average monthly
consumption used
for recalculations.

14

35371324020AFZZZZZ\WND

10000139

- 1932,23

53 593,04

51 660,81

Disagreement-
average standard
consumption per the

0
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NO

VOTE NUMBER

ACCOUNT
NUMBER

Recorded annual
revenue (R)

Recalculated
revenue (R)

Difference between
the recorded and
recalculated (R)

Type of
misstatement

policy used for
recalculations.

15

35371324020AFZ2Z2ZZ\WND

10004394

- 1932,23

53 593,04

51 660,81

Disagreement-
average standard
consumption per the
policy used for
recalculations.

17

35371324020AFZ2Z2ZZ\WD

10005489

- 1932,23

53 593,04

51 660,81

Disagreement-
average standard
consumption per the
policy used for
recalculations.

20

35371324020AFZ2Z2ZZ\WND

10019742

- 1932,23

73 940,87

72 008,64

Disagreement-
average standard
consumption per the
policy used for
recalculations.

21

35371324020AFZZZZZ\WD

40196015

47 438,92

58 752,62

11 313,70

Disagreement-
average standard
consumption per the
policy used for
recalculations.

22

35371324020AFZZZZZ\WND

40412605

-3706 672,84

7 707,60

- 3698 965,24

Disagreement-
average monthly
consumption used
for recalculations.

23

35371324020AFZ2Z2ZZ\WND

40703098

- 187 823,51

11 842,71

- 175980,80

Disagreement-
average monthly

0
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NO

VOTE NUMBER

ACCOUNT
NUMBER

Recorded annual
revenue (R)

Recalculated
revenue (R)

Difference between
the recorded and
recalculated (R)

Type of
misstatement

consumption used
for recalculations.

24

35371324020AFZZZ2ZZ\WD

40703145

28 117,59

24 511,37

- 3 606,22

Disagreement-
average monthly
consumption used
for recalculations.

25

35371324020AFZ2Z2ZZ\WD

40703282

- 142 407,93

147 881,74

5473,81

Disagreement-
average standard
consumption per the
policy used for
recalculations.

26

35371324020AFZ2Z2ZZ\WND

40708207

- 507 076,77

7 994,66

- 49908211

Disagreement-
average standard
consumption per the
policy used for
recalculations.

27

35371324020AFZZZ2ZZ\ND

10005496

31 784,27

25693,14

- 6 091,13

Disagreement-
average monthly
consumption used
for recalculations.

28

35371324020AFZ2Z2ZZ\WD

40113143

- 3 814,69

2 862,48

- 952,21

Disagreement-
average monthly
consumption used
for recalculations.

29

35371324020AFZZZZZ\WND

40800026

18 996,56

35 294,34

16 297,78

Disagreement-
average standard
consumption per the
policy used for
recalculations.

0
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NO

VOTE NUMBER

ACCOUNT
NUMBER

Recorded annual
revenue (R)

Recalculated
revenue (R)

Difference between
the recorded and
recalculated (R)

Type of
misstatement

30

35371324020AFZ2Z2ZZ\WND

40192611

52 947,64

6 511,65

59 459,29

Disagreement-
average monthly
consumption used
for recalculations.

31

35371324020AFZ2Z2ZZ\WND

40191627

- 2 870,85

1931,79

- 939,06

Disagreement-
average standard
consumption per the
policy used for
recalculations.

32

35371324020AFZ2Z2ZZ\WD

40193419

88 120,30

91 779,91

179 900,21

Disagreement-
average standard
consumption per the
policy used for
recalculations.

33

35371324020AFZ2Z2ZZ\WND

40193434

5325,12

107 186,09

112 511,21

Disagreement-
average standard
consumption per the
policy used for
recalculations.

34

35371324020AFZZZZZ\WD

40461313

- 12 284,25

17 026,96

4742,71

Disagreement-
average monthly
consumption used
for recalculations.

35

35371324020AFZ2Z2ZZ\WD

40232593

- 29889,24

73 940,87

44 051,63

Disagreement-
average standard
consumption per the
policy used for
recalculations.

0
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NO VOTE NUMBER ACCOUNT Recorded annual | Recalculated Difference between | Type of
NUMBER revenue (R) revenue (R) the recorded and misstatement
recalculated (R)

36 35371324020AFZ2ZZ2ZZWD | 40193905 131 068,40 73 940,87 205 009,27 | Disagreement-
average standard
consumption per the
policy used for
recalculations.

37 35371324020AFZ2Z2ZZWD | 40100753 10 598,46 73 940,87 84 539,33 | Disagreement-
average standard
consumption per the
policy used for
recalculations.

Total - 4 481 154,56 1086 703,06 - 3394 451,50 | Disagreement

Cause

This is due to inadequate reviews on monthly billings to ensure that the monthly billings are per the approved tariff policy, and average standard
consumption are implemented per the credit control and debt collection policy.

The municipality bills revenue on the date when actual reading is obtained, and does not adjust for consumption relating to other financial periods,
and as a result municipality recognised revenue relating to 2020/21 in the 2021/22 financial period, and some of revenue for 2021/22 relating to
June consumption is not included as revenue in the current year, instead is recognised as revenue for the 2022/23.

Some meters of the municipality are not working, and as a result the municipality is unable to quantify actual consumption of water to bill the
customers.

Impact
The findings result in an overstatement of revenue from conventional charge by R151 961 896.12.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports that are supported and evidenced by reliable
information.

0
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Recommendation

Management should perform thorough reviews of monthly billings and also monitor compliance
with credit control and debt collection policy for accounts where actual consumption is not
available.

The municipality should also design and implement controls to determine the accurate
consumption for revenue recognition on the correct financial period.

Management’s response

Managements notes and agrees to the Auditor’s finding that there are differences in the
recalculation of average consumption.

Management have revisited the entire population and where differences were discovered, the
recalculation of the average consumption using actual meter readings as per the RMA was
performed and a proposal for the adjustment journal will be submitted.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 02 November 2022

Auditor’s conclusion

Management noted, and agreed with the finding. Management indicated that they have revisited
the entire population and where differences were discovered, the recalculation of the average
consumption using actual meter readings as per the RMA was performed and a proposal for the
adjustment journal will be submitted.

The journals was not provided with management response to the COAF. Assessed the RMA
readings for recalculation and confirmed that they did not include whole population.

The finding included the following types of misstatements that were not responded to by
management:

« Differences noted between the recorded amount, and the recalculated amount based on
the average standard consumption per the policy used for recalculations for accounts
selected with no actual reading available, and

e Average monthly consumption used for all selected with actual reading available.

The RMA readings for recalculation provided does not include the entire population of revenue.

The finding, therefore remains and will be reported in the management and audit report. The
finding also affects the current year receivables, debt impairment, and interest on debtors.
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16. ISS.51-COAF 29- Water Sales: Misstatements on prior year corrections

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its budget, its management of revenue,
expenditure, assets and liabilities, its business activities, its financial results, and its financial position as at the end of the financial
year; and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be prepared in accordance with generally recognized
accounting practice prescribed in terms of section 91 (1) (b) of the Public Finance Management Act.

GRAP 03, paragraph (44) states that Subject to paragraph .45, an entity shall correct material prior period errors retrospectively in the first set of
financial statements authorised for issue after their discovery by:

(a) restating the comparative amounts for the prior period(s) presented in which the error occurred; or

(b) if the error occurred before the earliest prior period presented, restating the opening balances of assets, liabilities and net assets for the earliest
prior period presented.

GRAP 03, paragraph 36 states that an estimate may need revision if changes occur in the circumstances on which the estimate was based or as a
result of new information or more experience. By its nature, the revision of an estimate does not relate to prior periods and is not the correction of
an error.

Municipal Systems Act, section 75(1) states that a municipal council must adopt by-laws to give effect to the implementation and enforcement of its
tariff policy.

In terms of Credit Control and Debt Collection policy of CHDM for 2021/22, paragraph 6.3.1. The municipality will endeavor, within practical and
financial limits, to provide meters to every paying customer for all measurable services.

6.3.2. All meters will be read monthly as far as possible, however where a reading could not be obtained due to various reasons a standard
average consumption on the debtor categories listed below will apply:
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e Domestic 15 Kilolitres
e Business 300 Kilolitres
e Churches and NGOs 8 Kilolitres

Government Departments 500 Kilolitres

Metering paragraph 6.3.9 of the prior year Credit control and debt collection policy states that if a service is metered but it cannot be read due to
financial and/or human resource constraints or circumstances beyond the control of the Municipality or its authorised agent, the customer will be
charged for an estimated consumption. When an actual reading is obtained during a subsequent reading period, the account must show the full
reversal of the estimated consumption as well as the full charge of the actual consumption.

Nature
The municipality applied the credit control and debt collection policy effective from 01 July 2021 to correct the limitation of the prior years.

The municipality received a limitation on service charges in the prior years as there was no supporting evidence for the basis of estimates used to
bill the customers. Metering paragraph 6.3.9 of the prior year Credit control and debt collection policy states that if a service is metered but it
cannot be read due to financial and/or human resource constraints or circumstances beyond the control of the Municipality or its authorised agent,
the customer will be charged for an estimated consumption. When an actual reading is obtained during a subsequent reading period, the account
must show the full reversal of the estimated consumption as well as the full charge of the actual consumption.

The municipality changed the credit control and debt collection policy to indicate that 6.3.2. All meters will be read monthly as far as possible,
however where a reading could not be obtained due to various reasons a standard average consumption on the debtor categories listed below will

apply:

e Domestic 15 Kilolitres
e Business 300 Kilolitres
e Churches and NGOs 8 Kilolitres

e Government Departments 500 Kilolitres
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The municipality changed fair value measurement of revenue from estimates to standard average consumption that is measurable per category.
The change is therefore a change accounting estimate and should have been applied for prospectively.

The following corrections were noted where management used the standard average consumption to correct prior years:
2020/21 Correction:

Details per the BP651 report Recorded Recalculated Differences between | Type of Auditor's
corrections corrections recorded and misstatement considerations
recalculated
NO ACCOUNT 2020/21 (R) 2020/21 (R) 2020/21 (R) 2020/21
NUMBER
8 40459552 - 1018,77 -1 - 1 | Limitation Management used
018,77 the average standard
9 40465156 - 1 018,77 -l - 1 | Limitation consumption to
018,77 correct the 2020/21
14 10004394 18 683,30 - 18 683,30 | Limitation limitation. There is no
— other supporting
15 10004436 2 564,30 - 2 564,30 | Limitation evidence available
16 10005489 6 650,90 - 6 650,90 | Limitation for auditors to be
17 10006846 4161,74 - 4 161,74 | Limitation able to recalculate
18 10019487 43 307,30 : 43 307,30 | Limitation the correction.
20 40703282 - 1840171,12 - - 1 840 | Limitation
171,12
Total (1 766 841,12) - (1 766 841,12) | Total Limitation

2019/20 Correction

Details per the BP651 report Recorded Recalculated Difference between | Type of Auditor's
corrections corrections recorded and misstatement considerations
recalculated
NO ACCOUNT 2019/20 (R) 2019/20 (R) 2019/20 (R) 2019/20
NUMBER
2 40115062 - 350,68 - - 350,68 | Limitation
O
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Details per the BP651 report Recorded Recalculated Difference between | Type of Auditor's
corrections corrections recorded and misstatement considerations
recalculated
NO ACCOUNT 2019/20 (R) 2019/20 (R) 2019/20 (R) 2019/20
NUMBER

5 40417950 - 775,50 - - 775,50 | Limitation

6 40420191 - 1 375,70 - - 1 375,70 Limitation Management used

8 40459552 - 1 269,42 - - 1 269,42 | Limitation the average standard

9 40465156 T 126942 - _ 1269,42 | Limitation consumption to
S correct the 2019/20

14 10004394 6 856,35 - 6 856,35 | Limitation limitation. There is no

15 10004436 3291,97 - 3 291,97 | Limitation other supporting

16 10005489 207535 - 2 075,35 | Limitation evidence available for
— auditors to be able to

18 10019487 18 634,24 - 18 634,24 | Limitation recalculate the

20 40703282 1509 651,01 - 1509 651,01 | Limitation correction.

Total 1535 468,20 - 1 535 468,20 | Total Limitation

2. The following differences were noted on the corrections of prior years, between the recorded corrections and the recalculated corrections
using the available average consumption:

2020/21 Corrections

Details per the BP651 report Recorded Recalculated Difference between Type of Auditor's
corrections corrections recorded and recalculated |misstatement considerations
NO ACCOUNT 2020/21 (R) 2020/21 (R) 2020/21 (R) 2020/21
NUMBER
40113358 - 1 975,96 - 254521 569,25 | Disagreement The recalculations
40118946 - 7304,69| - 1091,67 ] - 6 213,02 | Disagreement are based on
- average of available
40412605 - - 3 605,81 3 605,81 | Disagreement .
consumption for the
10 40466156 - - 1939,63 1 939,63 | Disagreement account and the
11 40467804 - 1018,77 - 1857,91 839,14 | Disagreement

0
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Details per the BP651 report Recorded Recalculated Difference between Type of
corrections corrections recorded and recalculated | misstatement
NO ACCOUNT 2020/21 (R) 2020/21 (R) 2020/21 (R) 2020/21
NUMBER
12 40703248 - - 18 532,28 18 532,28 | Disagreement
19 10019742 - 172 629,58 | - 172 629,58 | Disagreement
Total (10 299,42) 143 057,06 (153 356,48) | Disagreement

Auditor's
considerations

approved tariff per
the policy.

2019/20 Corrections

Details per the BP651 Recorded Recalculated Difference between recorded | Type of Auditor's considerations
report corrections corrections and recalculated misstatement
NO ACCOUNT | 2019/20 (R) 2019/20 (R) 2019/20 (R) 2019/20
NUMBER
1 40113358 - 1883,67| - 2 425,81 542,14 | Disagreement The recalculations are based on
40118946 - 5 207,39 715,96 - 5 923,35 | Disagreement average of available
4 40412605 ; 3 206,16 T 3206,16 | Disagreement | consumption for the account
and the approved tariff per the
10 40466156 - 1372,01| - 1524,14 152,13 | Disagreement policy.
11 40467804 - 126942 - 1770,57 501,15 | Disagreement
12 40703248 - 122288 - 1375,01 152,13 | Disagreement
17 10006846 2733,07| - 132 774,07 135 507,14 | Disagreement
19 10019742 - 164 912,97 - 164 912,97 | Disagreement
Total (8 222,30) 28 965,48 (37 187,78) | Disagreement
Cause

This is due to inadequate review processes of the prior year corrections by management and those charged with governance in ensuring correct

application of GRAP.

Some meters of the municipality are not working, and as a result the municipality is unable to quantify actual consumption of water to bill the

customers.
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Impact
The finding results in:

1. A projected limitation of R23 133 789.93 (2020/21) and R19 527 883.30 (2019/20) on
correction of service charges. The limitation will also affect the receivables opening balance,
restatement on receivables from exchange transactions, opening balance of VAT payable.

2. A projected understatement of R2 007 943.14 (2020/21) and R472 949.29 (2019/20) on
correction of service charges. The disagreement will also affect the receivables opening
balance, restatement on receivables from exchange transactions, opening balance of VAT
payable.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation
Management should perform thorough review of the financial statements to ensure that the
restatements are in compliance with GRAP requirements.

Management’s response

Management visited all the water meters in the district area to take actual readings in the 2021/22
financial year. This process took a water cleaning project that seek to maximise the actual reading
of water meters. When visiting the meters many meters were cleaned and there were those that
had challenges to be read with those reasons that were given in the revenue management
methodology. The rationale was to deal with the estimation upon estimation that occurred over
number of years since 2014 where these resulted into a limitation of scope as per the previous
audits.

The following steps were taken by the municipality:

1. Approval of a credit control policy to detail the method used for flat rate in cases where the
municipality cannot gain access to the water meters for actual readings. As per the
attached council resolution and policy.

2. The condonement of the estimation upon estimation that occurred since 2014. As per
attached Council resolution.

3. Development of the revenue methodology to deal with the actual readings and impediments
on the readings and how they dealt with.

The prior year’s limitation resulted into an error due to the figures that were not reliable and
measurable for audit purposes, therefore it then became a prior error.

In accordance with management’s analysis, this warranted the implementation of GRAP3 for the
correction of prior year error where a retrospective approach was then ensued. In our view these
prior year figures were errors and not merely estimates, the only estimation factor was the use of
an estimation approach in determining the charges to the water and sanitation services provided
by the municipality to its consumers. The estimation that was used resulted into a misstatements
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in, the municipality’s financial statements for one or more prior periods arising from a failure to use
reliable information that can measurable for the purpose of the development of the AFS.

The flat rate that was implemented retrospectively was based on the council approvals for the
condonation of the prior years and the argumentation of the flat rate consumptions using the data
to quantify the kiloliters for each data type. The previously used estimation on estimation were then
reversed and the flat rate considered. The retrospective adjustment of the prior year error was
premised from GRAP 3 when testing certain questions that assisted management in making this
view as per the following:

e When the estimate was originally made, was it based on information that was only available
at that point in time? YES

¢ Was the information used reliable and accurate? NO, therefore based on these two
responses, we considered to be an error.

o Consider error, apply retrospectively.

Other means to determine whether it was a change in estimate, where also considered based on
the following questions:

¢ When the estimate was originally made, was it based on information that was only available
at that point in time? YES

e Isthe change in estimate as a result of information that can reasonably be expected to
have been available at the time when the estimate was made? YES

o Consider error, apply retrospectively.

Therefore, leaning to a prior year period error was also informed by an omission or
misstatement of information that was available at the time when those particular transaction or
event occurred, but not used at all, or used incorrectly, in this case.

In testing the occurrence, management looked at the following as examples:
Examples of what may constitute an error:

e omission of amounts from the financial statements e.g. revenue or expenditure items are
not included in the financial statements;

o calculation errors e.g. incorrect casting of a note; or

e incorrect application of an accounting policy.
It is against this backdrop that management considered these as errors and therefore,

retrospective application as well as adjustments be made on prior year. This applies to all errors
discovered in subsequent periods

Information pertaining to the retrospective adjustment were made available for audit purposes and
the calculations were submitted with the VLOOKUP spreadsheets and other reports that supports
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the rationale and reasoning thereof. It is for this reason that management do not agree to a
limitation of the prior year period error retrospective application and its correction thereof. It is also
against this reason that management do not agree to the prospective implementation and to the
determination by AGSA on the change in estimate. It is further confirmed that the condonation by
Council compelled management to adjust retrospectively.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 02 November 2022

Auditor’s conclusion

Management response does not indicate whether management agrees or disagrees with the
finding. Per the assessment of comments provided by management on the response, it has been
noted that management is not in agreement with the finding.

The nature of the finding highlights two things, change in accounting estimate, and the correction
of the prior period error.

Change in accounting estimate

GRAP 03, paragraph 36 states that an estimate may need revision if changes occur in the
circumstances on which the estimate was based or as a result of new information or more
experience. By its nature, the revision of an estimate does not relate to prior periods and is not the
correction of an error.

The municipality changed fair value measurement of revenue from estimates to standard overage
consumption that is measurable per category. The change is therefore a change accounting
estimate and should have been applied for prospectively.

The municipality is therefore not in compliance with GRAP 03 to apply the new credit control and
debt collection policy to correct the prior years.

Correction of prior period error

The main issue is that management used the credit control and collection policy effective from 01
July 2021 to correct the prior period error.

Management response indicated that Management visited all the water meters in the district area
to take actual readings in the 2021/22 financial year, to deal with the estimation upon estimation
that occurred over number of years since 2014 where these resulted into a limitation of scope as
per the previous audits.

Management comment is evidence that work for 2019/20 and 2021/22 was to correct the prior
period error as raised on the finding.

The steps taken by management to correct the error is assessed as follows:

1. Approval of a credit control policy to detail the method used for flat rate in cases where the
municipality cannot gain access to the water meters for actual readings. As per the attached
council resolution and policy.

The credit control and debt collection policy is effective from 01 July 2021, and the municipality had
the credit control and debt collection policy that were applicable in respective years.
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GRAP 03, paragraph 45 states that a prior period error shall be corrected by retrospective
restatement except to the extent that it is impracticable to determine either the period-specific
effects or the cumulative effect of the error.

The following definitions have been taken from GRAP 03, paragraph 04:

Prior period errors are omissions from, and misstatements in, the entity’s financial statements for
one or more prior periods arising from a failure to use, or misuse of, reliable information that:

(a) was available when financial statements for those periods were authorised for issue; and

(b) could reasonably be expected to have been obtained and taken into account in the preparation
and presentation of those financial statements. Such errors include the effects of mathematical
mistakes, mistakes in applying accounting policies, oversights or misinterpretations of facts, and
fraud.

Retrospective restatement is correcting the recognition, measurement and disclosure of amounts
of elements of financial statements as if a prior period error had never occurred.

The definitions have been applied to the scenario at the municipality as follows:

Prior period errors

For water sales there was a material limitation of scope in the prior years arising from failure to use
credit control and debt collection policy that was available when financial statements for 2019/20
and 2020/21 were authorised for issue, and management could have provided the data,
assumptions, and method of calculation of estimates that were used to bill the customers as per
the previous credit control and debt collection policy.

Retrospective restatement

In correcting the limitation, management should have applied the credit control and debt collection
policy that was applicable for 2019/20 and 2020/21, and also provide the data, assumptions, and
method of calculation of estimates that were used to bill the customers as per the previous credit
control and debt collection policy.

In concluding on the approval of credit control and debt collection policy of 2021/22 used to correct
the prior period error. It is not per GRAP 03 to use the new information to correct the prior period
error.

2. The condonement of the estimation upon estimation that occurred since 2014. As per attached
Council resolution.

Per the council resolution, Council approved the condonation of the total billing/revenue and
associated receivables from exchange transaction transactions amounting to R316 262 916.94.

Condoning the total billing/revenue and associated receivables from exchange transaction
transactions amounting to R316 262 916.94 means that the municipality approves the non-
compliance with the GRAP standards.

GRAP 01, paragraph 21 states that In the extremely rare circumstances when management
concludes that compliance with a requirement in a Standard of GRAP would be so misleading that
it would conflict with the objective of financial statements in the Framework for the Preparation and
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Presentation of Financial Statementsl, the entity shall depart from that requirement in the manner
set out in paragraph .22 if the regulatory framework requires such a departure.

GRAP 01, paragraph 22 also states that when an entity departs from a requirement of a Standard
of GRAP in accordance with paragraph .21, it shall disclose:

(a) that management has concluded that the financial statements present fairly the entity’s financial
position, financial performance and cash flows;

(b) that it has complied with applicable Standards of GRAP, except that it has departed from a
particular requirement to achieve a fair presentation;

(c) the title of the Standard of GRAP from which the entity has departed, the nature of the
departure, including the treatment that the Standard of GRAP would require, the reason why that
treatment would be so misleading in the circumstances that it would conflict with the objective of
financial statements in the Framework for the Preparation and Presentation of Financial
Statementsl, and the treatment adopted; and

(d) for each period presented, the financial impact of the departure on each item in the financial
statements that would have been reported in complying with the requirement.

In concluding on the approval of condonation of total billing is not in compliance with GRAP
requirements, therefore condonation will not be assessed further.

1. Development of the revenue methodology to deal with the actual readings and impediments on
the readings and how they dealt with.

The revenue management methodology by the municipality was assessed and used in auditing the
prior period error. And the finding communicated are based on audit work done per the revenue
management methodology of the municipality, requirement of GRAP, and the information provided
for audit.

The questions assessed by management in confirming whether its prior period error or change in
estimate are based on the definition of prior period error. The definition of prior period error have
been explained and applied to the scenario of the municipality above.

The finding therefore remains, and will be communicated in the management and audit report as
the limitation of scope.

The limitation of scope on the prior year correction on revenue, affects the following: receivables
opening balance, restatement on receivables from exchange transactions, opening balance of VAT
payable.
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17. ISS.52-COAF 29- Interest on debtors: No work done on prior year misstatement

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

GRAP 03, paragraph (44) states that Subject to paragraph .45, an entity shall correct material prior
period errors retrospectively in the first set of financial statements authorised for issue after their
discovery by:

(a) restating the comparative amounts for the prior period(s) presented in which the error occurred;
or

(b) if the error occurred before the earliest prior period presented, restating the opening balances
of assets, liabilities and net assets for the earliest prior period presented.

GRAP 03- 30 (h) states that if retrospective application required by paragraph .21(a) or (b) is
impracticable for a particular prior period, or for periods before those presented, the circumstances
that led to the existence of that condition and a description of how and from when the change in
accounting policy has been applied.

Nature
There was no work done by management to correct the prior year material misstatement on
interest income as included in the prior year management representation letter with all uncorrected
misstatements:

Interest income 62 769 124,00

Cause

This is due to inadequate review processes of the annual financial statements by management and
those charged with governance to ensure that all prior year uncorrected misstatements are
addressed by management.

Impact
The findings result in a limitation of scope of R62 769 124, and non-compliance with GRAP
requirements.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.
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Recommendation
Management should perform thorough review of the financial statements to ensure that the
financial statements are in compliance with the GRAP requirements.

Management’s response

Management notes the audit findings regarding the prior year restatements on interest on debtors.
The audit finding is correct when one consider the GRAP 3 only when it is practical to determine
the retrospective correction of error of which in this case it was not practical, the content and
details are provided below.

The Municipality’s financial system, i.e., SOLAR when allocating interest charges, it starts with the
oldest account to account for any interest charged on overdue account. CHDM has history of
taking over as the water service authority since 2014 when the function was taken from the Local
Municipalities (LM’s) and during this process the balances from all LM’s were also taken

over. Therefore, these balances attracted interest charges over a number of years and there have
been a culture of non-payment throughout the district area for services consumed by the residents
and interested were just creating a spiral as a result of such.

Management used the age analysis as the basis for interest charges and recognition as well as
measurement for each financial year. These interest charges are implemented on 30 days and
older as per the age analysis for each debtor, monthly and each year. These charges are linked to
prime rate as per the Reserve Bank at a particular time, for any changes in the interest rate prime,
such changes will be affected accordingly. The interest charges are going forward based on the
total debt at the reporting date ranging from monthly to annually as per the age analysis. As
previously explained, when a consumer makes a payment, the system allocates that payment to
the oldest debt, e.qg., if the aging of a particular debtor is 1080 days, which is 2 years nine months,
the payment allocation will take prioritisation to the earliest date of this 1080 days. Therefore, if an
error occurred in the preceding years, it will be impractical to correct it with reliable figures after a
period of 3 to 4 years later in the process.

Given the above background and the complexity on making retrospective adjustments regarding
the interest charged on overdue accounts and in line with the age analysis.

As much as the municipality wanted to adhere to GRAP 3 on the Prior period errors that was
based on the misstatements in the financial statements for one or more prior periods arising from a
failure to use reliable information. However, the municipality could not practically apply the
retrospective adjustments of the prior year period due to impractical application to have a reliable
figure. Management considered all efforts and reasonableness to have a reliable restatement
figure and to correct the error.

Amongst of the efforts followed by management included the requirements of impracticality as
contained in GRAP 3 under the definition:

For a particular prior period, it is impracticable to apply a change in an accounting policy
retrospectively or to make a retrospective restatement to correct an error if:

(a) the effects of the retrospective application or retrospective restatement are not determinable.
(b) the retrospective application or retrospective restatement requires assumptions about what
management’s intent would have been in that period; or
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(c) the retrospective application or retrospective restatement requires significant estimates of
amounts and it is impossible to distinguish objectively information about those estimates that:
(i) provides evidence of circumstances that existed on the date(s) as at which those
amounts are to be recognised, measured or disclosed; and
(i) would have been available when the financial statements for that prior period were
authorised for issue from other information.

Therefore, management identified a limitation on the retrospective adjustments on the interest on
debtors in line with GRAP 3 (45). This limitation was due to prior period error that cannot be
corrected by retrospective restatement due to impracticable to determine either the period-specific
effects or the cumulative effect of the error in providing the reliable figure due to the manner in
which the SOLAR system calculates the interest in debtors and the prioritization used by the
system when allocating payments to the oldest debt. Furthermore, previously the water meters
were estimated over a number of years in excess of two years and more, which is also an
impediment for the management to be able to retrospectively adjust to a reliable figure.

Given the above preceding paragraph, management opted for GRAP 3 (45) that states “When it is
impracticable to determine the period-specific effects of an error on comparative information for
one or more prior periods presented, the entity shall restate the opening balances of assets,
liabilities and net assets for the earliest period for which retrospective restatement is practicable
(which may be the current period)”, of which this what management implemented for the current
year, i.e., period under review.

Following the impractical approach, management will insert a paragraph in the disclosure note,
highlighting the circumstances that led to the existence of that condition and a description of how
and from when the error has been corrected, of which in this case showing the current period, i.e.,
period under review in line with GRAP 3 (51).

The other rationale behind this approach, the retrospectively application of a new accounting policy
or correcting a prior period error requires distinguishing information that:

1. provides evidence of circumstances that existed on the date(s) as at which the transaction,
other event or condition occurred; and

2. would have been available when the financial statements for that prior period were
authorised for issue from other information. For some types of estimates (e.g. an estimate
of fair value not based on an observable price or observable inputs), it is impracticable to
distinguish these types of information. When retrospective application or retrospective
restatement would require making a significant estimate for which it is impossible to
distinguish these two types of information, it is impracticable to apply the new accounting
policy or correct the prior period error retrospectively.

It is against this backdrop that management could not practically reinstate the prior year figures on
the AFS.

The municipality has system in place going forward to correctly account for these interests and with
the cleaning drive that the municipality embarked on, there is an increase in the actual readings
than the estimations, there are further enforcement of payment culture to consumers. With all
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these, there will be lesser of these reoccurrences going forward and retrospective application will
be practical given the clean up of data related to the revenue management interest charged.

Name: Christopher Mapeyi
Position: Chief Financial officer
Date: 31 October 2022

Auditor’s conclusion

Management noted the finding, and also indicated that the audit finding is correct when one
consider the GRAP 3 only when it is practical to determine the retrospective correction of error of
which in this case it was not practical.

Management provided considerations for concluding that the prior period correction is impractical,
and the considerations were noted by auditors. The auditors are also unable to assess the
management considerations due to limitation on 2019/20 and 2020/21 limitation on revenue
restatement communicated on COAF 29 of 2022.

GRAP 03, paragraph 51 states that- In applying paragraph .44, an entity shall disclose the
following: (d) if retrospective restatement is impracticable for a particular prior period, the
circumstances that led to the existence of that condition and a description of how and from when
the error has been corrected.

It was also noted that management response did not include the proposed note to adjust the AFS
to include the disclosure requirement per GRAP 03, paragraph 51(d).

The finding, therefore still stands and will be reported in the management and audit report as the
recurring finding.

18. ISS.63-COAF 34: Interest on debtors- Current year misstatement
Audit finding

Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

Nature
1. Interest on debtors- Sewerage

The following differences were noted on the following interest charged transactions, between the
recorded amount and the recalculated amount as a result of incorrect rates used:
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No [ Account | Transaction | Vote Amount Cr Recalculated amount (R) Difference (R)
Number | Date (R)

3 | 40225270 | 20220226 (385,60) (413,14) 27,54

4 40100082 | 20220628 (201,06) (236,96) 35,90

2. Interest on debtors- Water consumption

Based on Finding 2 of COAF 29 of 2022- Water Sales: Misstatements on prior year
corrections, there is a limitation on the opening balance for receivables. The reliance
therefore for interest recalculation cannot be placed on the balance with a limitation.

Therefore balance per the age analysis could not be used for the recalculations of interest
on debtors for water consumption.
| 15251341140A522ZZZWD | INTER: RECEIV - WATER | R68 250 503.00 |

Cause

1. Thisis due to a lack of exercise of oversight by management to ensure that prime interest rate
is being updated on the system on time for all the changes published for interest rate.

2. This is due to inadequate review processes of the prior year corrections by management and
those charged with governance in ensuring correct application of GRAP.

Impact
The findings result in:

1. A projected understatement on interest on debtors for sewerage by R825 079.
2. A limitation of R68 250 396 on interest on debtors for water consumption.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation

Management should implement controls to ensure that interest rates are being updated timeously.
Alternatively management can have a fixed rate to be approved by the council and be reviewed on
annual basis based on changes of the prime interest rate.

Management should also perform thorough review of the financial statements to ensure that the
prior year corrections are accounted for correctly, and are accounted for per the GRAP
requirements.

Management’s response
1. Interest on debtors- Sewerage

Management agrees that there is a difference between the Vote that was credited and the AG’s
recalculated amount.

Management detected that the interest was charged incorrectly for a portion during 2021/2022
due to the Prime Interest Rate not being adjusted accordingly.

Immediate steps were taken, and corrections were made in July 2022.
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The interest was recalculated and the difference between the prevailing Interest Rate at the
specified time and the original Interest Rate that was incorrectly charged were then adjusted
onto the affected Customers’ Accounts.

A listing of the recalculated and adjusted Interest has been submitted to the AG and are
attached to this response.

Since the corrections were only affected in July 2022 a journal was to be processed to remove
the Interest Corrections from the July 2022 period on the GL and a journal to be processed to
move it to the June 2022 period on the GL.

It was detected that these GL Journals were not affected which results in an understatement of
the Interest on Sewerage Revenue Vote of R1,143,150.52

The proposed correction Journals to affect the above has been submitted to the AG and are
attached to this response.

2. Interest on debtors- Water consumption

The interest that was corrected in July 2022 relates to incorrect interest charges that were charged
during the Current Financial Year being Audited being 2021/2022.

Management disagrees that there is a limitation on the interest recalculation as it does not relate to
prior periods and therefore does not have any effect on prior periods or the opening balance for
receivables.

Management noted that the AG incorrectly stated on COAF 34 that the Interest on Water Revenue
Movement 2021/2022 was stated as R68 50 503 as the amount whereas the correct Movement for
2021/2022 was R68,250,503.20 which does balance with the BP651 Reports and Reconciliations
that was submitted to the AG.

Management agrees that there is a difference between the Vote that was credited and the AG’s
recalculated amount.

Management detected that the interest was charged incorrectly for a portion during 2021/2022 due
to the Prime Interest Rate not being adjusted accordingly.

Immediate steps were taken and corrections were made in July 2022.

The interest was recalculated and the difference between the prevailing Interest Rate at the
specified time and the original Interest Rate that was incorrectly charged were then adjusted onto
the affected Customers’ Accounts.

A listing of the recalculated and adjusted Interest has been submitted to the AG and are attached
to this response.

Since the corrections were only effected in July 2022 a journal was to be processed to remove the
Interest Corrections from the July 2022 period on the GL and a journal to be processed to move it
to the June 2022 period on the GL.

It was also detected by Management that these GL Journals were not effected which results in an
understatement of the Interest on Water Revenue Vote of R4,757,502.61
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The proposed correction Journals to effect the above has been submitted to the AG and are
attached to this response.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 07/11/2022

Auditor’s conclusion

1. Interest on debtors- Sewerage
Management is in agreement with the finding raised. Management submitted proposed corrections

for current year interest. Finding is a projected misstatement, and auditing correction require
selection of new sample.

The projected misstatement is not material on its own or when aggregated with other
misstatements. The correction of the misstatement concerned will also not move the municipality to
a more favorable audit opinion. Therefore, the finding remains.

2. Interest on debtors- Water consumption

Management’s disagreement to the finding has been noted. The correction that was done by
management in July 2022 was based on incorrect balances. Interest is calculated on overdue
balance, outstanding for more than 30 days using the prime rate. The overdue balance of debtors
is not correct, as evidence by the following issues that were communicated to management:

o Limitation on prior year corrections raised in COAF 29 of 2022.

o Difference between the age analysis and the AFS that resulted in material limitation as
communicated in COAF 18 of 2022.

Management is in agreement with the finding raised. Management submitted proposed corrections
for current year interest. Finding is a projected misstatement, and auditing correction require
selection of new sample.

The finding was also raised as a value add for management to take note of the impact of not

updating the prime rates on the interest when they are being published.

The correction of the misstatement concerned will also not move the municipality to a more
favorable audit opinion. Therefore, the finding remains.

The finding on interest on debtors, remains and will be reported in the management and audit
report as a material limitation.
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19. ISS.73-COAF 47: Revenue Management- Statements not issued to customers on
monthly basis

Audit finding

Section 64 (2) (c) of the MFMA states that, The accounting officer must for the purposes of
subsection (1) take all reasonable steps to ensure— that accounts for municipal tax and charges
for municipal services are prepared on a monthly basis, or less often as may be prescribed where
monthly accounts are uneconomical,

Nature
The monthly statements were not sent to the following account holders during 2021/22 financial
period:

No | ACCOUNT NUMBER Email address from the system Auditor's considerations

2 140301933 ABATHUTHUZELI@GMAIL.COM Email address was only
loaded in October 2022.

3 40408420 No email address on the systems No email address on the

system. 12 months
statements were therefore
not issued to customer.

4 (40114467 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.

6 |[40601817 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.

8 40115062 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.

9 140118946 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
10 | 40458720 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
12 | 40466156 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
13 | 40703248 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
14 |10000139 No email address on the systems No email address on the
system. 12 months
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No | ACCOUNT NUMBER Email address from the system Auditor's considerations

statements were therefore
not issued to customer.
15 | 10004394 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
16 |10004436 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
17 |10005489 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
18 |10019742 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
19 |40196015 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.
20 | 40412605 No email address on the systems No email address on the
system. 12 months
statements were therefore
not issued to customer.

Cause
The cause of the finding is due to lack of management oversight in ensuring that the customers are
issued with the customer statements on monthly basis.

Impact
The impact of the above finding is hon-compliance with 64(2)(c) of the MFMA, and will be reported
in the management and audit report.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management should implement controls of reviewing the account details to confirm that the
customer contact details are included on the system, and also ensure that statements are issued to
customers on monthly basis.

Management’s response

Management Agrees with the Auditors finding that:

Statements have been sent to those customers who we have e-mail addresses for as from
September 2021.
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» There are customers who have not received their statements as the municipalitly do not
have their e-mail addresses on the billing system.

= A Public Notice was circulated to all stakeholders with a Link to invite them to update their
contact information and from the contact information received, more accounts were
updated with e-mail addresses.

= All e-mail addresses were re-activated again on 01 August 2022 to ensure that statements
are sent to all accounts with e-mail addresses.

= A follow up Notice will be circulated more regularly to ensure that customers are made
aware that they are able to receive statements through e-mail going forward.

= CHDM is also working on the option to send customers’ balances due through a bulk sms
system going forward.

Name: Mr C Mapeyi
Position: Chief Financial Officer
Date: 22/11/2022

Auditor’s conclusion

Management is in agreement with the finding. Management provided a process they follow to
activate the emails, and also plan on the option to send customers’ balances due through a bulk
sms system going forward. The implementation of commitments by management will be assessed
in the next financial period. The response is not directly linked to the account holders
communicated on the nature of the finding. The finding, therefore remains and will be reported in
management and audit report
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Taxes
20. ISS.44-COAF 20: VAT Payable: Vat balance incorrectly presented and calculated

Audit finding

In terms of section 62 (1)(b) of the Municipal Financial Management Act, the accounting officer of a
municipality is responsible for managing the financial administration of the municipality, and must
for this purpose take all reasonable steps to ensure, that full and proper records of the financial
affairs of the municipality are kept in accordance with any prescribed norms and standards.
Section 64 (2)(e) of the Municipal Finance Management Act (Act 56 of 2003) states that” The
accounting officer must for the purposes of subsection (1) take all reasonable steps to that the
municipality has and maintains a management, accounting and information system which—
recognises revenue when it is earned; accounts for debtors; and accounts for receipts of revenue;”

Nature
Recalculated the Vat payable and the following differences were noted between the auditor’s
calculation and the amount recorded in the financial statements.

Outstanding SARS refunds receivable after year end -R 66 063 570,54
Adjusting for accrual basis:

Trade creditors per note (154246225 x 15/115) (R20 119 072,83)
Retentions (74742655 x 15/115) (R9 749 041,96)
Net debtors — service (355733717 x 15/115) R46 400 050,04
Other payables - Unallocated deposits/receipts (30332581 x 15/115) R3 956 423,61
Vat receivable SAP R 45575 211,67
Vat receivable / (payable) per AFS -R120 046 857,00
Variance -R165 622 068,67

Cause

The difference indicate inadequate management review to ensure that the amounts recorded in the
financial statements agrees to the supporting documentation for accuracy and completeness and
that any differences are reconciled.

Impact:
The vat receivable is understated by R 45 575 211.67 in the financial statements.
While vat payable are overstated by the amount of R120 046 857.00 in the AFS.

Internal control deficiency

Financial and performance management: 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.

Recommendation

Management need to reconcile the vat receivable as per the SARS statement of account to the vat
payable as recorded in the financial statements and ensure that the amounts recorded in the
financial statements agrees to the supporting documentation provided.
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Management’s response

Managements disagrees with the auditors finding.

Based on the information provided in the nature of the audit finding, it is understood that the
recalculated auditors amount seeks to predict as how much the VAT receivable/payable amount
should be.

It is understood that whenever the amount determined from the above calculation is significantly
higher than the reported amount then the auditor would resort to test the balance in detail. When
detailed testing is performed it puts management in a position to be able to respond to any
identified differences, but when a prediction is used there are limitations for management to able to
know what resulted to the difference in estimated amount and reported amount.

Also, the difference between the estimated amount and reported amount should not be reported as
a misstatement of the figure, as this just indicates that for that account a use of an estimate is not
appropriate or is more complex and therefore many more factors need to be considered.

The municipality has used the following approach to determine the reported balance of VAT
receivable/payable:

Input VAT:

It emanates from the capturing of VAT inclusive invoices from creditors. A suspense account
before declaration on payment basis to SARS.

Output VAT:

It emanates from the monthly process billing of consumers for Water & Sanitation. Also, a
suspense before declaration to SARS on cash received basis.

VAT Control:

Vat input declared to SARS is reclassified to this account (Dr Control/ Cr VAT Input).

Vat output declared to SARS is also reclassified to this account (Dr VAT Output/ Cr Control). The
balance of the account will effectively be a vat receivable/ payable depending on the declarations
made. The balance of the account will further be reduced by receipts/payments from/to SARS. The
control account reconciles to SARS VAT statement. The use of the control account was
implemented for the years 2020/21 & 2021/22 financial years for CHDM.

VAT AFS Balance:

As per the lead sheet, this balance is made up of the remaining balance undeclared in the
suspense accounts (Input & Output) and the balance receivable/ payable from/to SARS. By nature,
these accounts are inseparable, however in practice it has become common practise to split into
three for reconciliation purposes. In addition the Annual Financial Statement has already consider
the vat on the trade creditor, retention, debtors and other payable as per the above assumption.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 25 October 2022

Auditor’s conclusion

Management response and disagreement is noted. However due to limitations and disagreements
identified from the opening balance of VAT payable, revenue from exchange transactions,
expenditure and receivables from exchange transactions, which have an impact on the calculation
of VAT payable, we could not confirm the VAT payable by alternative means. Consequently, we
are unable to determine the full extent of the misstatement of VAT payable of R120 million.
Therefore the finding remains.
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Water distrivution losses

21. ISS.83-COAF 48: Water Distribution Losses - Limitation of scope on the amount
disclosed

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

MFMA Circular No. 71, paragraph 2. Water Distribution Losses (Percentage) states that: The
purpose of this ratio is to determine the percentage loss of potential revenue from water service
through kilolitres of water purchased but not sold as a result of losses incurred through theft (illegal
connections), non- or incorrect metering or wastage as a result of deteriorating water infrastructure.
It is expected that implementation of the free basic service policy is included in the calculation for
sale of water.

Formula (Number of Kiloliters Water Purchased or Purified - Number of Kiloliters’ Water Sold) /
Number of Kiloliters Water Purchased or Purified x 100

Nature
The amounts disclosed for water distribution losses on the AFS is total units not total value

Prior year

Management did not perform work to correct the prior year material misstatement that was
reported in the prior year audit report. As communicated in COAF 29 of 2022, there is still material
limitation on revenue, and that affects the water distribution losses.

Per inspection of the water distribution schedule provided by the auditee, it has been noted that the
amount of 6 941 481 that was disclosed on the Annual Financial Statements is total units not a
rand value. Therefore, the amount per AFS in note 39 is not correct.

Based on the auditors’ calculation the following is the correct amount that was supposed to be
disclosed in the prior year AFS:

Prior year Lost units Tariff (R) |Value (R)

Water 6,941,481.00 10.85 75,315,068.85
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Current year

Per inspection of the water distribution schedule provided by the auditee, it has been noted that the
amount of 8 253 358 that was disclosed on the Annual Financial Statements is total units not a
rand value. Therefore, the amount per AFS in note 39 is not correct.

Based on the auditors’ calculation the following is the correct amount that was supposed to be
disclosed in the prior year AFS:

Current year Lost units Tariff (R) | Value (R)

Water 8,253,358.00 11.28 93,097,878.24

The following difference have been noted between the recorded and the recalculated amount:

Based on the work performed in water distribution losses in the current year, the following
differences were noted:

Description Client's Auditors’ Auditors' Difference (R)
calculation (R) recalculation (R) | consideration
System Input Volume 22,799,020.00 26,856,164.67 | Based on (4,057,144.67)
meter readings
Billed Consumption (14,545,662.00) (23,781,120.00) | Based on 9,235,458.00
Billing report.
Management
to note that
there is a
material
disagreement
noted in COAF

29.
Distribution Loss 8,253,358.00 3,075,044.67 5,178,313.33
Percentage Distribution 36% 11%
Loss
tariff rate 11.28
Value of Distribution Loss 58,411,374.40
Cause

This is due to inadequate review processes of the annual financial statements by management and
those charged with governance.

Impact

The findings result in the following:

Prior year:

Material limitation of scope amounting to R68 373 587.85 which is made up of (R75 315 068.85 —
R6 941 481.00)

Current year
Material understatement of water distribution losses by R93,097 878.24

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.
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Recommendation
Management should ensure that a thorough review is done by both the CFO as well as the MM
prior to the Annual Financial Statements are submitted for audit.

Management’s response
Management agrees with the auditors’ finding.

There were systems that did not have bulk meters like Middelburg, where CHDM used estimates
based on previous readings. Management will ensure that all systems are having bulk meters
installed and read monthly. The calculation will be made correctly in the annual financial statement.

Name: Moses Shasha
Position: WSA Manager
Date: 28 November 2022

Auditor’s conclusion

Management is in agreement with the finding. It was also noted that management processed an
adjustment to the financial statements. The adjustment was accepted, as the value was included
by management, and not the Kiloliters. The adjusted values could not be audited, as they relate to
issue responded to by management, where estimates were used. The limitation issue remains and
will be reported in the management and audit report as a material limitation of R93.1 million (R75.3
million: 2021).

96



Management report of Chris Hani District Municipality

Annexure B: Other important matters

Commitments

22. 1SS.66-(Adjusted) COAF 40: Commitments - Commitment register not complete

Audit finding
In terms of the MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for
managing the financial administration of the municipality, and must for this purpose take all
reasonable steps to ensure that the municipality has and maintains effective, efficient and

transparent systems of financial and risk management and internal control.

Nature

The following contracts obtained from WIP register have not been included in the commitments

register:

PROJECT
STATUS

TENDER
/BID

Function

Contractor
name

Consultants

Contract
price

Closing
Balances WIP

NUMBER (R)

15,063,263.95

2021/2022
Running
Project

CONSULTING
AGENCY FEE

WATER

Cause
This misstatement is due to Inadequate maintenance of the commitment register to ensure that all
ongoing contracts are included.

Impact
The misstatement has resulted in an understatement of commitments to the value of R21 567
626.18. This is 10% of the commitment balance relating to CHDA.

Internal control deficiency

Financial and performance management: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.

Recommendation
Management should improve on the review process of the Commitment register to ensure that all
ongoing contracts are included in the register.

Management’s response
Management note and agree with the finding. Management will adjust accordingly

Name: Christopher Mapeyi
Position: CFO
Date: 11 November 2022
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Auditor’s conclusion

The Management have agreed with the finding, and adjusted the commitments

register accordingly. After receiving the adjusted AFS the corrections were assessed, and there
were no further issues noted. The issue will still be part of the management report as the internal
control deficiency still exist, and management need to implement controls to avoid the finding from
recurring in the following financial period.

23. ISS.67-Adjusted: COAF 40: Commitment balance understated

Audit finding

In terms of section 122 (1), of the Municipal Finance Management Act 56 of 2003, state that “Every
municipality and every municipal entity must for each financial year prepare annual financial
statements which—

(a) fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business activities, its
financial results, and its financial position as at the end of the financial year; and
(b) disclose the information required in terms of sections 123, 124 and 125.”

Nature

During the audit of commitments, we noted differences between revised amounts as per
commitment register and revised amounts as per contracts.
Below is the table indicating the differences:

Project code | DESCRIPTION Contractor Total Project Revised Difference (R)
Cost per Contract
Commitment Amount
Regiter (R) Recalculated
(R)
17/2019- CLUSTER 2 SAKWE 18,342,661.33 | 21,957,760.11 | -3,615,098.78
2020/MD(BN) | WATER SUPPLY |PROJECTS JV
BACKLOG MASHAMPLA
PROJECT: DUMZA
SCHEME 3-1C TRADING
CONSTRUCTION
OF PUMPING
MAINS, BOOSTER
PUMPSTATIONS
& WATER
RETICULATION
PO 98
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Furthermore, we also noted that there were differences between commitment balance as per the commitment register and recalculated
commitment balance by the auditors.
Below is the table indicating the differences:

Project code

DESCRIPTION

Contractor

CAPITAL
COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

05/2020-2021/LG(BN)

CLUSTER 4 WATER
SUPPLY BACKLOG
PROJECT: NORTHERN
SCHEME PRIMARY
MAINS & PUMP STATION
FROM NGXUZA TO
NDUM RESERVIOR
(NGXUMZA TO EAST)

BATABILE
CONSTRUCTION
SERVICES

6,581,512.29

6,482,491.32

99,020.97

06/2020-2021/LG(BN)

CLUSTER 4 WATER
SUPPLY BACKLOG:
NORTHERN SCHEME
PRIMARY STEEL MAIN
AND PUMP FROM
SIKUNGWINI TO
NGXUMZA RESERVOIR

IPM PLANT HIRE

17,395,428.47

17,148,794.52

246,633.95

08/2018/MD(TN)

CLUSTER 4 WATER
SUPPLY BACKLOG
ERADICATION :
KWAMZOLA AND
MATAFENI-B WATER
SUPPLY

DIPHATSE TRADING AND
PROJECTS

3,786,956.21

3,212,705.62

574,250.59

09/2020-2021/LG(TN)

CLUSTER 6 WATER
BACKLOG PROJECT -
GQAGA TO MNYOLO
WATER SUPPLY
PROJECT

BATABILE
CONSTRUCTION
SERVICES

18,558,815.92

16,269,786.91

2,289,029.01

0
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Project code

DESCRIPTION

Contractor

CAPITAL

COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

11/2019-2020/MS(BN)

GUBENXA AND
MAXONGOSHOEK
VILLAGES RURAL
WATER SUPPLY
SCHEME

AMLO JV INTELLEC
CONSTRUCTION

7,510,966.83

5,132,900.81

2,378,066.02

12/2018-2019/MD(AM)

CLUSTER 5 WATER
SUPPLY BACKLOG
PROJECT: WATER
SUPPLY TO LALINI AND
NKWENKWEZ| VILLAGES

AMADWALA TRADING 363
CcC

8,237,732.46

6,697,837.43

1,539,895.03

14/2019-2020/LG(BN)

CLUSTER 2 WATER
SUPPLY BACKLOG
PROJECT REGIONAL
SCHEME 3 PHASE 1D
CONSTRUCTION OF
BOREHOLE
PUMPSTATIONS,
STEELTANKS, PUMPING
MAINS AND WATER
RECULATION NETWORK
FOR BUKWANA AND
SURROUNDING AREAS

CAPE KEI CONSTRUCTION
SERVICES

1,261,247.73

646,582.10

614,665.63

15/2019-2020/LG(BN)

CLUSTER 2 WATER
SUPPLY BACKLOG
PROJECT: GQEBENYA
SCHEME
CONSTRUCTION OF A
500KL CONCRETE
RESERVIOR, TWO
BOREHOLE

SAKWE PROJECTS JV
MASHAMPLA DUMZA
TRADING

2,609,592.84

2,590,637.80

18,955.04

0
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Project code

DESCRIPTION

Contractor

CAPITAL
COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

15/2018-2019/MD(BN)

WATER SUPPLY
BACKLOGIN CHDM-
CLUSTER 1:
CONSTRUCTION OF
BULK WATER SUPPLY :
MHLANGA AND
MGWALANE

MAMLAMBO
CONSTRUCTION

2,893,488.81

4,224,705.46

-1,331,216.65

17/2018-2019/MD(TN)

CLUSTER 6 WATER
BACKLOG: LOKISHINI
PHASE 2 - VILLAGE
RETICULATION

SEEBO JV AMLO CC

9,921,024.21

7,341,729.93

2,579,294.28

17/2019-2020/MD(BN)

CLUSTER 2 WATER
SUPPLY BACKLOG
PROJECT: SCHEME 3-1C
CONSTRUCTION OF
PUMPING MAINS,
BOOSTER
PUMPSTATIONS &
WATER RETICULATION

SAKWE PROJECTS JV
MASHAMPLA DUMZA
TRADING

3,972,498.61

1,111,556.45

2,860,942.16

19/2019-2020/LG(AM)

MOLTENO WATER
TREATMENT WORKS-
PHASE 1 CONTRACT 1A-
REFURBISHMENT OF
THE MOLTENO WATER
TREATMENT WORKS
(ME)

PURPLE PANSY 101CC t/a
SONDEZA AMANZI

79,265.25

3,458,077.03

-3,378,811.78

23/2019-2020/LG(TN)

CLUSTER 6 WATER
BACKLOG: SUNDWANA
VILLAGE RETICULATION
PHASE 1

KAYALIHLE/STARTIME JV

5,945,431.48

6,008,270.58

-62,839.10

0
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Project code

DESCRIPTION

Contractor

CAPITAL
COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

25/2019-2020/LG(TN)

CLUSTER 6: WATER
BACKLOG PROJECT:
LIXENI & NCITYANA
VILLAGE RETICULATION
WATER SUPPLY
SCHEME

MATEMBA CIVILS
AMATOLE CC

2,285,103.73

1,892,675.73

392,428.00

27/2019-2020/LG(BN)

CALA BULK SANITATION
SERVICES:
COMPLETION OF CALA
WASTE WATER
TREATMENT WORKS
INCLUDING BULK PUMP
STATIONS AND
ASSOCIATED RISING
MAINS PHASE 1

RUWACON

19,079,739.88

16,897,744.45

2,181,995.43

29/2016/MD(TN)

UPGRADE OF TSOMO
WATER WASTE
TREATMENT WORKS:
CIVIL MECHANICAL AND
INSTRUMENTATION
WORK

BICACON (PTY) LTD

17,455,401.26

17,639,652.52

-184,251.26

33/2015/MD(TN)

TSOMO RIVER
ABSTRACTION AND
WATER TREATMENT
WORKS
CONSTRUCTION

UNIK CIVIL ENGINEERIG

14,808,932.14

14,482,485.92

326,446.22

34/2019-2020/LG(TN)

CLUSTERG6: WATER
BACKLOG: LOKSHINI
VILLAGE RETICULATION
PHASE 3

COALITION TRADING 1203
cC

9,512,932.52

9,837,296.83

-324,364.31

0
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Project code

DESCRIPTION

Contractor

CAPITAL
COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

38/2019-2020/LG(AM)

CONSTRUCTION OF
HEWU RA60 REGIONAL
WATER SUPPLY
SCHEME PHASE 8:
ZONE 2 RISING MAIN

IPM PLANT HIRE

26,868,128.56

27,394,448.47

-526,319.91

39/2019-2020/LG(AM)

CONSTRUCTION OF
NEW RATHWICK SEWER
PUMP STATION AND
BULK MAIN TO THE
ENKULULEKWENI
SEWER PUMP STATION
IN KOMANI

BITLINE SA 1060

24,331,419.16

24,375,920.17

-44,501.01

42/2016/BM(NM)

CONSTRUCTION OF
NEW CHRIS HANI
VILLAGE OFFICE PARK -
PHASE 1

BASE MAJOR
CONSTRUCTION (PTY)
LTD

156,063,181.65

158,424,330.76

-2,361,149.11

8/3/2-2021/22

HEWU RAG60 REGIONAL
WATER SUPPLY
SCHEME PHASE
10:6.0ML FOR SADA
WHITTLESEA ZONE 3

AFRICONSTRUCTION JV
MASHAMPLADUMZA
GENERAL TRADING

24,630,031.00

23,699,667.75

930,363.25

8/3/3-2021/22

HEWU RA60 REGIONAL
WATER SUPPLY
SCHEME PHASE 11:
SADA WATER
TREATMENT WORKS
ZONE 1 RISING MAIN,
12ML RESERVOIR &
GRAVITY MAINS TO

AFRICONSTRUCTION JV
MASHAMPLADUMZA
GENERAL TRADING

41,657,686.28

40,594,612.81

1,063,073.47

0
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Project code DESCRIPTION Contractor CAPITAL Recalculated Difference (R)
COMMITMENT commitment (R)
Nett balance
(Including VAT) (R)
ZONE 1 AND SADA
PRISON
8/3/5-2021/22 CLUSTER 5 WATER PHUMELELA DLOMO JV 37,661,498.47 30,497,748.74 7,163,749.73
SUPPLY BACKLOG ZAMANKOSI
PROJECT: EASTERN DEVELOPMENT
DISTRIBUTION LINES
PHASE 2
8/3/6-2021/22 CLUSTER 5: WATER CYCLE CIVILS AND 8,210,569.54 7,434,576.66 775,992.88
SUPPLY BACKLOG PROJECTS
WESTERN
DISTRIBUTION LINES
PHASE 3
8/3/10-2021/22 CLUSTER 7 WATER DEVOMIX 23,449,306.47 23,846,482.77 -397,176.30
SUPPLY BACKLOG: CONSTRUCTION (PTY)
ELUHEWINI INTERNAL LTD
RETICULATION WATER
SUPPLY SCHEME 1
8/3/11-2021/22 CLUSTER7 WATER BITLINE SA 1060 CC 11,626,159.09 14,738,183.11 -3,112,024.02
SUPPLY BACKLOG:
GULANDODA WATER
SUPPLY SCHEME
~ 104
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Project code

DESCRIPTION

Contractor

CAPITAL
COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

8/3/12-2021/22

CLUSTER 4 WATER
SUPPLY BACKLOG
ERADICATION
PROGRAM:
NCORA/JOJWENI
SECONDARY BULK &
WATER SUPPLY

BITLINE SA 1060 CC

30,236,472.55

27,160,448.53

3,076,024.02

8/3/13-2021/22

CLUSTER 4 WATER
SUPPLY BACKLOG
ERADICATION PROJECT
(QOLWENI -A AND HALA
BB WATER SUPPLY
VILLAGE
RETICULATION)

DEVOMIX
CONSTRUCTION (PTY)
LTD

13,541,578.83

13,144,402.54

397,176.29

8/3/25-2021/22

CLUSTER 4 WATER
SUPPLY BACKLOG
NORTHEN SCHEME:
PRIMARY MAINS

AND 1.8ML RESERVOIR
FROM SIKHUNGWINI TO
LADY FRERE AND
UPPER NDONGA
COMPLETION WORKS

JORDAAN IRRIGATION
SUPPLIES t/a EAST COAST
IRRIGATION

57,491,714.43

63,876,640.06

-6,384,925.63

8/3/28-2021/22

CLUSTER 9 WATER
BACKLOG: PHASE 5
CONSTRUCTION OF
INFRASTRUCTURE TO
LINK THE NQAMAKWE
COMMAND RESERVOIR
TO THE CLUSTER 8

SLS CIVILS AND EG
PIPING

43,964,659.68

27,087,892.08

16,876,767.60

0
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Project code

DESCRIPTION

Contractor

CAPITAL

COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

WATER BACKLOG
PROJECT

8/3/29-2021/22

CLUSTER 8 WATER
SUPPLY BACKLOG
CHABA WATER BULK
MAIN SUPPLY SCHEME
STORAGE RESERVOIR
AND RETICULATION

TATI GROUP JV A AND P
CIVILS

11,609,882.04

11,924,832.54

-314,950.50

PLB/02/20-21

APPOINTMENT FOR THE
REFURBISHMENT OF
THE KOMANI WATER
TREATMENT WORKS

BB Water Service

939,918.47

1,023,988.53

-84,070.06

PLB/03/20-21

APPOINTMENT FOR THE
REFURBISHMENT OF
THE KOMANI WASTE
WATER TREATMENT
WORKS

Makheleni Construction

1,833,580.56

2,176,086.99

-342,506.43

26/2020-2021/LG(TN)

CONSTRUCTION OF
XOLOBE BULK & LINK
TO BANZI SCHEME,
MZOMHLE PIPELINE
AND STORAGE
RESERVOIRS (PHASE
3D&4)

Bathabile Construction
Services

26,177,715.30

27,259,153.99

-1,081,438.69

0
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Project code

DESCRIPTION

Contractor

CAPITAL
COMMITMENT
Nett balance
(Including VAT) (R)

Recalculated
commitment (R)

Difference (R)

11/2020-2021/LG(TN)

CLUSTER 7 WATER
SUPPLY BACKLOG
NGXOGI, EMADIZENI,
MANTLANENI, XUKA,
ENTABENI,
EMANTLANENI, CEFANE,
EMAFUSINI, MHLONTLO,
KWAMHLONTLO, AND
DWALENI / MATYENI
VILLAGES WATER
SUPPLY SCHEME

Lihle Nathi Property
Construction

25,458,501.39

25,539,998.08

-81,496.69

PLB/04/20-21

APPOINTMENT FOR
PHASE 2A OF THE
AUGMENTATION OF
ENGCOBO RURAL
SCHEME: BHODINI

Iviwe Engineering Solutions

802,897.32

390,171.28

412,726.04

PLB/01/20-21

APPOINTMENT FOR
CLUSTER 2 RURAL
WATER SUPPLY
BACKLOG: REGIONAL
SCHEME 5 PHASE 3
CONSTRUCTION OF
WATER GRAVITY MAINS
AND RETICULATION
FOR THE TSAKANA,
GCINA, MANUNENI,
QUNGU, DLOMO,
NYONGWANA, KHALANE
AND DAYIMANA
VILLAGES

Bontifor PTY LTD

21,309,953.23

21,341,306.56

-31,353.33

0
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Project code DESCRIPTION Contractor CAPITAL Recalculated Difference (R)
COMMITMENT commitment (R)
Nett balance
(Including VAT) (R)
PLB/04/20-21 AUGMENT OF Uhambiso Consulting 5,444,839.08 4,858,658.98 586,180.10
ENGCOBO RURAL
SCHEME - BHODINI
PHASE 2B
50/2007/MD(TS) CLUSTER 5 WATER WORLEY PARSONS RSA 1,509,761.29 3,308,368.81 -1,798,607.52
SUPPLY BACKLOG IN (KWEZI V3)/ IX ENGINEERS
CHDM: ENGCOBO

Total 25,541,673.41

Cause

The cause of the finding is that the Municipality did not ensure that the commitment register was regularly updated. Furthermore, senior
management did not review the commitment register to confirm accuracy.

Impact
Understatement of commitments balance in the annual financial statements by factual amount of R21 926 574.63 (R25 541 673.41 - 3 615 098.78)

Internal control deficiency

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

Recommendation

Management should update the commitment register for all revised contracts and adjust the commitment balance by the value of the approved
variation orders. Management should regularly monitor and assess contracts coming to an ending and extend contracts where work is ongoing or
write back unused funds for stagnant/complete projects.
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Management’s response
Management agrees with the finding and will adjust accordingly.

Name: Christopher Mapeyi
Position: CFO
Date: 11 November 2022

Auditor’s conclusion
Management agrees with the finding and have adjusted accordingly. However after testing the updated register, there is still a remaining difference
of R1,316,569.90.

24, ISS.72-(Adjusted) COAF 40: Commitments - Restatement of prior year figures

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the financial administration of the municipality, and
must for this purpose take all reasonable steps to ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control

In terms of paragraph 17 of the Standard of Generally Recognised Accounting Practice (GRAP 1), states that, financial statements shall present
fairly the financial position, financial performance and cash flows of an entity. Fair presentation requires the faithful representation of the effects of
transactions, other events and conditions in accordance with the definitions and recognition criteria for assets, liabilities, revenue and expenses.
The application of Standards of GRAP with additional disclosures, when necessary, is presumed to result in financial statements that achieve a fair
presentation.

Nature
During the audit of restatement of prior year figures under commitments, the following issues were noted:

Infrastructure
1. The total amount of contracts which were being restated per the AFS (R220 594 276.00), does not agree to the total amount of contracts
submitted for the audit (R 226 350 690.63), with difference of R5 756 414.63.

= 109

¢



Management report of Chris Hani District Municipality

2. The following restatements have been processed on the Commitments balance at 30 June 2021 when their ceasing date is after this date:

Details per Commitments Register

N
o

TENDE
R NO.

CONTRACT
DESCRIPTION

CONTRACT
OR

Project
Status

Tender
amount

Variation
Order

Total Project
Cost

Payments
prior to
2020/2021

Expenditure
for 2020/2021

Accruals as
at 30 June
2021

Commitments
at the end

Date per
completion
certificate

10

06/2018
MD(TN)

CLUSTER 6
PROJECT:
CONSTRUCTION
OF HLOPEKAZI
AND KUMBEKE
BULK
INFRASTRUCTUR
E

EGXENI
ENGINEERS
CcC

20,995,075.62

20,995,075.62

9,872,446.48

6,636,730.40

4,485,898.74

21/01/2022

12

08/2017/
MD(TN)

CLUSTER 8
WATER
BACKLOG:
EMQONCI
VILLAGE
RETICULATION

IVIWE

3,873,501.30

410,750.38

4,284,251.68

3,316,772.61

592,368.17

375,110.90

14/07/2021

19

17/2018/
MD(AM)

HEWU RAG0
REGIONAL BULK
WATER SUPPLY
SCHEME:
TENDER
DOCUMENT FOR
PHASE 7-
EXTENSION
PIPELINE
MABELENI,
DYAMALA &
EMTHA

LEBAKA
CONSTRUC
TION

11,954,636.46

1,923,702.01

13,878,338.47

4,799,949.82

8,246,277.25

832,111.40

19/08/2021

27

33/2015/
MD(TN)

TSOMO RIVER
ABSTRACTION
AND WATER
TREATMENT
WORKS
CONSTRUCTION

UNIK CIVIL
ENGINEERI
G

195,896,966.66

19,953,993.5
2

215,850,960.18

183,288,912.94

14,430,719.93

1,540,039.56

16,591,287.75

05/04/2022

22,284,408.79
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3. CHDA Contracts

For the following project we also noted that there was a difference between commitment balance as per the commitment register and recalculated

commitment balance by the auditors:

TENDER CONTRACT DESCRIPTION [ SERVICE Restament amount per the Recalculated Misstatement
NO. PROVIDER/CONSULTANTS | Commitments Register commitment
26/2020- Construction of Xolobe bulk | Bathabile Construction 60,418,533.37 | 53,151,423.10 7,267,110.27
2021/LG(TN) | & link to Banzi scheme, Services
Mzombhle pipeline & storage
reservoirs (Phase 3D&4)
Cause

The cause of the finding is that the Municipality did not ensure that the commitment register was regularly updated. Furthermore, senior

management did not review the commitment register to confirm accuracy.

Impact

Understatement of opening balance of commitments in the annual financial statements by factual amount of R9 260 883.89.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing and reconciling of transactions.

Recommendation

Management should improve on the review process and ensure that accurate information is included in the AFS in all material respects.
Management should ensure that proper processing of transactions adjustments or restatements in the AFS and proper reviews are performed to

ensure that the figure(s) asserted in the AFS agree to the supporting documentation provided.

Management’s response
Management note and agree with the finding. Management will adjust accordingly

Name: Christopher Mapeyi

Position: CFO

Date: 11 November 2022
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Auditor’s conclusion

The Management have agreed with the finding, and adjusted the commitments register
accordingly. The adjustment have been audited and no further issues were identified. After
receiving the adjusted AFS the corrections were assessed, and there were no further issues noted.
The issue will still be part of the management report as the internal control deficiency still exist, and

management need to implement controls to avoid the finding from recurring in the following
financial period.
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Environmental focus area

25. 1ISS.82-COAF 49: Environmental focus area - water, sanitation and wastewater
management

Audit finding
Municipal Systems act section 23(1)(c) states that "a municipality must undertake developmentally-
oriented planning so as to enure that it -
(c) together with other organs of stat contribure to the progressive realisation of the
fundamental rights contained in sections 24, 25, 26, 27 and 29 of the Constitution."

National Water Act section 22(2)(a), (b) and (c) state that "a person who uses water as
contemplated in subsection (1) -
(a) must use the water subject to any condition of the relevant authorisation for that use
(b) is subject to any limitation , restriction or prohibition in terms of this Act or any other
applicable law
(c) in the case of discharge or disposal of waste or water containing was contemplated in
s21(f),(g9),(h) or (j), must comply with any applicable waste standards or management practices
prescribed under s26(1)(h) and(i) unless the conditions of the relevant authorisation provide
otherwise."

MFMA section 63(1)(a) states that "the accounting officer of a municipality is responsible for the
management of -
(a) the assets of the municipality, including the safeguarding and maintenance of those assets."

Nature
During the audit of water, sanitation and wastewater management environmental focus area, the
following audit findings were noted:

Water

1. Backlogs in the provision of water services of 33.2% were noted. These were due to:

- the lack of water infrastructure to provide water to households;

- the lack of sufficient water infrastructure to meet the needs of the municipality; and

- insufficient funding received for water infrastructure needs.

2. An under-expenditure on the maintenance of water infrastructure of 42% was noted. This was
due to the municipality not being able to generate sufficient revenue from service charges to fund
its operational expenditure.

3. A conditional assessment of water infrastructure was not performed to inform the water
infrastructure maintenance plan for the 2021/22 financial year.

4. The rand value of water losses as disclosed in note 39 of the financial statements was
incorrectly calculated as raised in COAF 48.

5. Material water losses of 36,20% were incurred during the 2021/22 financial year. These were
outside the norms of 15% - 30% in terms of NT MFMA Circular 71.

Sanitation

1. Backlogs in the provision of sanitation services of 21.4% were noted. These were due to:
- the lack of sanitation infrastructure to provide water to households;

- the lack of sufficient sanitation infrastructure to meet the needs of the municipality;
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- insufficient funding received for sanitation infrastructure needs.

2. An under-expenditure on the maintenance of water infrastructure of 53% was noted. This was
due to the municipality not being able to generate sufficient revenue from service charges to fund
its operational expenditure.

3. A conditional assessment of water infrastructure was not performed to inform the water
infrastructure maintenance plan for the 2021/22 financial year.

Wastewater management:

1. An environmental policy / strategy or documented processes was not established for the
identification and monitoring of environmental risks relating to wastewater management.

2. Environmental risks relating to wastewater management were not identified and monitored
during the 2021/22 financial year.

3. The Lady Frere WWTW did not have a valid operating licence for the period under review, as
required by section 22(1)(b) of the National Water Act.

4. The following non-compliance with licence conditions were noted at the Dordrecht WWTW:

- That there was no effective access controls into the WWTW as there were no security guards at
the main entrence gate (they were only at the entrence into the chamical room);

- That the warning signs were not in at least three official languages, they did not include the
address and telephone number of the licence holder and the person responsible for the operation
of the site; and

- The effluent discharged into the pond and used by the Dordrecht golf course did not comply with
the General Standards as published by the Department of Water Affairs as it was not chemically
treated due to the chemical room not being operational.

5. The following observations were made at the Lady Frere WWTW:

- There is no actual infrustructure to treat the effluent diposited into the WWTW,

- There was significant structural damage to the process controller room;

- There were no meters to measure the amount of wastewater disposed per year into the WWTW
in order to comply with the 137 787 cubic meters per year as required by the general authorisation;
and

- There were no effective access controls, fencing nor notifications to the public of the risks
involved in entering the site or the use of water containing waste.

6. The quality of wastewater (effluent) discharged at the Dordrecht wastewater treatment works
was not assessed, monitored or analysed during the period under review for compliance per its
licence conditions as required by section 22(2)(a) and (c) of the National Water Act.

7. The quality of wastewater (effluent) discharged at the unlicensed Lady Frere waste water
treatment works was not assessed , monitored or analysed during the period under review for
compliance with the [applicable waste standards or management practices] as required by section
22(2)(c) of the National Water Act.

8. No action plans were established / remedial actions were taken to address poor wastewater
guality for the Dordrech WWTW and Lady Frere WWTW during the 2021/22 financial year.

9. The overall condition and compliance of the WWTWSs based on the site inspection are assessed
as follows:

- Dordrecht WWTW: of concern

- Lady Frere WWTW: critical

Cause
The cause of the dificiencies noted are as follows:
Dordrecht WWTW:
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1. A lack of funding in order to fix the chemical room however, business plans have been submitted
in order requesting funding to fix it.

Lady Frere WWTW:

1. A lack of funding to upgrade the WWTW; and

2. The stringent criteria that the WWTW is required to meet in order for a valid licence to be
obtained.

Impact

The deficiencies noted result in a non-compliance with the following legislation:
1. Section 23(1)(c) of the Municipal Systems Act;

2. Section 22(1)(a), (b) and (c) of the National Water Act;

3. Section 63(1)(a) of the Municipal Finance Management Act.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management should:

1. Adopt and environmental policy / strategy or documented processes which outline the processes
for the identification and monitoring of environmental risks relating to wastewater management.

2. Ensure that all legislative requirements to operate their wastewater treatment works and the
related infrastructure are in place and processes are established to ensure timeous authorizations
and / or licensing thereof.

3. Ensure that the wastewater treatment works and the related infrastructure are managed,
maintained, operated, monitored (and safeguarded) to effectively treat wastewater, ascertain
compliance to effluent disposal standards to limit any potential pollution to the receiving
environment.

4. Ensure that the budget is adequately funded in order to carryout all planned and budgeted
repiars and maintenance to water and sanitation infrustructure.

Management’s response

Item Description Document management's answer
1. Water:
1. Backlogs in the provision of water services of Agree. However, the backlogs are moving
33.2% were noted. These were due to: target due to new development that are

happening both peripheral of urban

o the lack of water infrastructure | settlement and rural areas.
to provide water to households;

o the lack of sufficient water
infrastructure to meet the
needs of the municipality; and

o insufficient funding received for
water infrastructure needs.
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3. A conditional assessment of water Disagree. See attached O&M plan for the
infrastructure was not performed to inform the | year 2017 to 2022 and MISA has also
water infrastructure maintenance plan for the conducted conditional assessment for water
2021/22 financial year. treatment works 30 July 2021

2. Sanitation
2. Backlogs in the provision of sanitation services | Agree. However, the backlogs are moving
of 21.4% were noted. These were due to: target due to new development that are
happening both peripheral of urban

o the lack of sanitation infrastructure to settlement and rural areas.
provide water to households;

o the lack of sufficient sanitation
infrastructure to meet the needs of the
municipality;

o insufficient funding received for
sanitation infrastructure needs.

3. A conditional assessment of sanitation Disagree. See attached O&M plan for the
infrastructure was not performed to inform the | year 2017 to 2022 and MISA has also
water infrastructure maintenance plan for the conducted conditional assessment for
2021/22 financial year. wastewater treatment works 30 July 2021

3. Wastewater management:

3. The Lady Frere WWTW did not have a valid Agree. A process of reapplying for operation
operating licence for the period under review, licence is underway and the team is
as required by section 22(1)(b) of the National | gathering the information required for the
Water Act. application.

4, The following non-compliance with licence

conditions were noted at the Dordrecht WWTW:

o That there was no effective
access controls into the
WWTW as there were no
security guards at the main
entrance gate (they were only
at the entrance into the
chemical room);

o That the warning signs were
not in at least three official
languages, they did not include
the address and telephone
number of the licence holder
and the person responsible for
the operation of the site; and

o The effluent discharged into
the pond and used by the
Dordrecht golf course did not
comply with the General
Standards as published by the

Agree. Security guards are
supposed to be stationed at the
main entrance. However, they are
stationed at the chemical storage
because there is no guard house
which is planned to be constructed
in the next phase.

Agree. Warning signs will be
installed and translated into
applicable languages.

Agree. Chlorine system is planned
to be repaired in the current
financial year.
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Department of Water Affairs as
it was not chemically treated
due to the chemical room not
being operational.

5. The following observations were made at the Disagree. Ponds that is not
Lady Frere WWTW: discharging does not require a
treating system as it treating using
. ultra-violent light per each process
°  infrastructure to eat the unit i.e primary pond flows to
effluent deposited into the secondary and flows to final pond.
WWTW
Agree. The structure was
- vandalised by community adjacent
© ggﬁlrg Vgiz ;l}genlf;gigtsztructural to the works and in process of
controgiler roomp applying for funding to
' refurbishment of the works.
© H:g:u\;vee[ﬁengn?oiﬁ'{z;o Agree. They will be installed when
; funding is made available for
yvastewater dlqused per year refurbishment.
into the WWTW in order to
comply with the 137 787 cubic
meters per year as required by
the general authorisation; and Agree. The structure was
vandalised by community adjacent
to the works and in process of
. applying for funding to
© There viere no efecive access refurbishment of the works.
notifications to the public of the
risks involved in entering the
site or the use of water
containing waste.

6. The quality of wastewater (effluent) discharged | Agree. Operational and compliance
at the Dordrecht wastewater treatment works monitoring has been resuscitated.
was not assessed, monitored or analysed
during the period under review for compliance
per its licence conditions as required by section
22(2)(a) and (c) of the National Water Act.

7. The quality of wastewater (effluent) discharged | Agree. Operational and compliance
at the unlicensed Lady Frere waste water monitoring has been resuscitated.
treatment works was not assessed , monitored
or analysed during the period under review for
compliance with the [applicable waste
standards or management practices] as
required by section 22(2)(c) of the National
Water Act.

8. No action plans were established / remedial Disagree. An action plan was developed as
actions were taken to address poor wastewater | per green drop report recommendations and
quality for the Dordrecht WWTW and Lady submitted to DWS. See attached
Frere WWTW during the 2021/22 financial year.

- 117



Management report of Chris Hani District Municipality

9. The overall condition and compliance of the 1. Agree. The condition of our
WWTWs based on the site inspection are WWTW's is a concern as per the
assessed as follows: green report recommendations

however the funding is a limitation
to improve our WWTW’s due to low
revenue collection and vandalism of
infrastructure. Hence, we have

o Lady Frere WWTW: critical security guards in each WWTW
which results to high operational
cost.

o Dordrecht WWTW: of concern

2. Theft and vandalism are a main
cause of poor state of the WWTW.

3. Load-shedding has worsened the
situation because of the surge
which burns pumps and motors.

4. Foreign objects are a cause for
concern because they clog the
pumps. This is associated with
human behaviour where illegal
dumping is not controlled.

Name: Moses Shasha
Position: Acting Director Engineering Services
Date 25 November 2022

Auditor’s conclusion

Management’'s comments together with the submitted documentation have been noted. Where
management has disagreed with the finding, the submitted documentation has been assessed as
follows:

1. The assessment for water and sanitation infrastructure has been performed by the Municipal
Infrastructure Support Agent however, only the operations and maintenance budget for the
2017/18 financial has been outlined in the submitted operations and maintenance plan and such
budget has not been provided for the 2021/22 financial year. Therefore, it can be concluded that
although the assessment has been performed, it did not inform the maintenance budget for the
2021/22 financial year.

2. The action plan in response to the non-compliance letter in terms of the Green Drop Report
audit findings was submitted to the Department of Water and Sanitation is dated 09 June 2022. As
such, the plans established / remedial actions to be taken to address poor wastewater quality for
the Dordrecht WWTW and Lady Frere WWTW would not have been implemented to address the
poor wastewater quality during the 2021/22 financial year.

Based on the assessment of management’s responses and the submitted documentation,
management is in agreement with the findings and the submitted documentation is not sufficient to
resolve the findings where management disagreed. Therefore, the findings remain and will be
reported in the management report.
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Fruitless and wasteful expenditure

26. ISS.43-COAF 27 - Fruitless and wasteful expenditure : Opening balance does not
agree with the prior year closing balance (iss 43)

Audit finding

As per Section 62 (1) (b) of the MFMA, states that the accounting officer of a municipality is
responsible for managing the financial administration of the municipality, and must for this purpose
take all reasonable steps to ensure that full and proper records of the financial affairs of the
municipality are kept in accordance with any prescribed norms and standards.

Paragraph 51 of GRAP 3 states that, an entity shall disclose the following:
(a) the nature of the prior period error;

(b) for each prior period presented, to the extent practicable, the amount of the correction for each
financial statement line item affected;

(c) the amount of the correction at the beginning of the earliest prior period presented

Nature
During the testing of fruitless and wasteful expedniture it was noted that the opening balance of
note 35 does not agree to the prior year closing balance.

O/B per the 2021/22 AFS R4 592 000,00

Closing balance per 2020/21 audited AFS R5 176 438,00

Difference - R584 438,00
Cause

Fruitless and wasteful expenditure that related to prior year was not appropriately disclosed in
terms of GRAP requirements.

Impact
This will result in non-compliance with GRAP 3 and MFMA.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management should ensure that they review all the comparative figures recorded on the financial
statements and make sure that these agree with the balances on the prior year financial
statements with any changes recorded as an error that occurred in the prior year in terms of
GRAP.
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Management’s response
Management agrees with the finding. The figure was written off by council during the 2021/21
financial year, and not should be restatement of the previous year.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 31 October 2022

Auditor’s conclusion

Management’'s comment has been noted. However, based on the information submitted, there is
no council resolution to approve the write-off of the amount and no recommendation from MPAC
that an amount of R584 438 should be written off.

Therefore, the finding remains and will be reported as such in the management report accordingly.
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Immovable assets
27. ISS.7-(Adjusted) COAF 06- PPE: Disclosure not inline with GRAP 17

Audit finding
GRAP 17.87 An entity shall disclose the following in the notes to the financial statements in relation
to property, plant and equipment which is in the process of being constructed or developed:

(a) The cumulative expenditure recognised in the carrying value of property, plant and equipment.
These expenditures shall be disclosed in aggregate per class of asset.

(b) The carrying value of property, plant and equipment that is taking a significantly longer period of
time to complete than expected, including reasons for any delays.

Nature

(a) The cumulative expenditure recognised in the carrying value of property, plant and equipment
relating to WIP was not aggregated per class of asset as required by GRAP 17.87(a). Therefore
note 3 to the financial statements is not inline with GRAP 17.87(a).

(b) The carrying value of property, plant and equipment that is taking significantly longer period of
time to complete than expected as disclosed under note 3.1 is not inline with GRAP 17.87(b) due

to the following reasons:

(i) Reasons for delays have not been disclosed.

(i) Disclosure note 3.1 per page 47 and 48 is not consisted

(iii) Not all projects have been disclosed, see annexure A as an example for projects not disclosed
(taking into account start date, expected completion date and progress to date).

Cause
Management did not make use of the disclose checklist provided by department of national
treasury.

Impact

The impact of the finding is that Financial statements in relation to note 3 do not present fairly the
financial position of the effects of transactions, other events and conditions in accordance with the
definitions and recognition criteria for assets. The note is also not complete

Internal control deficiency
Financial and performance management: Prepare regular, accurate and complete financial and
performance reports that are supported and evidenced by reliable information

Recommendation

Management should ensure that disclosure note are in compliance with relevant GRAP standards
for each item disclosed in the financial statement. Management should also make use of disclosure
checklist provided by Department of National Treasury.

Management’s response
Management notes the auditors finding, Note 3 disclosure will be revised as follows ,
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1. Management has attached herewith is the proposed additional WIP disclosure per class of

asset as required by GRAP 17,87 (A)

2022

Asset per class

Restated Opening
Balance

Additions

Transferred to PPE

Closing Balance

Sanitation 194 076 218,27 50 613 995,88 - 21634 182,00 223 056 032,15

Water 826 608 551,79 553 118 995,12 - 338 170 659,86 1041 556 887,05

Buildings 8 276 045,94 - - 8 276 045,94

TOTAL WIP 1028 960 816,00 603 732 991,00 - 359 804 841,86 1272 888 965,14
2021

Asset per class | Opening Balance Additions Transferred to PPE | Closing Balance

Sanitation 137 034 330,73 57 041 887,54 - 194 076 218,27
Water 565 280 296,27 439 338 749,52 178 010 494,00 826 608 551,79
Buildings - 8 276 045,94 - 8 276 045,94
TOTAL WIP 702 314 627,00 504 656 683,00 178 010 494,00 1 028 960 816,00

The note 3 in the annual financial statement is proposed as per attached extract note 3

2. Management has reviewed and revised the disclosure note for the carrying value of
property, plant and equipment that is taking significantly longer period to complete than
expected and provided the reasons thereof as per the CHDM asset management policy
12.20 which states that the municipality shall disclose all WIP projects that have been
delayed by over 12 months as WIP significantly taking longer to complete.

For ease of reference the spreadsheet has been attached and extract note.

Name:

Christopher Mapeyi

Position: Chief Financial Officer
Date: 22 September 2022

Auditor’s conclusion
Management response is noted, the proposed adjustment is accepted. Management has
subsequently corrected the disclosure note, the finding is resolved.

The issue will still be part of the management report as the internal control deficiency still exist, and

management needs to implement controls to avoid the finding from recurring in the following

financial period.

28. ISS.55-COAF 42: PPE Infrastructure assets - Asset could not be verified

Audit finding

In terms of section 62 of the Municipal Financial Management Act, the accounting officer of a
municipality is responsible for managing the financial administration of the municipality, and must
for this purpose take all reasonable steps to ensure, that full and proper records of the financial
affairs of the municipality are kept in accordance with any prescribed norms and standards
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Nature
During the physical verification of Property, Plant and Equipment: Infrastructure — Water, the
following assets could not be verified by the AGSA and the municipality.

Asset Identifier Asset Facility Depreciation Correct book
Name/component Current Year (R) value as per
FAR (R)
WA-A-1666 Electrical Equipment Jojweni Village 693,23 15 944,31
Water Network
WA-A-1666 Electrical Equipment Jojweni Village 693,23 15 944,31
Water Network

Cause
The cause of the above finding is due to lack of controls in terms of asset management as
management were unable to indicate the location of the assets during the physical verification.

Impact

The impact of the finding is a limitation of scope as follows:

Carrying amount of infrastructure water assets overstated by a projected amount of R425 853
Depreciation for the current year overstated by a projected amount of R16 090

Internal control deficiency

Financial and performance management: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

Recommendation
Asset Management should ensure that there are controls to make sure that all assets recorded in
the fixed asset register exists and are linked to a location and can be verified.

Management’s response

Management notes and agrees with the auditors finding, during the verification of Jojweni it was
noted that there was an error in identifying the component name on the subject. The component
that was meant to be named, should have been a parameter fencing and the second one would
have been the gate that would serve as a purpose for securing the asset, not an electrical system
as stated on the subject.

Internal Control
Management will ensure that the component naming will always be accessible by have a correct
naming

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 22 September 2022

Auditor’s conclusion
Management response is noted and management agrees with the finding. Therefore the finding
remains.
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Operating expenditure
29. ISS.33-COAF 09 - General expenses: Indigent subsidy - completeness

Audit finding

As per MFMA 62:

(1) The accounting officer of a municipality is responsible for managing the financial administration
of the municipality, and must for this purpose take all reasonable steps to ensure—

(b) that full and proper records of the financial affairs of the municipality are kept in accordance
with any prescribed norms and standards;

(c) that the municipality has and maintains effective , efficient and transparent systems -

(i) of financial and risk management and internal control.

Nature

During the audit of the indigent subsidy expenditure, the following finding have been noted:
1. The customer has been included in the approved indigent register but no indigent subsidy
adjustment was made on the customers current account statement.

Details per current account Details per the
indigent register
Account number | Subsidy VAT Total REF NO CHDM
amount subsidy ACCOUN
amount T NO
40115062 CH-W/ENOC4182 40115062
Cause

This is due to the customer having a debtor type of domestic and not indigent on the Solar system.

Impact

The indigent subsidy expenditure disclosed in the financial statements is not complete.
This results in a projected understatement in the indigent subsidy expenditure and an
overstatement in revenue of R698 070,52.

Internal control deficiency

Financial and performance management: 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.

Recommendation

Management should:

1. Develop and implement controls that will ensure that indigent subsidies are adjusted in the
current account statements for all customers on the approved indigent register.

Management’s response
Management agrees with the Auditor’s finding,

e The Municipality revisited the entire indigent population that are recorded for 2021/22 financial
year to ensure that the errors are limited or eliminated. Based on the population it appears that
there were no errors found. Although the Municipality does not have a system that is available
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to detect the absolute status of the indigent. The municipality sourced different quotations for
the systems that can assist in identifying the status of the indigent, however the quotations
received were unaffordable for now. The Municipality also tried the shared services of such as
system and still there were additional costs if Local Municipalities where to latch onto the
system and it was still unaffordable. Another was for AGSA to assist using CAATS that there
can be early warnings to rectify before the development of the AFS, however, due to time
constraints we could not have the information on those status timeously. The current system in
place that we are exploring is to used the COGTA |.D. checker, subsequent to our
engagements with Cogta, it transpired that this system only validates the ID of a person and
still does not confirm that the person is deceased or not.

* Management notes the audit finding as reflected above.

o The municipality will review its Indigent Register before the end of Year 2 of the cycle ending
30 June 2023 as per the Policy provision.

e Going forward the Senior Accountant will strengthen the review and authorization of the
capturing of the indigent register on the billing system to ensure accuracy of the information.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 06 October 2022

Auditor’s conclusion

The misstatement is not material on its own. The correction of the misstatements concerned will
also not move the municipality to a more favourable audit opinion. Therefore, the finding remains
with a projected misstatement of R698 070,52.

30. ISS.37-COAF 23: Transfers and subsidies - classification misstatement

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the
financial administration of the municipality, and must for this purpose take all reasonable steps to
ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

GRAP 1.(17) Financial statements shall present fairly the financial position, financial performance
and cash flows of an entity. Fair presentation requires the faithful representation of the effects of
transactions, other events and conditions in accordance with the definitions and recognition criteria
for assets, liabilities, revenue and expenses. The application of Standards of GRAP with additional
disclosures, when necessary, is presumed to result in financial statements that achieve a fair
presentation.

Per GRAP 1 paragraph 05 states that accrual basis means a basis of accounting under which
transactions other events and conditions are recognised when they occur (and not only when cash
or its equivalent is received or paid). Therefore, the transactions, other events or conditions are
recorded in the accounting records and recognised in the financial statements of the periods to
which they relate. The elements recognised under accrual accounting are assets, liabilities, net
assets, revenue and expenses.
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Nature

During the audit of transfers and subsidies, the following transection was incorrectly classified as transfers and subsidies to the CHDA:

Details per the payment voucher
Details per the GL
No. | Period | Votenumber Vote Transaction Reference TranDate Debit Amt Transaction SLA Details
Description Type Description
1 202108 | 30102260030P1W14ZZCE | OS: ANIMAL | Sundry FIN90100141783 | 20210812 93 625,00 | OK0001 : The SLA was entered
CARE Payments OKUHLAKANYE between Chris Hani District
HOLDINGS Municipality and Okuhlakanye
Holding
The tender agreement was for
a supply and delivery of
poultry feeds.
Cause

This is due to the transection being recorded in animal care vote number that relates to transfers and subsidies to the CHDA although the payment

for animal care was made directly to the supplier.

Impact

The finding result in a projected overstatement of CHDA transfers and subsidies of R276 382.26.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing and reconciling of transactions.

Recommendation

Management should perform thorough reviews of all invoices received to ensure that all transactions recorded in the general ledger are recorded
in the correct vote.

Management’s response
Management agrees with the auditors finding, an amount of R93 625.00 was paid to other service provider not via Chris Hani Development
Agency however the vote was aligned with the previous year transaction that was paid in CHDA. The reclassification journal is proposed and

'I
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increase the contracted service outsource and decrease transfers and subsidies Chris Hani Development Agency; the financial system is not
affected as the mapping is done in the CaseWare.

Attached extract note 26 Contracted Services and note 27 Transfers and Subsidies

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 06 October 2022

Auditor’s conclusion

Management’'s comments have been noted. Management has proposed a reclassification journal to correct the misstatement identified however,

the misstatement is projected as a sample of transections was tested and as such management would have had to revisit the whole transfers and
subsidies population to ensure that no other trisections were misclassified.

The projected misstatement is not material on its own or when aggregated with other misstatements in transfers and subsidies. The correction of

the misstatement concerned will also not move the municipality to a more favourable audit opinion. Therefore, the finding remains.
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Performance audit

31. ISS.77-COAF PAO3 of 2022: Mgababa Project - Project completion and
commissioning delayed

Audit finding

Municipal Finance Management Act 56 of 2003, paragraph 62 1 (a&d) General financial
management functions

The accounting officer of a municipality is responsible for managing the financial administration of
the municipality, and must for this purpose take all reasonable steps to ensure:

(@) that the resources of the municipality are used effectively, efficiently and economically;
(d) that unauthorized, irregular or fruitless and wasteful expenditure and other losses are
prevented.

National Treasury Contract Management Framework August 2010 section 3.6
Oversight of contract management

The accounting officer or accounting authority of the institution is responsible for ensuring contracts
are properly implemented, managed, enforced, monitored and reported on, and must take all
reasonable steps to ensure that:

contracts are properly enforced.

Municipal Finance Management Act 56 of 2003, paragraph 116 (2) (a & b).
Contracts and contract management.

2. The accounting officer of a municipality or municipal entity must:

(a) take all reasonable steps to ensure that a contract or agreement procured through the supply
chain management policy of the municipality or municipal entity is properly enforced;

General Conditions of Contract for Construction works (GCC), 3rd edition 2015
Clause 5.5 Time for Practical completion

Subject to any requirement in the contract as to the practical completion of any portion of the
permanent works before practical completion of the whole, the whole of the works shall be
completed by the due completion date.

Clause 5.10 Delays attributable to the employer

The contractor may, in writing to the employer’s agent, demand compliance within a stated time by
the employer with the terms of the contract, which terms shall be specified in such demand. If the
contractor suffers delay to the practical completion and/or incurs proven additional costs from
failure or delay on the part of the employer, his agents, employees or other contractors (not
employed by the contractor) in fulfilling any necessary obligations in order to enable the works to
proceed in accordance with the contract, the contractor shall be entitled to make a claim in
accordance with clause 10.1, for which purpose the time limit of 28 days provided in clause
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10.1.1.1 shall commence to run only from the time when compliance with the said terms has
actually taken place.

Nature

The project has been delayed by approximately one month from the original completion date of 10
October 2022. No extension of time claim/s (EoTs) was approved to revise the due practical
completion date. On the day of the site visit conducted on 1 November 2022, there were no
construction activities on site and the scope of works had been 99% achieved. However, the
contractor had not been given practical completion and the works was not commissioned for use.

Upon an interview of the employer’s agent, the CHDM project technicians and contractor, it was
disclosed that additional works (variation order 2) was earmarked for the project, to supply water to
additional houses that were not part of the initial design of works due to those houses not forming
part of the demarcation of the village. Variation order 2 was still in the review process and had not
been approved. Furthermore, during the site visit it was identified that there was a problem with the
pump at the treatment works (which did not form part of the scope of works of this project) which
was the source of the water supply to the Mgababa pipeline project. This issue affected the supply
of water to the pipeline of the completed scope of works, which then meant that objective of
provision of water to the Mgababa project was not met timely.

Cause

Delay in approval of variation order 2, to allow contractual extension of time.

Issues with the pump that is causing delays to the supply of water to the completed infrastructure
(pipelines/standpipes).

Impact

1. The project has been delayed by one month, hindering service delivery for the Ncora area and
therefore the objective of providing water supply to Mgababa-A (Kunopoba) village has not
been met.

2. Non-compliance with clause 5.5 of GCC 2015.

3. The CHDM runs a risk of incurring standing time costs from the contractor, from the time the
contract scope of works was deemed completed, to the time variation order 2 is approved and
communicated to the contractor for commencement.

Internal control deficiency
Leadership did not exercise oversight responsibility regarding financial and performance reporting
and related internal controls.

Recommendation

The CHDM should fast track the approval process of variation order 2.

The CHDM should investigate the pump issue to ensure water is pumped to the infrastructure of
the completed scheme, supplying the Mgababa village and consider giving sectional completion for
the completed scope, while variation order is in the approval process.

Management’s response

Management comment on audit finding:

1.The contractor has a right to claim extension of time upon approval of variation order. The
contractor in this project will be entitled to time based claim as the VO has not yet been
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communicated to it. The extension of time was weighed against the option of dis-establishment
and re-establishment which was costing more than the time based claim since the contractor is
already on site. The approval of the VO was submitted to the BAC on 20" October 2022 for
approval. The item was considered by the

BAC.

2. Chdm considered issuing the practical completion of the project but had to take into
consideration the potential community impasse where they would think that their request is being
ignored and likely to embark on vandalism to demand the project. It was then practical to rather
keep the contractor on site and proceed with the process of VO approval in order to build trust
relationship with the community.
3.The issue of the pump refers to Ncora water treatment works which is now operational and
attached are the operational monitoring logsheets of Ncora WTW.

Management comment on internal control deficiency:

Management notes AG comments and commits to strengthen the processes

Management comment on recommendation:

Audits recommendations are Noted: The BAC has approved the variation order on 20" October
2022.

The water treatment plant is currently operational.

Remedial action:

Timeous communication of VO approval so that the contractor can commence with works on site.
The WTW is continuously operated and maintained by CHDM Water Services Unit based in
Intsika Yethu LM.

What actions will be taken: By whom By when:
Variation order approved no Name: T Spampoel and 20 October 2022
further action required (20%" Geali

October 2022) Ongoing

The repairs at wtw already done
no further action required
(Operational Monitoring
logsheets)

Auditor’s conclusion

Management responses regarding VO2 approval, operation (pump) of the WTW plant and
sectional completion (community risk) is noted. However, no extension of time claim was approved
to revise the due practical completion date of 10 October 2022, therefore, the delay finding remains
and will be included in the management report, till the AG is furnished with such approved
extension of time claim.

32. ISS.78-COAF PAO3 of 2022: Mgababa Project - Delayed award of the contract not in
accordance with the CIDB prescripts

Audit finding

Annexure C of the Construction Industry Development Board (CIDB) “Standard for Uniformity in
Construction Procurement” August 2019

C.2.16.1 Hold the tender offer(s) valid for acceptance by the employer at any time during the
validity period stated in the tender data after the closing time stated in the tender data.
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C.2.16.2 If requested by the employer, consider extending the validity period stated in the tender
data for an agreed additional period with or without any conditions attached to such extension.

Tender Data

C.2.16.1 The Tender offer validity period is 120 days. If the tender validity expires on a Saturday,
Sunday or public holiday, the Tender shall remain valid and open for acceptance until the closure
of business on the following day.

Nature

The tender closing date was 6 August 2021. The letter of award to the bidder was dated 23
December 2021 and the offer was accepted on 10 January 2022. The tender offer validity period
was 120 days (ending 6 December 2021). No extensions of the validity period were submitted.

Cause
The inability of the Supply Chain Management (SCM) Unit to evaluate, recommend and appoint
the successful contractor within the stipulated timelines.

Impact
Delay in service delivery as the citizens are not getting their constitutional right of access to water.

The escalation of the project value as a result of the Contract Price Adjustment, calculated from the
date of tender closure, will have a negative impact on the project budget.

Internal control deficiency
Financial and Performance Management: Management did not timeously review and monitor the
evaluation and award process in accordance with the applicable legislation.

Recommendation
In future, the CHDM should implement all tenders as per the CIDB prescript validity period stated
in the tender data and only in exceptional cases extend it beyond this period.

The CHDM to investigate if disciplinary action should not be taken against the officials responsible
for the delaying the start of the project.

Management’s response
Management comment on audit finding: Agree

Management comment on internal control deficiency: Noted though the BAC could not sit as
scheduled due to the absence of the Technical Director who was attending Cradock court
directives.

Management comment on recommendation: The disciplinary actions were taken against the
director concerned and this was amongst of the charges leveled against him by the
Accounting Officer.

Remedial action: Ensure that Committees adhere to timeframes and all members to take part
of the scheduled meetings.

What actions will be By whom By when: Ongoing

taken: Schedule | Name: C. MAPEYI
bid committee meetings
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Auditor’s conclusion

Management responses are noted. Management agrees with the finding. Furthermore, when there
is a valid delay in BAC proceedings that will delay the award in the validity period, a validity period
extension must be done and given to all tenderers to acknowledge. Therefore, the finding remains
valid and will be included in the management report.

33. ISS.79-COAF PAO1 of 2022: Limitation - Cluster 4 Water Supply (Mgababa-A)

Audit finding

Section 62 (1)(b) and Section 74(1) the Municipal Finance Management Act (MFMA) states that:
Sec 62(1)(b) The accounting officer of a municipality is responsible for managing the financial
administration of the municipality, and must for this purpose take all reasonable steps to ensure
that full and proper records of the financial affairs of the municipality are kept in accordance with
any prescribed norms and standards.

Sec 74(1) The accounting officer of a municipality must submit to the National Treasury, the
provincial treasury, the department for local government in the province or the Auditor-General
such information, returns, documents, explanations and motivations as may be prescribed or as
may be required.

Nature

Information requested on RFI PA 01 issued on 02 September 2022 was not fully submitted for
audit purposes, the RFI was due on the 06 September 2022, however, there is still information
outstanding.

The details of the outstanding information are specified in Annexure A (control sheet), attached.

Cause
Lack of proper record keeping by management to ensure that information is available timeously for
audit.

Impact
The non-submission of information results in a limitation of scope, thus leading to the component to
no be fully audited.

Internal control deficiency

Financial and performance management: 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.

Recommendation
Management should ensure that information requested for audit purposes is readily available and
provided within the stipulated time frames.

Management must also ensure that proper record keeping is managed and exercised at all times
so that information can be accessible.
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Management’s response

Management agrees with the auditors finding the proof from bank was not submitted during the
submission of RFI attached the proof for both project as they are managed by one consultant
which Camdekon / BVI. Payment certificates were submitted.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 20 October 2022

Auditor’s conclusion

Management agrees with the finding. Furthermore, the proof of payments was submitted, but not
all were received. The following proof of consultant payments for the Mgababa project are still
outstanding:

¢ [ee account 1&2

e Fee account 8-12
Therefore, the finding will remain and be included in the management report.

34. ISS.81-COAF PA 02 of 2022: Limitation - Cluster 4 Water Supply (Gesini/MatafeniA)

Audit finding

Section 62 (1)(b) and Section 74(1) the Municipal Finance Management Act (MFMA) states that:
The accounting officer of a municipality is responsible for managing the financial administration of
the municipality and must for this purpose take all reasonable steps to ensure that full and proper
records of the financial affairs of the municipality are kept in accordance with any prescribed norms
and standards.

Sec 74(1) The accounting officer of a municipality must submit to the National Treasury, the
provincial treasury, the department for local government in the province or the Auditor-General
such information, returns, documents, explanations and motivations as may be prescribed or as
may be required.

Nature

Information requested on RFI PA 01 issued on 02 September 2022 was not fully submitted for
audit purposes, the RFI was due on the 06 September 2022, however, there is still information
outstanding.

The details of the outstanding information are specified in Annexure B (control sheet), attached.

Cause
Lack of proper record keeping by management to ensure that information is available timeously for
audit.

Impact
The non-submission of information results in a limitation of scope, thus leading to the component to
no be fully audited.
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Internal control deficiency

Financial and performance management: 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.

Recommendation
Management should ensure that information requested for audit purposes is readily available and
provided within the stipulated time frames.

Management must also ensure that proper record keeping is managed and exercised at all times
so that information can be accessible.

Management’s response

Management agrees with the auditors finding the proof from bank and quality control package was
not submitted during the submission of RFI attached the proof for both project as they are
managed by one consultant which Camdekon / BVI and quality control package. Payment
certificates were submitted.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 20 October 2022

Auditor’s conclusion

Management agrees with the finding. Furthermore, the quality control documentation and
contractor’s proof of payment was submitted. However, the proof of payment for consultant fee
account 1 to 8 (Gesini) and Matafeni A fee account 1 to 3 for the Gesini project was not submitted.
Therefore, the finding remains and will be included in the management report.
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Planning
35. ISS.1-COAF 02- Planning: Policies not reviewed for the 2021/22 financial year

Audit finding

As per Section 62 (1)(c)(i) of the MFMA states that, the accounting officer of a municipality is
responsible for managing the financial administration of the municipality, and must for this purpose
take all reasonable steps to ensure that the municipality has and maintains effective, efficient and
transparent systems of financial and risk management and internal control.

As per Section 62 (1) (b) of the MFMA states that the accounting officer of a municipality is
responsible for managing the financial administration of the municipality, and must for this purpose
take all reasonable steps to ensure that full and proper records of the financial affairs of the
municipality are kept in accordance with any prescribed norms and standards.

Nature
An internl control deficiency has been identified as the following policies were not reviewed for the
2021/22 financial year:

Fraud prevention plan policy Not reviewed

Investigation policy Not reviewed

Occupational Health and Safety policy Not reviewed (Last reviewed in 2020)
Personal Protectlve clothing, uniform and equipment policy Not reviewed (Last reviewed in 2020)
Private work and declaration of interest policy Not reviewed

Risk Management policy Not reviewed

Performance Management Systems Framework policy Not reviewed
Cause

Management did not exercise responsibility to ensure that policies and procedures are updated
and reviewed timeously.

Impact
Increase the risk that policies might be outdated and employees might override controls.

Internal control deficiency
Leadership: Establish and communicate policies and procedures to enable and support the
understanding and execution of internal control objectives, processes and responsibilities.

Recommendation
Management should ensure that policies are approved and reviewed frequently and rolled out to
employees to ensure proper processes and procedures are executed.

Management’s response

The management agrees with the findings of AG on the following policies not being reviewed in
2021/2022 financial year:

OHS policy, PPE and IOD policy

Reasons for not reviewing- The delays in consultation processes and feedback from the relevant
stakeholder’s essential in reviewing of the policies
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Measures to mitigate - The education and awareness programmes on the policies are
implemented continuously for employees. The consultation processes and the process for review
are underway for the review of the policies.

Name: Sojola Sibongile
Position: Wellness manager
Date: 12 July 2022

Fraud prevention plan

Investigation policy

Private work and declaration of interest policy
Risk Management policy

Reasons for not reviewing- The policies had to undergo an intensive consultation process that
includes amongst others the Local Labor Forum in the period under review.

Measures to mitigate- The risk related policies shall be made a priority in the consultation process
stages to avoid any further delays. The council shall approve the policies in the last quarter of the
2022/2023 financial year.

Name: Lindile Delubom
Position: Chief Risk Officer
Date: 12 July 2022

Reasons for not reviewing- The framework was reviewed in the 2019/2020 financial year with an
activity plan covering the 2020/2021 to 2022/2023 financial years. In addition to the resignation of
the manager responsible for management of performance, there no issues identified for review and
the policy was therefore not reviewed.

Measures to mitigate The internal audit unit identified an anomaly from the non-review of the
framework and recommended that, the framework be subjected for review on an annual basis, the
framework was reviewed in the 2021/2022 financial year for implementation in the 2022/2023
financial year. It will be reviewed on an annual basis as reflected in the recently approved
2022/2023 SDBIP

Name: Ncede Noxolo
Position: Manager: Organizational Performance, Monitoring and Evaluation
Date: 12 July 2022

Auditor’s conclusion

Management's comments regarding the reasons for not reviewing the policies and the measures to
mitigate the findings from reoccurring have been noted.

As management agrees with the findings raised, the findings remain and the internal control
deficiency identified will be included in the management report.
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Predetermined objectives
36. ISS.56-COAF 32 - AOPO - Difference between achiement per the APR and POE

Audit finding

Section 62 (1)(b) of the MFMA, (Act No. 56 of 2003), states that, "The accounting officer of a
municipality is responsible for managing the financial administration of the municipality, and must
for this purpose take all reasonable steps to ensure that full and proper records of the financial
affairs of the municipality are kept in accordance with any prescribed norms and standards."

Section 62 1(c)(i) of the Municipal Finance Management Act states that,” The accounting officer of
a municipality is responsible for managing the financial administration of the municipality, and must
for this purpose take all reasonable steps to ensure that the municipality has and maintains

effective, efficient and transparent systems of financial and risk management and internal control.”

National Treasury Framework for Managing Programme Performance Information chapter 5
paragraph 5.2 (3) states that,” Performance information systems should be integrated within
existing management processes and systems. The accounting officer or head official of an
institution is responsible for ensuring that the institution has appropriate systems to collect, collate,
verify and store the information.”

Nature
During the audit of predetermined objectives, the following misstatements have been noted
between the achievements per the APR and the submitted listings/quality reports have:

Planned target as reported in APR submitted for audit
the APR
Reported Planned target | Achievement [ Reported Difference Misstatement
performance |as per APR per achievement between occurrence
indicator listing/quality | per APR source rate
report submitted for | document
audit and the APR
SDI - 6 Number |2 270 2 310 764 1546 67%
of households | households
served with served with
safe basic safe basic
sanitation sanitation by 30
June 2022
SDI - 14 % 100% 36,76% 115 -11463,24% 100%
waste water Wastewater
quality quality
compliance in | compliance in
accordance accordance
with with
Regulations Regulations
991 and section | 991 and section
39 of the 39 of National
National Water | Water Act 36 of
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Planned target as reported in

APR submitted for audit

the APR
Reported Planned target | Achievement | Reported Difference Misstatement
performance |as per APR per achievement between occurrence
indicator listing/quality | per APR source rate
report submitted for | document
audit and the APR
Act 36 of 1998 |1998 as
as amended for | amended
compliance monitored for
compliance
by 30 June
2022
SDI - 15 % of 100% of 98,49% 98,02% 0,47% 0%
drinking water | Drinking Water
compliance to | Compliance in
SANS 241 line with SANS
241 monitored
by 30 June
2022
Cause

This is due to a lack of review and reconciliation by management of the underlying documentation

prior to the information being reported in the APR.

Impact

This results in a factual misstatement in the reported performance achievements. New Note

Internal control deficiency

Financial and performance management: Implement controls over daily and monthly processing

and reconciling of transactions.

Recommendation

Management should ensure that there are controls put in place over daily and monthly processing

and reconciling of performance information to ensure reported information is accurate.

Management’s response
Management agrees with the Auditor’s finding, the APR will be adjusted accordingly and be
aligned with the listing

Name:

Bulelwa Ganyaza

Position: Acting Director — Strategic Management Services
Date: 01 November 2022
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Auditor’s conclusion

Management’s comments together with the submitted adjusted APR have been noted.
Management has adjusted the APR to be in line with the listings/quarterly reports submitted for
audit with the exception of SDI 15.

Therefore, the finding has been partially resolved and the finding on SDI 15 will be accumulated
with other misstatements.

37. ISS.57-COAF 32 - AOPO - Indicator is not consistant and measurable

Audit finding

Section 62(1)(b) of the MFMA, (Act No. 56 of 2003), states that, "The accounting officer of a
municipality is responsible for managing the financial administration of the municipality, and must
for this purpose take all reasonable steps to ensure that full and proper records of the financial
affairs of the municipality are kept in accordance with any prescribed norms and standards."

Section 41(1)(a) and (b) of the MSA (Act No. 32 of 2000), states that. "A municipality must in terms
of its performance management system and in accordance with any regulations and guidelines that
may be prescrived -

(a) Set appropriate key performance indicators as a yardstick for measuring performance, including
outcomes and impact, with regard to the municipality's development priorities and objectives set
out in its intergrated development plan;

(b) Set measurable performance targets with regard to each of those development priorities and
objectives.

Nature

During the audit of SDI 14, the following have been noted:

1. The reported achievement per the APR is not consistent with the planned target as the planned
target refers to percentage compliance while the reported achievement refers to the number of
samples taken.

2. The method of calculation per the indicator description in the APR does not agree to the method
of calculation actually performed as one sample is tested for multiple compliance criteria and an
overall compliance percentage is given per sample.

Cause
This is due to a lack of oversight and review by management of the information presented in the
APR.

Impact
1. The reported achievement not being consistent with the planned target.
2. The indicator not being measurable.

Internal control deficiency
Leadership: Exercise oversight responsibility regarding financial and performance reporting and
compliance and related internal controls.
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Recommendation
Management should ensure that the information presented in the APR is adequately reviewed prior
to it being submitted for audit.

Management’s response

Management agrees with the auditor’s finding, the indicator description in the SDBIP for the
2022/2023 financial year will be adjusted during the SDBIP adjustment period and presented to
Council for noting and AG for information

Name: Bulelwa Ganyaza
Position: Acting Director — Strategic Management Services
Date: 03 November 2022

Auditor’s conclusion

1. Management’s comments together with the submitted adjusted APR have been noted.
Management has adjusted the achievement per the APR to be consistent with the planned target.
Therefore, the finding has been resolved.

2. Management’s comments together with the submitted adjusted APR have been noted. Further
inspected the adjusted APR and noted that the technical indicator description has not been
updated to be in line with the method of calculation actually performed by management.

As management has stated that only the 2022/23 financial year SDBIP will be adjusted, the finding
has not been resolved and will be reported in the management report.

38. ISS.61-(Adjusted) COAF 32 - AOPO - Measures taken to improve performance have
not been disclosed

Audit finding

National Treasury Framework for Managing Programme Performance Information chapter 5
paragraph 5.2 (3) states that,” Performance information systems should be integrated within
existing management processes and systems. The accounting officer or head official of an
institution is responsible for ensuring that the institution has appropriate systems to collect, collate,
verify and store the information.”

Section 41(1)(d) of the MSA (Act No. 32 of 2000), states that. "A municipality must in terms of its
performance management system and in accordance with any regulations and guidelines that may
be prescribed -

(d) take steps to improve performance with regard to those development priorities and objectives
where performance targets are not met.

Nature

During the audit of SDI 6, the following have been noted:

1. Remedial/corrective actions have not been disclosed for all targets that have not been achieved
(SDI 6.1.1).

2. The reasons for non, under or overachievement have not been included for all targets (SDI 6.1,
SDI 6.2 and SDI 6.4).
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Cause
This is due to the information per the quarter performance report not being fully transferred to the
annual performance report.

Impact
1. The annual performance report not being properly presented and disclosed.
2. A non-compliance with section 41(1)(d) of the MSA (Act No. 32 of 2000).

Internal control deficiency
Leadership: Exercise oversight responsibility regarding financial and performance reporting and
compliance and related internal controls

Recommendation
Management should ensure that the information presented in the APR is adequately reviewed
against the underlying documentation prior to it being submitted for audit.

Management’s response
Management agrees with the auditor’s finding, the APR will be adjusted to reflect the relevant
remedial actions implemented to correct the non-achievement.

Name: Bulelwa Ganyaza
Position: Acting Director — Strategic Management Services
Date: 03 November 2022

Auditor’s conclusion

Management’'s comments together with the submitted adjusted APR have been noted.
Management has adjusted the APR to disclose the measures taken to improve performance.
Further inspected the submitted closeout reports and confirmed management’s assertions for the
measures to improve performance.

Therefore, the finding has been resolved.

39. ISS.62-(Adjusted) COAF 32 - AOPO - Measures to improve performance not
supported by corroborating evidence

Audit finding

National Treasury Framework for Managing Programme Performance Information chapter 5
paragraph 5.2 (3) states that,” Performance information systems should be integrated within
existing management processes and systems. The accounting officer or head official of an
institution is responsible for ensuring that the institution has appropriate systems to collect, collate,
verify and store the information.”

Section 41(1)(d) of the MSA (Act No. 32 of 2000), states that. "A municipality must in terms of its
performance management system and in accordance with any regulations and guidelines that may
be prescribed -

(d) take steps to improve performance with regard to those development priorities and objectives
where performance targets are not met.
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Nature

During the audit of the measures to improve performance for SDI 1.4 and SDI 2.4, noted that the
remedial/corrective actions disclosed in the APR for the Luthuthu water supply project are no
supported by adequate evidence.

Cause
This is due to the cession arrangement between the contractor and subcontractor never being
realised as disclosed in the APR.

Impact
1. Inadequate remedial/corrective actions being put in place to improve performance.
1. A non-compliance with section 41(1)(d) of the MSA (Act No. 32 of 2000).

Internal control deficiency
Financial and performance management: Prepare regular, accurate and complete financial and
performance reports that are supported and evidenced by reliable information.

Recommendation

Management should ensure that all remedial/corrective actions disclosed in the APR and
supported by adequate documentation and that the measures put in place actually result in an
improvement in performance.

Management’s response
Management agrees with the auditor’s finding, the corrective measure will be adjusted to reflect the
relevant remedial actions to correct the non-achievement.

Name: Bulelwa Ganyaza
Position: Acting Director — Strategic Management Services
Date: 03 November 2022

Auditor’s conclusion

Management’s comments together with the submitted adjusted APR have been noted.
Management has adjusted the APR to be in line with the actual corrective measures undertaken by
management. Further inspected the requested project progress reports and site meeting minutes
and confirmed management’s assertions for the measures to improve performance.

Therefore, the finding has been resolved.
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Procurement and Contract Management

40. ISS.28-COAF 10: PPR: Points were not correctly awarded to suppliers interms of
PPPFA

Audit finding

PPPFA regulation 6(3) and 6(4) requires that a tenderer must submit proof of its B-BBEE status
level of contributor.

and that a tenderer failing to submit proof of B-BBEE status level of contributor or is a non-
compliant contributor to B-BBEE may not be disqualified, but-

(a) may only score points out of 80 for price; and

(b) scores 0 points out of 20 for B-BBEE.

Nature
1. During the recalculation of supplier points interms of PPPFA, it was noted that the following
supplier did submit a sworn affidavit of B-BBEE with a level one rating, but was not awarded 20
points for BBBEE.

RFQ Number Description Supplier name Amount (R)
8/2/89/2021-2022 | 1000 DIA 250 concrete manhole rings | DPD Nocawe 197 000,00
Lodge & Sales
Distributors

2. During the recalculation of supplier points interms of PPPFA, it was noted that the following
supplier did submit a sworn affidavit of B-BBEE or a certified copy of BBBEE certificate, but was
awarded 20 points for BBBEE.

RFQ Number Description Supplier name | Amount (R)
8/2/84-2021/2022 | Remove the existing monopump and Mfuraa Projects 63 825,00
columns at Ggobongo Majija for
Engcobo WSP
Cause

Lack of review of the documents submitted by the bidders to confirm their completeness and
validity.

Impact
This will result in an internal control deficiently as the SCM policy and municipal internnal controls
were not properly followed.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management must ensure that the SCM policy is adhered to in the process of awarding quotes and
contracts to suppliers so as to avoid any instances of non-compliances and incurrence of irregular
expenditure.
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Management’s response

Management notes the finding. This is purely an oversight from management, based on the full
population, this was the only error which clearly demonstrate an oversight. This also confirms the
review processes that exists in the municipality on the prequalification criteria that are implemented
by management.

As part of internal control, all RFQs will be checked by contracts management for compliance with
relevant SCM prescripts before the approval by Senior Manager: SCM.

Therefore, the review processes will be further strengthened top ensure that the finding is not
repeated, and this will address any compliance deficiency.

Name: Christopher Mapeyi
Position: CFO
Date:12 October 2022

Auditor’s conclusion
Management response is noted and management agrees with the finding. Therefore the finding
remains.

144



Management report of Chris Hani District Municipality

Related parties
41. ISS.47-(Adjusted) COAF 31 - Related parties: Presentation and Disclosure

Audit finding

As per Section 62 (1)(c)(i) of the MFMA states that, the accounting officer of a municipality is
responsible for managing the financial administration of the municipality, and must for this purpose
take all reasonable steps to ensure that the municipality has and maintains effective, efficient and
transparent systems of financial and risk management and internal control.

As per Section 62 (1) (b) of the MFMA, states that the accounting officer of a municipality is
responsible for managing the financial administration of the municipality, and must for this purpose
take all reasonable steps to ensure that full and proper records of the financial affairs of the
municipality are kept in accordance with any prescribed norms and standards.

Paragraph 35 of gRAP 20 states that, an entity shall disclose the remuneration of management per
person and in aggregate, for each class of management, in the following categories:

(a) fees for services as a member of management;

(b) basic salary;

(c) bonuses and performance related payments;

(d) other short-term employee benefits;

(e) post-employment benefits such as pensions, other retirement benefits, post-employment life
insurance and post-employment medical care;

(f) termination benefits;

(g) other long-term benefits;

(h) any commission, gain or surplus sharing arrangements; and

(i) any other benefits received. .

Nature

During the audit it was identified that the related party disclosure was not complete due to the
following:

1. The disclosure of related party with senior management and councillors was disclosed, but the
amounts for those transactions as required by GRAP 20 was not disclosed.

2. The related party that was disclosed in the prior year was not disclosed in the comparative
figures of the current financial year. Refer to table below

Related party 2020/2021 (R) 2021/2022- (R) Difference (R)

Chris Hani Development Agency 81 465 653,00 81 465 653,00 0,00

Red Guard Security 0,00 45 300,00 -45 300,00
Cause

Lack of review of compliance with GRAP requirements and applicable legislation.

Impact
This will result in non-compliance with GRAP requirements and MFMA.
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Internal control deficiency
Financial and performance management: Prepare regular, accurate and complete financial and
performance reports that are supported and evidenced by reliable information.

Recommendation

Management should make sure that the comparative figures on the financial statements agree with
the audited prior year financial statements with any adjustments being clearly stated as a prior
period error. The AFS should further be reviewed to ensure that all the GRAP requirements have
been applied.

Management’s response

Management agree with the auditors finding, the error was corrected as per the attached extract
note 33.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 27 October 2022

Auditor’s conclusion
Management response is noted. Management has agreed with the finding and made the
necessary adjustments. The adjustments have been tested and the finding has been resolved.
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Revenue

42. ISS.3-COAF 03- Planning: Revenue from exhange- Internal control deficiencies from
the business process

Audit finding

As per the MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing
the financial administration of the municipality, and must for this purpose take all reasonable steps
to ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

Section 98 of the Municipal Finance Management Act 56 of 2003, states that for revenue
management states that, the accounting officer must for the purposes of subsection (1) take all
reasonable steps to ensure;

a) that the municipality has effective revenue collection systems consistent with section 95 of the
Municipal Systems Act and the municipality’s credit control and debt collection policy;

b) that revenue due to the municipality is calculated on a monthly basis;

¢) that accounts for municipal tax and charges for municipal services are prepared on a monthly
basis, or less often as may be prescribed where monthly accounts are uneconomical;

d) that all money received is promptly deposited in accordance with this Act into the municipality’s
primary and other bank accounts;

e) that the municipality has and maintains a management, accounting and information system
which—

(i) recognises revenue when it is earned;

(if) accounts for debtors; and

(i) accounts for receipts of revenue;

f) that the municipality has and maintains a system of internal control in respect of debtors and
revenue, as may be prescribe.

In terms of the Standard of Generally Recognised Accounting Practice (GRAP 9) -A13 Service
charges:

Flat rate service charges and consumption-based service charges should be recognised when:
(a) it is probable that the economic benefits or service potential associated with the transaction will
flow to the entity; and

(b) the amount of the revenue can be measured reliably.

Usually consumption-based service charges earned by municipalities are based on meter
readings. Where meter readings are done frequently, the revenue can be measured reliably.
However, it is common practice for entities to read meters on a quarterly or less frequent basis.
Consumers are invoiced based on estimates of consumption where no meter reading has taken
place during the billing period. These invoices are best estimates and enable revenue to be
measured reliably. Ideally, internal records should be maintained whereby actual consumption is
compared to estimated consumption to provide additional assurance that significant adjustments
are not required to reverse excessive estimates.

According to the credit control policy- Debt collection- 9.3.2. Where a debtor’s account is 30 days
overdue, a letter of demand will be sent to the debtors requesting payment within 7 days of date of
letter. Should there be no response, a final notice will be issued and a demand for payment of the
outstanding amount within a period of 14 days, failing which the debtors will be handed over to
attorneys for collection.
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Nature
The following internal control deficiencies have been on the revenue receivables business process:

1. The application form of new property applicant was not signed by accountant: billing as
evidence that review was done to check the accuracy and validity of the form.

2. Sufficient appropriate audit evidence could not be obtained to recalculate the revenue billed
(since the municipality used estimates that are not supported and could not be re-performed in
terms of their policy) by the municipality for March 2022 relating to the following account that
was selected for walkthrough:

e Account: 40100090

3. The debt collection process per the policy of the municipality was not appropriately applied to
the following account that was selected for walkthrough:
e 40102134 (Debtor was only issued a letter of notice for the 14 days)
e 40100190 (Debtors was only issued a letter of notice to disconnect)

4. The interest rate charged on outstanding debtors is not updated on time on the system. The
prime interest rate on the system is 7.75% which was last updated on the 04™ of April 2022.
The current prime rate is 8.25%.

5. The March 2022 statement of account- 40611882 was not emailed to the debtor.

Cause
The cause of the above findings is due to the following:

1. Thisis due to a lack of exercise of oversight by management to ensure that all controls in place
are consistently an effectively applied.

2. The finding is a repeat finding that is caused by lack of management oversight responsibility of
ensuring that actual meter readings are taken and used for billing customers.

3. This is due to a lack of exercise of oversight by management to ensure that all controls in place
are consistently an effectively applied.

4. This is due to a lack of exercise of oversight by management to ensure that prime interest rate
is being updated on the system on time for all the changes published for interest rate.

5. The type of delivery of statement was not ticked on the system for the statement to be emailed
on monthly basis.

Impact
The findings will result to the following:

1. The internal control deficiency to be reported in the management report as administrative
matter.

2. Thefinding is a repeat finding that results to significant internal control deficiency to be
reported in the management report, and might result in repeat material limitation misstatements
for revenue from water sales, receivables from exchange transactions, and interest on debtors,
allowance form impairment, VAT, and water distribution losses.

3. The internal control deficiency to be reported in the management report, and might result to
material non-compliance of revenue management.
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4. The internal control deficiency to be reported in the management report, and might result to
material misstatements in interest on debtors.

5. The internal control deficiency to be reported in the management report, and might result to
slow collection of outstanding amount, and disputes of the balance owing to the municipality by
the debtors.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing
and reconciling of transactions

Recommendation

1. Management should ensure that all applications are reviewed by a senior official before an
application for services is approved in order to ensure that all the supporting documents are
attached.

2. Management should ensure that the billing that is based on estimate is updated for actual
readings taken to ensure that revenue from service charges is accurate and re performable.

3. Management should ensure that debt collection process is applied per the policy of the
municipality.

4. Management should implement controls to ensure that interest rates are being updated
timeously. Alternatively management can have a fixed rate to be approved by the council and
be reviewed on annual basis based on changes of the prime interest rate.

5. Management should implement controls of generating exception reports for all the debtors
statements not sent on monthly basis.

Management’s response

Findings:

According to the credit control policy- Debt collection- 9.3.2. Where a debtor’s account is 30 days
overdue, a letter of demand will be sent to the debtors requesting payment within 7 days of date of
letter. Should there be no response, a final notice will be issued and a demand for payment of the
outstanding amount within a period of 14 days, failing which the debtors will be handed over to
attorneys for collection.

The debt collection process per the policy of the municipality was not appropriately applied to the
following accounts that were selected for walkthrough:

e 40102134 (Debtor was only issued a letter of notice for the 14 days) - letter of demand
requesting payment within 7 days of date of the letter was not provided.

e 40100190 (Debtors was only issued a letter of notice to disconnect) - letter of demand
requesting payment within 7 days of date of the letter, and the final notice demanding for
payment of the outstanding amount within a period of 14 days was not provided

Response:

The Municipality is in pursuit of the data integrity and accuracy of the water meters as well as the
cleaning project to ensure the correct billing. This resulted the municipality to be cautious on
issuing the 7 days notices and we adopted this strategy of sending 14 days instead of a 7 days’
notice to manage the influx of disputes that are related to data integrity, as well as to ensure that at
least there are multiple consecutive actual readings to resolve any anomalies on the billing. These
consecutive readings will assist in determining the monthly consumer consumption. This is also in
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line with the retrospective adjustment methodology that the municipality is still to table to the AGSA
as a measure of an alternative means of mitigating the estimation on estimation.

Finding:

The interest rate charged on outstanding debtors is not updated when changes on prime interest
rates are published on the system. The prime interest rate on the system was 7.75% as at 21 July
2022 which was last updated on the 04™ of April 2022. The prime rate was 8.25% on the date of
confirmation- 21 July 2022.

Response:

The interested was omitted due to oversight. However, the interested rates were adjusted through
a bulk upload for the consumers. Herewith is the evidence of the bulk upload and the list of
consumers affected. The amount related to these interest rates will be adjusted in the 2021/22
financial year.

Finding:

The March 2022 statement of account- 40611882 was not emailed to the debtor.

Response:

This specific customer account was opened in October 2021 after the initial list of email addresses
on the billing system was activated. Attached is the list of all the email addresses that we have
received from the consumers which enable the municipality to send the emails and the email
function is also activated on the system. This specific consumer is also included as evidence of the
activation function for easy reference.

Finding:

Sufficient appropriate audit evidence could not be obtained to recalculate the revenue billed (since
the municipality used estimates that are not supported and could not be re-performed in terms of
their policy) by the municipality for March 2022 relating to the following account that was selected
for walkthrough:Account: 40100090

Response:

The estimation of water meters is being dealt with through the cleaning of water meters where
actual readings are being pursued. The western region water meters were cleaned, and actual
readings performed as far as possible. There is still continuous cleaning of water meters in the
western and eastern region. This project resumed since March 2022 in the western region This has
been now pursued in the eastern region where it started in May and still continuous. The
estimation on estimation during March were still at its initial stage of this campaign or project,
therefore, this was before the strategy was getting momentum.

Finding:

The Chris Hani District Municipality application business’s application and business agreement for
service delivery form of Eagles Overnight (Pty) Ltd was not signed by accountant: billing as
evidence that review was done to check the accuracy and validity of the form.

Response:

This application was checked and reviewed prior to capturing however, this was just an oversight
of not signing to show as evidence that a thorough review was performed before capturing.
Mitigating Factors or Remedial Actions:

1. The estimation was reduced compared from July 2021 to March 2022 towards June 2022.
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2. The email function was activated for the emails received from consumers and even the
identified consumers. Furthermore, the list of emails received were revisited to ensure all the
received emails were activated for sending emails as per the attached evidence.

3. Interested were adjusted in the financial system for billing and to retrospective implementation
to the consumers and evidence is included.

4. The 7 and 14 days notices were to be used effectively after the estimation and cleaning of
water meters were addressed as well as the data integrity and accuracy challenges.

5. All applications were revisited and checked for such evidence as review prior to the capturing
of the application.

6. A new list of email addresses was populated to identify addresses not ticked then
subsequently activated and emailed.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 28 July 2022

Auditor’s conclusion

1. Management acknowledged the finding and provided the remedial actions that the
municipality has implemented to address the finding. The remedial actions mentioned, and the
retrospective adjustment methodology will be assessed during the audit. The internal control
deficiency finding still stands and will be reported in the management report as an administrative
matter.

2. Management acknowledged the finding. The journal processed to adjust for the interest has
been noted. Journals will be assessed during execution audit of revenue and receivables. The
internal control deficiency finding still stands and will be reported in the management report as a
significant internal control deficiency.

3. Management acknowledged the finding. The action by management to activate the email
function of the selected debtor was after the deficiency was identified. Therefore, the internal
control deficiency finding still stands and will be reported in the management report as a
significant internal control deficiency.

4. Management acknowledged the finding and provided the remedial actions that the
municipality has implemented to address the finding. Therefore, the internal control deficiency
finding still stands and will be reported in the management report as a significant internal control
deficiency.

5. Management acknowledged the finding indicating that it was an oversight as all controls
were implemented by the municipality. The internal control deficiency finding still stands and will
be reported in the management report as an administrative matter.

43. ISS.9-(Adjusted) COAF 07- Capital conditional grants and WIP: Issues identified on
reconciliation of WIP and conditional grants register

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business

- 151



Management report of Chris Hani District Municipality

activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.
(3) Both annual financial statements and consolidated annual financial statements must be

prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

Nature
1. The recalculated total WIP additions per the detailed expenditure per project (Budget Sheets) do
not agree to the WIP additions disclosed in the AFS:

Financial WIP per the AFS Recalculated WIP per the | Difference between

Statement item detailed expenditure, per |recalculated and AFS
project (Budget Sheets)

WIP Additions R603 732 991,00 R532 197 409,45 R71 535 581,55

2. The recalculated WIP additions after including VAT per detailed expenditure listings per
projects for the conditional grants do not agree to the capital grants revenue:

Financial Conditional grant Recalculated WIP Difference between
Statement item revenue additions inclusive recalculated and AFS

of VAT
Capital Grants R598 030 683,93 R561 992 083,24 R36 038 600,69
Cause

1. This is due to inadequate review processes of the annual financial statements by management
and those charged with governance.

2. The municipality does not have the control in place to reconcile WIP additions for conditional
grants to the capital grants revenue.

Impact
The findings result in a:

1. Overstatement of WIP additions by R71 535 581,55. The disagreement is material and affects
the management and audit report.

2. Limitation of scope of capital grants and WIP additions. The limitation is material and affects
the management and audit report.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation

1. Management should ensure that the WIP additions register is reconciled to detailed
expenditure per project, by implementing more reviews on the information included in the WIP
register, assessing the completeness of information.

2. Management should design and implement the controls of reconciling expenditure of the
conditional grants between WIP additions and capital grant revenue.
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Management’s response
The recalculated total WIP additions per the detailed expenditure per project (Budget Sheets) do
not agree to the WIP additions disclosed in the AFS

Management notes the auditors finding and has subsequently reviewed the total population of WIP
Projects for accuracy and completeness by correcting the initial recognition on the WIP register
reconciling with the General Ledger (Source Document).

Management has further updated the detailed expenditure per projects and reconciled to the WIP
additions (current year expenditure) register.

Herewith with this COAF Response is an updated WIP register with the corresponding detailed
expenditure per grant and per project for the year ended 30 June 2022

Summary below reflects the current year expenditure as per the adjusted WIP Register

Summary of all capital grants expenditures
Grant Name Amount Without VAT Amount With
VAT VAT

MIG Capital R250,377,019.24| R35,704,816.35| R286,081,835.59
RBIG R241,727,193.71| R34,047,047.03 | R275,774,240.74
WSIG R67,433,763.51 R9,425,212.78 | R76,858,976.29
MDR R2,979,575.00 R446,936.25 R3,426,511.25
E-Share R27,419,636.84 R4,075,123.03 R31,494,759.87
Totals R589,937,188.31| R83,699,135.43 | R673,636,323.74

Limitation of scope of capital grants and WIP additions. The limitation is material and affects the
management and audit report

Management notes the auditors finding, and the following activities has been implemented for the
purposes of reconciling the WIP Register with the Capital Grant Revenue Recognised. Obtained
the GL and the TB for the year ended 30 June 2022

e Obtained the WIP Register and its updated detailed expenditure per project as at 30 June
2022

e Reconciled the Updated Grant Expenditure Warkings with the WIP register per grant per
project and compared to the GL and the TB

e Proposed correction journals for all the unreconciled items (Findings and unreconciling
items are attached herewith in COAF)

1. MIG
DR WIP RA47,794,535.46
CR WIP R10,437,912.17
Net balance R37,356,623.55

2. WSIG
DR WIP R4,685.944.04
CRWIP R 204,110.29
Net balance R4,481,833.75
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3. RBIG
DR WIP R 34,164,972.73

CRWIP R 16,807,790.33
Net balance R17,357,182.04

Management identified the following on the grant recognition:

e WSIG recognition was understated by R3,018,515.43 to have total recognition of
R76,841,193.00

e MIG was understated by R 26,183,622.00 that will be include the previous jnls raised
amounting to R 5,284,882.00 which will be a proposed total recognition adjusted of
R286,061,929.00. The correction of unspent conditional grant amounting to R56,680.00 is
recognised on the proposed journal to reduce the debtor.

e RBIG understated by R 20,157,707.30 to have total recognition of R275,774,241.00 The
proposed journal is attached for correction of the understatement on revenue recognition

The municipality will raise the understatement for all the grants as over- expenditure and this be
threated as debt per each grant except WSIG that will revise the unspent as per roll over request.
Management has attached the Grant Expenditure Workings Register.

Internal Control in place

e Asset Management unit is having a quarterly session with Budget and Reporting unit and
WSA Finance to reconcile the grants expenditure and WIP and this will be tightened during
2022/23.

o WIP register is updated as per grants expenditure.

e Grant recognition will be improved on monthly basis to avoid the discrepancies during
2022/23 and retention will be moved in recognising half year to quarterly basis

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 04 October 2022

Auditor’s conclusion

The recalculated total WIP additions per the detailed expenditure per project (Budget Sheets) do
not agree to the WIP additions disclosed in the AFS:

Management noted the finding, and it was also noted through further engagement with
management that management is in agreement with the identified misstatement. Management
submitted the updated WIP register, and the register was audited. There we no issues noted on
the WIP register. Management may proceed to process the adjustment on the AFS.

The final conclusion on the issue will be provided after assessment is done on the final adjusted
AFS.

The recalculated WIP additions after including VAT per detailed expenditure listings per projects
for the conditional grants do not agree to the capital grants revenue:

Management noted the finding, and it was also noted through further engagement with
management that management is in agreement with the identified misstatement. Management
submitted the updated register that has WIP additions listed per grant, with additional column of
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VAT to determine the total capital grant revenue. There we no issues noted on the updated
register. Management may proceed to process the adjustment on the AFS.

The final conclusion on the issue will be provided after assessment is done on the final adjusted
AFS.

The proposed journals by management were also noted, final conclusion will be provided after
receiving the final approved journals, general ledger, trial balance, and the adjusted AFS.

After receiving the adjusted AFS the corrections were assessed, and there were no further issues
noted. The issue will still be part of the management report as the internal control deficiency still
exist, and management need to implement controls to avoid the finding from recurring in the
following financial period.

44, ISS.49-COAF 29- Water Sales: Differences on availability charge

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

Nature
The following differences were noted on 2021/22 revenue billed for availability charge:
No ACCOUNT DEBTOR | Annual Recalculated | Difference Type of

NUMBER TYPE billing (R) | annual between misstatement
billing (R) recorded and
recalculated (R)
5 10000347 DO (4 635,82) - 1236,42 (3 399,40) | Correction of prior
year accounted for in
the current year

6 40601817 M (1 664,52) - 1607,37 (57,15) | Incorrect tariff used
9 40602646 B (1 664,52) - 1607,37 (57,15) | Incorrect tariff used
Total (7 964,86) (4 451,17) (3513,69) | Disagreement
Cause

This is due to inadequate reviews on monthly billings to ensure that the monthly billings are per the
approved tariff policy, and correction is accounted for in the correct financial period.
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Impact

The findings result in an overstatement of revenue from availability charge by R12 166 559.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports that are supported and evidenced by reliable

information.

Recommendation

Management should perform thorough review of the financial statements to ensure that the amounts relating to corrections of prior years are
accounted for in the correct financial period, and are in compliance with the requirements of GRAP.

Management’s response

No

Account
Number

Management Response

10000347

Management agrees with the finding,

Management has extracted all processed correction journals on the billing system that were incorrectly allocated to
2021/22 FY to determine the transactions relating to prior years. All the transactions that relate to prior years have
been calculated and a proposed journal to reverse them to the correct financial years has been prepared (see
attached proposed journal).

40601817

Management agrees with the finding,

Management has examined the entire population the billing system relating to incorrect debtor’s information to identify
inaccuracies in terms of debtor information relating to debtor types, debtor categories and tariffs applicable.
Comparison of the billing system with Valuation Rolls obtained from local municipalities has also been done and the
differences identified will be corrected.

Due to the size of the population, the process is ongoing recalculation of the tariffs charged versus the correct tariffs
will be performed, and correction journals will be proposed upon completion of the inspection.

40602646

Management agrees with the finding,

Management has examined the entire population the billing system relating to incorrect debtor’s information to identify
inaccuracies in terms of debtor information relating to debtor types, debtor categories and tariffs applicable.
Comparison of the billing system with Valuation Rolls obtained from local municipalities has also been done and the
differences identified will be corrected.

0
iy
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Account Management Response
No | Number
Due to the size of the population, the process is ongoing recalculation of the tariffs charged versus the correct tariffs
will be performed, and correction journals will be proposed upon completion of the inspection.
Name: Christopher Mapeyi

Position: Chief Financial Officer
Date: 02 November 2022

Auditor’s conclusion

No Account Number [Management Response Auditor’s conclusion
5 10000347 Management agrees with the finding, Management agrees with the finding. The
Management has extracted all processed correction journals on | proposed journal for adjustment mentioned on
the billing system that were incorrectly allocated to 2021/22 FY | the management response, and the revised
to determine the transactions relating to prior years. All the population was not submitted.
transactions that relate to prior years have been calculated and | The finding therefore remains and will be
a proposed journal to reverse them to the correct financial presented in the management report. The finding
years has been prepared (see attached proposed journal). will also be aggregated with other revenue
findings not corrected by management to assess
impact on the audit report.

6 40601817 Management agrees with the finding, Management agrees with the finding.
Management has examined the entire population the billing Management also indicated that due to the size
system relating to incorrect debtor’s information to identify of the population, the process is ongoing
inaccuracies in terms of debtor information relating to debtor recalculation of the tariffs charged versus the
types, debtor categories and tariffs applicable. Comparison of | correct tariffs will be performed, and correction
the billing system with Valuation Rolls obtained from local journals will be proposed upon completion of the
municipalities has also been done and the differences identified | inspection.
will be corrected. The revised population was not submitted with
Due to the size of the population, the process is ongoing the response to the COAF. The finding therefore
recalculation of the tariffs charged versus the correct tariffs will | remains and will be presented in the
be performed, and correction journals will be proposed upon management report. The finding will also be
completion of the inspection. aggregated with other revenue findings not
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No Account Number [Management Response Auditor’s conclusion
corrected by management to assess impact on
the audit report.

9 40602646 Management agrees with the finding, Management agrees with the finding.
Management has examined the entire population the billing Management also indicated that due to the size
system relating to incorrect debtor’s information to identify of the population, the process is ongoing
inaccuracies in terms of debtor information relating to debtor recalculation of the tariffs charged versus the
types, debtor categories and tariffs applicable. Comparison of | correct tariffs will be performed, and correction
the billing system with Valuation Rolls obtained from local journals will be proposed upon completion of the
municipalities has also been done and the differences identified | inspection.
will be corrected. The revised population was not submitted with

the response to the COAF. The finding therefore
Due to the size of the population, the process is ongoing remains and will be presented in the
recalculation of the tariffs charged versus the correct tariffs will | management report. The finding will also be
be performed, and correction journals will be proposed upon aggregated with other revenue findings not
completion of the inspection. corrected by management to assess impact on
the audit report.
“c-‘:‘
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Segment reporting
45, ISS.68-(Adjusted) - COAF 36: Segment reporting is incomplete

Audit finding

Section 122 of the MFMA states the following:

(1) Every municipality and every municipal entity must for each financial year prepare annual
financial statements which -

(a) fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business activities, its
financial results, and its financial position as at the end of the financial year.

In terms of GRAP 18, paragraph 5, segment is an activity of an entity:

(a) that generates economic benefits or service potential (including economic benefits or service
potential relating to transactions between activities of the same entity);

(b) whose results are regularly reviewed by management to make decisions about resources to be
allocated to that activity and in assessing its performance; and

(c) for which separate financial information is available.

GRAP 18, paragraph 08 states:

Not every part of an entity is necessarily a segment or part of a segment. For example, an
administrative unit or functional department may not undertake activities of an entity that generates
economic benefits or service potential. As a result, these activities may not be regularly reviewed
by the management of the entity. These activities are not reported as segments as they do not
meet the definition of a segment in paragraph .05.

Nature

During the audit of the segment disclosure note, we noted that the disclosure is incomplete
because of the following:

- Assets and Liabilities of the segments were not presented and disclosed in the financial
statements

Cause
The cause of the above finding is due to the incorrect application of GRAP 18

Impact
The impact of the finding is a qualitative misstatement that is in contravention of GRAP 18
disclosure

Internal control deficiency
Governance: Review and monitor compliance with applicable laws and regulations

Recommendation

Management should adjust the segment reported information to reflect the economic segments
where resources were allocated, reviewed by management and performance was assessed in line
with GRAP standard.
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Management’s response

Management agrees with the auditors finding, management request to adjust the segment note
with the audited adjusted asset and liabilities when we submit the adjusted annual financial
statement.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 03 November 2022

Auditor’s conclusion
Management comment is noted, management agrees with the finding and the note has been
subsequently corrected. No further issues were identified, the finding has been resolved.
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Statement of budget versus actual

1. (Adjusted) COAF 28: Budget vs Actual: note 44 narrations lack detailed explanations

Audit Finding

Section 62 (1)(b) of the Municipal Finance Management Act (Act 56 of 2003) states that “The
accounting officer of a municipality is responsible for managing the financial administration of the
municipality, and must for this purpose take all reasonable steps to ensure that full and proper
records of the financial affairs of the municipality are kept in accordance with any prescribed norms
and standards”

In terms of GRAP 24 paragraph 12 the Municipality shall present a comparison of the budget
amounts for which it is held publicly accountable and actual amounts either as a separate
additional financial statement or as additional budget columns in the financial statements currently
presented in accordance with Standards of GRAP. The comparison of budget and actual amounts
shall present separately for each level of legislative oversight:

(a) the approved and final budget amounts;

(b) the actual amounts on a comparable basis; and

(c) by way of note disclosure, an explanation of material differences between the budget for which
the entity is held publicly accountable and actual amounts, unless such explanation is included in
other public documents issued in conjunction with the financial statements, and a cross reference
to those documents is made in the notes.

Nature
While auditing the note, we noted that the variances were not adequately narrated.

Per Note 44: Budget differences:

Material variances between the budget and

actual explanations

REVENUE:

1. Service charges: * There is no narration provided by management.

2. Other Income: The variance is due to * The narration provided by management mentions the

receipting of the VAT assessment revenues. receipting of the VAT assessment.
* However per inspection of the Note 17: Other Income it
was noted that receipting of VAT was not recorded.
» Therefore Note 44: Budget differences has not been
adequately detailed to explain the Material variances
between the budget and actual amount

3. Interest Income » There is no narration provided by management.

4. Gains on disposal of asset: The auction is There were no gains on disposal of asset therefore no

only scheduled to be on the 7th of September | collaboration required.

2022.

5. Government Grants and subsidies: * There is no narration provided by management.

Expenditure
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1. Employee related Costs: This is due
overtime, standby, actuarial valuation and
performance bonus provisions.

* The narration provided by management mentions
overtime, bonus standby and actuarial valuation yet in
Note 20 there is no indication of those accounts being
increased.

*» The narration does not give further details pertaining to
the difference between the budget and actual amounts.

2. Remuneration of Councillors:

* There is no narration provided by management.

3. Depreciation and amortization:

* There is no narration provided by management.

4. Finance cost: This is as result of the interest
allocation of various municipal debt over a
period.

* However, the narration does not give further details
pertaining to the difference between the budget and
actual amounts.

* Therefore the Note 44: Budget differences has not been
adequately detailed to explain the Material variances
between the budget and actual amount

5. Debt Impairment: This is due to the debt
impairment that was assessed at year end. The
debt impairment is as a result of a culture of
non-payment and the consumers not servicing
them municipal services.

* Note 44: Budget differences has not been adequately
detailed to explain the Material variances between the
budget and actual amount since there is a negative net
balance for sewerage.

6. Bulk Purchase: This is a result of the water
expenditure from DWAF that exceeded the
budget due budgetary challenges that are
being resolved through const containment and
revenue enhancement strategies.

* The narration provided by management indicates that
there were cut costs with no details.

7. Contracted services: This is due to
underspending on outsourced services such
consultation fees. Furthermore are other
expenditures like VIP toilets and sanitation,
water tankers, repairs and maintenance,
professional fees and quality control

* The narration provided by management mentions under
expenditure.

* However, the narration does not give further details
pertaining to the cause of the under expenditure.

8. Transfers and subsidies: This is due to the
entity management fees that was dependent on
the capital projects that were implemented.

* The narration does not give further details pertaining to
the difference between the budget and actual amounts.

10. Loss on disposal of asset:

* There is no narration provided by management.

11. Actuarial gains / losses:

* There is no narration provided by management.

Cause

Management did not ensure that the narration provided give adequate details pertaining to the
difference between the budget and actual amounts.

Impact

The Material variances between the budget and actual amount disclosed Note 44 of the annual
financial statement are not adequately detailed and disclosed resulting in an internal control

deficiency being communicated and reported.

Internal control deficiency

Financial and performance management: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.
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Recommendation
Management should ensure that the narration provided give adequate details pertaining to the
difference between the budget and actual amounts.

Management response

Management agrees with the finding and notes the recommendation from Auditor-General. The
Budget versus Actuals variances note (i.e. Note 44) will subsequently be amended accordingly in
order to give adequate details.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 26 October 2022

Auditor’s conclusion
Management agreed with the finding and provided corrective measures. Audited the updated work
and the finding has subsequently been resolved.
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Unauthorised expenditure

46. ISS.59-(Adjusted) - COAF 30: Unauthorised expenditure: Write off not supported with
accurate evidence

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the
financial administration of the municipality, and must for this purpose take all reasonable steps to
ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

Unauthorized expenditure investigation was properly conducted if the below are met:

Note: a proper investigation must at least meet the following criteria:

a. The investigation was commissioned/ approved at the appropriate level.

b. Terms of reference of the investigations were approved.

c. The scope of the investigation addresses the allegation.

d. The recommendations/ findings were relevant to the allegation.

e. Investigations comply with auditee's policies with regard to independence and qualification/
position.

Nature

Per the work performed, we noted that the balance of R137 686 895 was not investigated for the
write off.

The support management provided was not addressing the write off, was addressing budget
adjustment in order to avoid having unauthorized expenditure

No Financial Period Amount per the Unauthorised Difference

affected register and Expenditure reported
council resolution

(R)

1 2012/13 Period 238 239 062,00 R1 009 094 709,00 | (R137 686 895,00)
2 2013/14 Period 25 625 478,00
3 2014/15 Period 215 132 647,00
4 2020/21 Period 392 410 627,00
871 407 814,00
Cause

Management written off unauthorised expenditure without council resolution to write off or to
perform the necessary investigation for a write-off to council.

Impact

The impact of the finding is an overstatement of unauthorized expenditure write off which
understate the balance of unauthorized expenditure by factual disagreement amount of R137 686
895.

Internal control deficiency

Financial and performance management: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.
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Recommendation
Management should ensure that they comply with MFMA S32 (2) in writing off unauthorized
expenditure.

Management’s response

Management does not agree with this finding as the council resolution indicated that the reason for
this unauthorised expenditure was due to MSCOA misalignment and was supposed adjusted on
the forth adjustment budget of 2016/17 as per the council resolution but was never removed from
the AFS.

Name: Chris Mapeyi
Position: Chief Financial Officer
Date: 28 October 2022

Auditor’s conclusion

Management response is noted, management disagreed with the finding. However no supporting
evidence of the investigations was provided to AGSA. After discussions were held, management
agreed with the finding and subsequently submitted the adjusted register and AFS. Management
reversed the write off as indication of agreeing with the finding, and the finding has been resolved.

47. ISS.65-COAF 37 - Consequence management - No investigation of irregular
expenditure was conducted.

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the
financial administration of the municipality, and must for this purpose take all reasonable steps to
ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

Section 32(2) of the MFMA states that, a municipality must recover unauthorised, irregular or
fruitless and wasteful expenditure from the person liable for that expenditure unless the
expenditure;

1. inthe case of unauthorised expenditure, is—
1. authorised in an adjustments budget; or

2. certified by the municipal council, after investigation by a council committee, as
irrecoverable and written off by the council; and

2. in the case of irregular or fruitless and wasteful expenditure, is, after investigation by a
council committee, certified by the council as irrecoverable and written off by the council.

Nature

During the testing of consequence management, the following issues were noted:

Instances of irregular expenditure incurred in the prior financial periods were not investigated and
subsequently there was no write off or condonement of any irregular expenditure in the current
financial year. The balance of irregular expenditure per the prior year audited AFS is R4 928 675.
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An amount of R137 686 895 for unauthorised expenditure relating to prior years was not
investigated by MPAC.

Cause
This non-compliance due to lack of proper and timely record keeping by the municipality.

Impact
The impact will be material non-compliance with the requirements of MFMA.

Internal control deficiency

Financial and performance management: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.

Recommendation

Management should ensure that they comply with MFMA S32 (2) the implementation of
consequence management relating to unauthorised, irregular and fruitless and wasteful
expenditure.

Management’s response

1. Management note the finding and disagree with it. Investigations were conducted and
subsequently the Council resolved on the Irregular Expenditure. Attached are Council Resolutions
and Adjusted Irregular Expenditure register for ease of reference

2. Management does not agree to the audit finding that no investigation was conducted. The
information was furnished to Council and the MPAC conducted investigation for an amount of
R137 686 895.00, however, the MPAC could not be able obtain the supporting documentation due
unavailability of information as a result of institutional memory that was lost. Many municipal
officials who were involved in these unauthorised expenditures left the institution. This led to
hindrances for MPAC to successfully conduct the investigation and be able to peruse the
documentation that supports these unauthorised expenditures.

These are prior year as far back as 2015 financial years that were submitted for the write-off's as
per Council resolution effected in 2020/21 financial year. The submission was made for MPAC in
line with the Council resolution and approval.

This was based on the authorised expenditure that emanated from those aforementioned financial
years, were most of them were from the budgetary implication due to the way the budget was
developed.

Given the above and the nature of these expenditures, no official acted negligent neither
intentionally since these were budgetary challenges when the MTREF budget was developed. In
doing this the municipality was trying to address the unfunded budget determinations of Treasury
when the budget tool is used for such calculations. Therefore, no consequence management was
warranted in this regard.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 08 November 2022
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Auditor’s conclusion

Management response has been noted. However, there is no investigation with MPAC
recommendation for a write-off for the amount of R137 686 895.00 relating to unauthorised
expenditure. It was also noted that the amount was written off on the financial statements without
any approval from council. The issue was raised with management on COAF 30 and management
agreed to reverse the write-off. The finding for non-compliance with MFMA section 32 remains.

With regards to irregular expenditure not investigated, management response has been noted and
the council resolution was noted as well. However, there is still no investigation from MPAC that
proves that the IE has been properly investigated prior to the write-off. Therefore, the finding
remains and will be reported as such on the management and audit report.
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48. ISS.70-(Adjusted) COAF 38: Unauthorised Expenditure disclosure is incomplete

Audit finding

Section 122 of the MFMA states the following:
(1) Every municipality and every municipal entity must for each financial year prepare annual financial statements which -
(a) Fairly presents the state of affairs of the municipality or entity, its performance against its budget, its management of revenue, expenditure,
assets and liabilities, its business activities, its financial results, and its financial position as at the end of the financial year.

Nature

During the audit, we identified the variance below that shows a completeness misstatement of the unauthorized account.

Departmental Name

Total budget 2022 (R)

Total - Actual
expenditure (R)

Unauthorised expenditure

(R)

Audited Total - Actual
expenditure (R)

Difference (R)

Council

22 510 086,00

22 928 705,26

(418 619,26)

22 928 705,26

(418 619,26)

Budget & Treasury

102 621 287,00

121 756 424,34

(19 135 137,34)

121 756 424,34

(19 135 137,34)

Corporate Services

150 972 319,00

195 572 961,73

(44 600 642,73)

195 572 961,73

(44 600 642,73)

Technical Services

775030 175,00

893 933 364,67

(118 903 189,67)

997 798 627,22

(222 768 452,22)

Roadworks

Total Amount

1 051 133 867,00

1234 191 456,00

(183 057 589,00)

1338 056 718,55

(286 922 851,55)

Unauthorized expenditure per Vote (recorded in the AFS)

(183 057 589,00)

Varience

103 865 262,55

Cause

The cause of the above finding is due to the lack of adequate and thorough review of the Annual Financial Statements before the submission

thereof to the audit team.

Impact

The impact of the finding is an understatement of unauthorized expenditure by R103 865 262,555.

Internal control deficiency
Financial and performance management: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.
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Recommendation
Management should ensure that a thorough review is done by both the CFO as well as the MM
prior to the Annual Financial Statements are submitted for audit.

Management’s response
Management agrees with the audit finding and will adjust the note accordingly. Attached extract
note 34.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date:08 November 2022

Auditor’s conclusion
Management response is noted, management agrees with the finding and the neccessary
adjustment has been made and audited and therefore the finding is resolved.
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Use of consultants
2. COAF 45: Use of consultants

Audit Finding

The municipal cost containment regulation 1 states that the municipality or municipal entity may
only appoint consultants if an assessment of the needs and requirements confirms that the
affected municipality or municipal entity does not have the requisite skills or resources in its full -
time employ to perform the function.

The municipal cost containment regulation 5 (d) states that, when consultants are appointed, an
accounting officer must ensure the transfer of skills by consultants to the relevant officials of a
municipality or municipal entity.

MFMA section 62(1)(b) states that, the accounting officer of a municipality is responsible for
managing the financial administration of the municipality, and must for this purpose take all
reasonable steps to ensure that full and proper records of the financial affairs of the municipality
are kept in accordance with any prescribed norms and standards.

Nature

During the testing of consultants the following issues were noted:

1. On appointment of Newlipath, there was no needs assessment and requirements completed
which would confirm that the municipality does not have the requisite skills or resources in its full
time employment to perform the function.

2. The following details regarding transfer of skills were not included in the terms of reference of
Newlipath (Pty) Ltd, SMEC South Africa (Pty) Ltd

i) employees to be trained;

ii) skills to be transferred;

iii) Monitoring and evaluation arrangements.

3. There is no evidence of formal skills trasfer for Newlipath (Pty) Ltd.

4. There were material misstatements or material findings on AFS identified by the auditors on the
consultant's area of responsibilities (Bonakude and SMEC South Africa)

Cause
This is due to inadequate controls around the appointment and project management of
consultants.

Impact
This will result in control deficiency and non-compliance with MFMA and Municipal cost
containment regulations.

Internal control deficiency
Leadership: Exercise oversight responsibility regarding financial and performance reporting and
compliance and related internal controls

Recommendation

Management should ensure that the municipal cost containment requirements are considered in
the appointment process of consultants and their performance management and review and that
proper documentation of those processes is maintained.
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Management response

Management does not agree to the finding.

Skills Transfer

The functions of the VAT returns were solely performed by the previous Expenditure Manager who
were not sharing the information on the VAT functions. The other staff members reporting to the
Manager were privy to the functions and how these are performed, which were matters of
succession plan deficiencies. Clearly from the above, this demonstrated skills shortages within the
section as the next line of reporting had no knowledge neither experience of performing VAT
related functions except the normal VAT calculations when performing invoice verification for the
purposes of making payments. Therefore, this was an assessment on it sown by having knowledge
of the skills gaps of the existing employees. This was further amplified as the skills gaps of the
current employee when the service provider was appointed for the VAT review and VAT returns in
line with the regulation 32 contract.

The VAT related function are specialised functions that requires certain technical and academic
skills at a professional level. These functions require technical and specialised knowledge,
awareness, and practical application of legislations such as Value-Added Tax Act No.89 of 1991,
Tax Administration Act No.28 of 2011, legislations, regulations, and related rulings.

These kind of skills and transfer of skills are mainly conducted by qualified VAT professionals and
our current employees, none have academic qualifications neither relevant experience on VAT
related matters that are too technical for this kind of requirements.

AGSA has certain expectation on matters that are related to VAT technical issues that they should
conform to certain high-quality standards that are conforming to the SARS requirements.

Given the above, a formalise training was conducted by Newlipath on the 13 August 2021, 21 July
2022 and 11 October 2022 respectively. The other training is the on-the-job training where our
employees are given a task to perform for the completion of the VAT returns are supervised by the
Newly path employees. This is yielding some results as employees can detect whether they are in
the right path or not. There were numerous on the job training conducted to our employee which is
a more practical method of transferring skills. The employees of Newly path possess the
appropriate academic qualification and also belong the institute that governs the TAX
Administration.

Evidence of Transfer of skills:

Attached is the attendance register of the employees that attended the training

SLA Clauses:

Newlipath (Pty) Ltd bullet 12 under scope of work and SMEC South Africa (Pty) Ltd clause 9.2 of
SLA, makes provision for a clause of transfer of skills, which is a standard clause in any SLA that
involves the service providers particularly on the use of consultants etc.

Skills to be transferred to the Expenditure Manager or any person acting of which at the time Mr
Funani was leading the expenditure team. The Accountants and Senior Accountants are also
amongst of those to be trained and they were indeed trained. These were the employees who
becomes key in the expenditure business unit to be trained since the VAT matters are technical in
nature and that level of technicality is expected from an Accountant level and up. Despite those
identified, CHDM also extended the training to the level below the Accountant for upskilling and
succession plan to the lower level as reflected in the attached attendance register.

In line with section 5 (d) of the MCCR that states that the municipality should ensure the transfer of
skills by consultants to the relevant officials of a municipality or municipal entity. Therefore, the
relevant officials attended the training as per the attendance register.

= 171



Management report of Chris Hani District Municipality

Monitoring of Performance:

Section 7 states that “a municipality or municipal entity must ensure that the specifications and
performance are used as a monitoring tool for the work to be undertaken and are appropriately
recorded and monitored”. Given this requirement as per the MCCR, for both Newlipath and
Bonakude there were monitoring mechanism that was used as a yard stick to measure
performance. For Newlipath and template that outlines activities and an indication of whether the
Municipality is satisfied or dissatisfied with the activity was completed and both parties signed off
on that reporting and monitoring template as per the attachment.

Improvements on AFS

The service provider Bonakude resumed work end of June 2022 and given the processes that are
engaged in the development of the AFS in the two months which is effectively July and August, lot
of milestones were achieved on the review of the AFS. Evidence is shown through the
improvements made in the face and the notes of the AFS. The misstatements have decreased
compared to the previous years AFS and this was as a result of the consulting work done by
Bonakude Consulting. Another evidence is on the revenue management where two dedicated
employees assisted with the analysis and statistical methods used for extraction of information and
simplified into readable methods for easy reference.

There have been lots of improvement in the asset management component through the assistance
of SMEC. The municipality received a material finding on condition assessment on the assets and
through the full verification by SMEC where our employees partnered with SMEC to go to the fields
where our assets are located to check or assess its conditions. The exercise conducted by SMEC
with our employees revealed the status of the municipal assets, hence the R100m was identified
which was addressing the material finding raised in 2020/21 audit. Other evidence was also
shown through the correct calculations, measurement, disclosures that were incorporated in the
2021/22 AFS. Evidently there were lesser material findings compared to the prior year audit.

Acknowledgments were made by AGSA on the improvements made in the 2021/22 financial year
which denotes to the effectiveness of the use of these consultants for review and assisting in the
asset management component etc.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 14 November 2022

Auditor’s conclusion

Management’s comments together with the submitted documentation have been noted. The

comments and supporting documentation have been analysed and the following conclusions have

been made:

1. Management comments have been noted however, sufficient and appropriate supporting
documentation has not been provided to corroborate that an actual needs assessment and/or
gap analysis was completed which would confirm that the municipality did not have the
requisite skills or resources in its full time employment to perform the function for which
Newlipath (Pty) Ltd was appointed for. Therefore, the finding remains and will be reported in
the management report.

2. The provided service level agreements have been assessed and it has been noted that the
clauses regarding the transfer of skills, the category of employees for which the skills will be
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transferred and the monitoring activities have been included. Therefore, the finding has been
resolved.

3. The attendance registers have been assessed and it has been noted that the registers provide
evidence that formal skills transfer sessions were conducted by the consultant and attended by
municipal employees. Therefore, the finding has been resolved.

4. Managements comments have been noted regarding the improvement in the number of
material findings identified during the current year audit when compared to the prior year.
However, misstatements were identified and findings were raised on the work performed by the
consultants and in areas of the consultants’ responsibilities. Therefore, the finding remains and
will be reported in the management report.
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Annexure C: Administrative matters

Accruals
49. ISS.75-COAF 44: Trade Payables - Incomplete

Audit finding
MFMA SECTION 62(1) The accounting officer of a municipality is responsible for managing the financial administration of the municipality, and
must for this purpose take all reasonable steps to ensure—

(a) That full and proper records of the financial affairs of the municipality are kept in accordance with any prescribed norms and standards

(c) (i) That the municipality has and maintains effective, efficient and transparent system of financial and risk management and internal control

Nature

During testing of trade payable completeness we noted that the following payment made after year end was not included under trade payables,
although the expenditure relates to 2021/22 financial year:

Cheque/Payment | Payment Number: Payee/Supplier |Inveoice Date: | Description: Amount VAT Amount
voucher number: |Loaded: (excluding (including
VAT): VAT):
145180 2022/07/15 INV 90833684 | HATCH AFRICA |2022/06/24 PROFESSIONAL R65 432,57 R9 814,89 R75 247,46
(PTY) LTD FEES
Cause

The cause of the above is due to a lack of controls over the maintenance of financial information and the lack of management exercising oversight
to ensure that listings/schedules supporting financial statements are complete and reliable.

Impact
This will result in an understatement of trade payables by a projected amount of R4 320 724,17.
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Internal control deficiency
Prepare regular, accurate and complete financial and performance reports that are supported and
evidenced by reliable information

Recommendation

Management should ensure that there are proper controls over the recording and maintenance of
financial records. Payment vouchers should be analysed at year end to ensure that expenditure
and accruals are accounted for in the correct financial year.

Management’s response

Management agrees with the auditors finding. The entire population of payment made after year
end has been analyzed to ensure that the expenditure is recorded in the correct financial year. The
exercise to analyze the 2022-23 financial year expenditure has ensured only the current year
expenditure is recorded.

The following was conducted.

1. Pull HR994 for July to September 2022
2. Analysis of the HR 994 against GL and payment vouchers

3. Checking the invoice date and date paid
The following was identified and request to correct by adjusting the understatement of accruals and

expenditure as follows:

2022/23

Dr Accumulated Surplus R 857 246.25
Cr Expenditure R 857 246.25

2021/22 The below will be effected in the CaseWare because the system will allow the above
journal

DR Expenditure R857 246.25

CR ACCRUAL R857 246.25

Attached is the HR 994 and proposed journal

Internal Control in place

e Strength the review of payment vouchers after year
o Adhere to payment timelines as per CHDM internal circular of end submission of invoices.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 17 November 2022

Auditor’s conclusion

Management response is noted, management agrees with the finding and proposed to adjust.
However this was not part of the agreed adjustment and therefore no adjustment will be processed
by management. The finding remains.
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Employee benefits

50. 1SS.16-COAF 05- Employee benefit obligation: The general ledger balances does not
agree to the AFS

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

Nature
The general ledger balances does not agree to the AFS

GL AFS Difference
R82 240 717 R76 846 000 R5 394 717

Cause

There is a lack of exercise oversight regarding financial and performance reporting and compliance
as well as related internal controls. There is also lack of review of the financial statements by
leadership and those charged with governance.

Impact
This will in a misstatement of R5 394 717 in employee benefits.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation
Management should ensure that the General ledger agrees with the financial statement and
perform regular oversight on the financial statements

Management’s response
Employee cost was removed in the note reason being that there was no correction made.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 13 September 2022
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Auditor’s conclusion

Management’s comments together with the attached extracts of the financial statements and
calculations have been noted. As the responses refer to the corrected/adjusted financial
statements, the findings remain and will be resolved once the adjusted financial statements are
received.

The issue will still be part of the management report as the correction was not done.

Employee costs

51. ISS.4-COAF 04- Planning: HR - Internal Control Defeciency: (Performance
assessments for S56/57 managers have not been performed)

Audit finding

Section 23 (4) and (5) of the Municipal Performance Reg for Municipal Managers and Managers
directly accountable to Municipal Managers reg states that performance assessment be conducted
to:

- Monitor and measure performance against set targeted outputs;

- use the performance agreement as the basis for assessing whether the employee has met the
performance expectations applicable to his or her job;

For purposes of evaluating the annual performance of the municipal manager, an evaluation panel
constituted of the following persons must be established -

(i) Executive Mayor or Mayor;

(ii) Chairperson of the performance audit committee or the audit committee in the absence of a
performance audit committee;

(iif) Member of the mayoral or executive committee or in respect of a plenary type municipality,
another member of council;

(iv) Mayor and/or municipal manager from another municipality; and

(v) Member of a ward committee as nominated by the Executive Mayor or Mayor.

For purposes of evaluating the annual performance of managers directly accountable to the
municipal managers, an evaluation panel constituted of the following persons must be established
(i) Municipal Manager;

(ii) Chairperson of the performance audit committee or the audit committee in the absence of a
performance audit committee;

(iii) Member of the mayoral or executive committee or in respect of a plenary type municipality,
another member of council; and

(iv) Municipal manager from another municipality.

28. (1) The performance of the employee in relation to his or her performance agreement must be
reviewed on the following dates with the understanding that reviews in the first and third quarter
may be verbal if performance is satisfactory:

First quarter - July - September
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Second quarter - October - December.
Third quarter - January - March

Fourth quarter - April - June

Nature

While performing an audit of system description for the compensation of employees business
process in particular Performance Management section it became apparent that performance
assessments for section 56/57 managers were only done for mid-year in the 2021/22 financial year
and note Quaeterly as required by Municipal Performance Regulations and policies of the
municipality. It was also noted that the assessments were not conducted due to unavailability of
Panel members and overlapping Council activities.

As a result the following requirements of Municipal Performance Reg for Municipal Managers and
Managers directly accountable to Municipal Managers could not be confirmed for all the quarterly
performances:

e The process followed by the Municipality to assess employees' performance ?

e whether the evaluation panel was approriately established for evaluating the municipal
manager - 27(4)(d)

o whether the evaluation panel was approriately established for evaluating the Senior
Managers - 27(4)(e)

e The criteria upon which the performance of municipal manager and senior managers was
assessed was based on the following components - 26(5)

o Key Performance Areas(KPAs) which must account for 80% of final assessment and

e Core Competency Requirements which must account for 20% of final assessment (CCRS)

Cause
Leadership have not excercised their oversight responsibility of ensuring that performance
assessments are conducted.

Impact

The finding will result to a material internal control deficiency being reported on the management
report. This will further be assessed for reporting in the audit and management Report as Material
non-compliance.

Internal control deficiency
Leadership: Exercise oversight responsibility regarding financial and performance reporting and
compliance and related internal controls.

Recommendation

Management should ensure that performance assessments are conducted formally for both the
Municipal Manager and Managers directly accountable to him to ensure that key performance
areas are achieved and to ensure alignment to the performance plans and performance agreemnts
entered.
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Management’s response

Quarterly performance reviews are conducted on a quarterly basis, Section 52 (d) non-financial
performance reports are presented to Council structures starting from the HoD’s meetings, Mayoral
Committee Meetings, Performance Audit Committee Meetings, Council meetings and IDP
Representative Forum meetings (public meetings)

The HoD’s meetings receives the institutional performance report which is composed of Directorate
performance reports where Heads of Departments are afforded an opportunity to reflect on their
directorate performances with particular reference to areas where indicators were not achieved, to
identify areas of intervention and where need be, such to be escalated to other council structures.
Same reports are forwarded to oversight committees with analysis as per the HoD’s meetings that
were preparing for oversight meetings

The 2" quarter approach to reviews was based on the internal audit recommendations for the
approach to the informal reviews to take the same shape as the formal reviews with the exception
of the composition of the panel promoting the one on one with the MM. These could not be held
again after the end of March as they were already done on the 28" March 2022.

For purposes of the formal assessments, a performance assessment panel has been constituted in
line with the requirements of Municipal Planning and Performance Regulations 2006. For the
assessment of managers reporting directly to the Municipal Manager, the performance assessment
panel is constituted by the following:

e Chairperson of the Performance Audit Committee: Mr A Langa

Member of the Mayoral Committee

Municipal Manager — Mr G Mashiyi

Municipal Manager from another Municipality

e Manager — Organisational Performance, Monitoring and Evaluation (resource person)
For the assessment of the Municipal Manager, the panel is composed of the following:

e Chairperson of the Performance Audit Committee: Mr A Langa

e The Executive Mayor, Clir W Gela

e Mayor from another municipality

e Member of the Mayoral Committee

e Municipal Manager — Mr G Mashiyi

e Ward Committee member

e Manager — Organisational Performance, Monitoring and Evaluation (resource person)

The annual performance assessment are held on conclusion of the audit by AG-SA and these
coincide with the mid-year performance assessments immediately after the meeting of the Council
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scheduled in January. The 1% scheduled meeting to have the assessments was the 16" — 17"
February, the members could not be available which resulted to the assessments being
postponed. One of the sessions clashed with the end of the 3" Quarter, the informal reviews for
quarter 2 and preparation for assessments was held on the 28" March 2022 as assessments were
again further postponed owing to non-availability of some of the members of the panel

One of the lessons that were learnt during the convening of the sessions was that, the institution
was faced with a dilemma of having the chairperson of the performance audit committee being the
same person as the chairperson of the audit committee; which meant that if he was not available to
chair the assessments, there was no alternative. The municipal planning and performance
regulations for 2006 only make for a provision of the chairperson of the audit committee in an event
that the chairperson of the performance audit committee was not available.

The municipality took note that, with the new committees that the municipality is about to establish,
this risk is managed to eliminate the risk of repeating the same negative experiences. Also, the
dates for the review and assessment of performance have been included in the council calendar of
events and IDP/PMS and Budget Process Plans, presented to council and approved to manage
the risk of clashing of council activities

Name: Noxolo Ncede
Position: Manager — Organisational Performance, Monitoring and Evaluation
Date: 06th September 2022

Auditor’s conclusion

Management response is noted, management have not indicated if they agree or disagree with the
finding. Per the information submitted with management response it was also noted that Quarterly
performance reviews were not conducted, only mid-year reviews were performed, therefore the
finding remains and will be reported as indicated under impact.

52. ISS.22-(Adjusted) COAF 17- Employee cost: Overpayment of Senior Management

Audit finding

In terms of section 62 (1), of the Municipal Finance Management Act 56 of 2003, state that “The
accounting officer of a municipality is responsible for managing the financial administration of the
municipality, and must for this purpose take all reasonable steps to ensure—

(a) that the resources of the municipality are used effectively, efficiently and economically;

As per Government Gazette paragraph 7 and 8 it stipulates the upper limits annual total
remuneration packages payable to municipal manager and managers directly accountable to the
municipal manager.

Nature

During the audit of employee cost we noted that total annual remuneration paid to senior managers
is not in line with Government Gazette upper limits. The below table demonstrates the difference
noted:
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No. [ Senior Amount per AFS- | Upper limit per Difference Overpayment
managers (Audited) - Government
EXCLUDING Gazette
BONUS
1. | Municipal 2,399,841.00 1,698,573.00 701,268.00 701,268.00
Manager
2. | Chief 1,879,369.00 1,388,579.00 490,790.00 490,790.00
Financial
Officer
3. | Director 2,051,567.00 1,388,579.00 662,988.00 662,988.00
corporate
services
4. | Director: 1,834,713.00 1,388,579.00 446,134.00 446,134.00
Health
Services
5. [ Director IPED 1,978,068.00 1,388,579.00 589,489.00 589,489.00
6. [STRATEGIC 1,891,283.00 1,388,579.00 502,704.00 502,704.00
MANAGER
7. | Director 2,024,350.00 1,388,579.00 635,771.00 635,771.00
Engineering
services
Total 14,059,191.00 10,030,047.00 4,029,144.00 4,029,144.00
Cause

The cause of the finding is that the Municipality did not ensure that remuneration to senior
managers is in line with the approved Government Gazette.

Impact

The amount of R4 029 144.00 will be irregular expenditure as the municipality did not ensure that
resources are used efficiently and economically. Therefore the irregular expenditure is understated
by R4 029 144.00.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable
legislation.

Recommendation
Management should ensure that total annual remuneration payable to senior managers is in
accordance with the approved Government Gazette.

Management’s response
Management Disagree with the Audit finding, the disagreement also includes the determination for
such expenditure being irregular as pronounced by the AGSA.

The municipality aligned its remuneration of the Managers that are reporting directly to the
Municipal Manager including the Municipal Manager as per the Government Gazette on upper
limits of total remuneration packages as contemplated in section 7 and 8. Based on the Gazette
and certain considerations made by Council on these remuneration Council explored the provision
of section 13(4) which states that “A municipal council may , in exceptional circumstances and
good cause shown and after consultation with the MEC for local government, apply in writing to the
Minister to waive any of the prescribed requirements as set out in this Notice. The minister will
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consider each application on merit, based on circumstances and motivation provided by
municipalities.”

Based on the above provisions as per the preceding paragraphs, Chris Hani District Municipality
Council after such considerations, an application was submitted to the MEC for Local Government
and to the National Minister in line with the provisions of the Gazette. Refer to attached proof of
communication.

Given the above the municipality acted within the permissible provisions contained in the gazette.

Name: Tokozani Jaxa
Position: Acting Director Corporate Services
Date: 21 October 2022

Auditor’s conclusion

Management’'s comment has been noted. However, based on the attached letter dated 10 March
2022 from the office of the MEC, the request for waiver of senior managers remuneration to the
maximum of the pay scale of the director directly accountable to the municipal manager of the
category 5 municipality was declined.

Therefore, the finding remains and will be reported on the management report accordingly.
Based on further engagements with management, management accepted the finding and
proposed to adjust.

The adjustment was assessed and there were no further issues noted.

The finding will still be part of the management report, for management to work on the internal
control defficiency and avoid the repeat finding in the following financial period.
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Immovable assets
53. ISS.27-COAF 11 - PPE WIP: Transfers out does not agree to the expenditure incurred

Audit finding

In terms of section 62 of the Municipal Financial Management Act, the accounting officer of a municipality is responsible for managing the financial
administration of the municipality, and must for this purpose take all reasonable steps to ensure, that full and proper records of the financial affairs
of the municipality are kept in accordance with any prescribed norms and standards

Paragraph 6.4.1 of Chris Hani District Municipality Asset Management Policy, indicates the following:
Role of Asset Manager

e Ensure all assets are accounted for in accordance with all applicable Generally Recognised Accounting Practice standards

e Ensure the general ledger is reconciled to the fixed assets register

o Review the reconciliation between general ledger and the fixed assets register

o Ensure that the municipality has and maintains a fixed asset register that is complete, accurate and up to date

o Provide Auditor General or his personnel upon request with financial records relating to CHDM assets as recorded in the general ledger

o Ensure asset management systems, processes and controls can provide an accurate, reliable and up-to-date account of assets under their

control;
Ensure that the Asset Management Policy is adhered to.

Nature
During the audit of Work-in progress transfer out at 30 June 2022.The amount recorded as the transfer out from the Work -in progress register did
not reconcile with the amount spent up to date (date of completion as per practical completion) as per last payment certificate.
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No

TENDER / BID
NUMBER

DESCRIPTION

Contractor name

Cumulative
expenditure to be
transferred out (R)

Transferred out
per WIP
Register (R)

Difference (R)

Audited
expenditure total
expenditure (R)

Difference (R)

33/2015/MD(TN)

CHDM Water
Supply Backlog
Cluster 9 Tsomo
River Abstraction
and WTW
Construction

Unik Civil Engineering

231 426 333,85

231 426 333,85

237 600 501,78

(6 174 167,93)

8/2017/MD(TN)

CHDM Water
Supply Backlog
Cluster 8 Emgonci
Village
Reticulation

Iviwe Engineering Solutions

5289 908,04

5289 908,04

4 840 759,37

449 148,67

17/2018/MD(AM)

Hewu Regional
Bulk Water Supply
Scheme
Reticulation to
Three Villages
Phase 7

LEBAKA
CONSTRUCTION

17 322 883,91

17 322 883,91

12 143 264,17

5179 619,74

25/2010-
2020/LG(TN)

CHDM Water
Supply Backlog
Cluster 6 Lixeni
and Ncityana
Village
Reticulation

MATEMBA CIVILS
AMATOLE
CcC

9 304 419,44

9 304 419,44

8535 530,80

768 888,64

TURNKEY

Middleburg Bulk
Water Supply

ULTRAMATRIX TWELVE
CcC

26 855 200,25

26 855 200,25

28 602 125,26

(1 746 925,01)

36/2019-
2020/LG(TN)

CHDM Water
Supply Backlog
Cluster 4 Ncora
Flats Interim
Scheme Bulk
Supply and Village
Reticulation for
Gasini A

BUCHULE
ENGINEERS

3760 823,25

3760 823,25

4 140 834,76

(380 011,51)

¥
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No

TENDER / BID
NUMBER

DESCRIPTION

Contractor name

Cumulative
expenditure to be
transferred out (R)

Transferred out
per WIP
Register (R)

Difference (R)

Audited
expenditure total
expenditure (R)

Difference (R)

35/2019-
2020/LG(TN)

CHDM Water
Supply Backlog
Cluster 4 Ncorha
Flats Interim
Scheme Village
Reticulation for
Mtshabe

Buchule Engineers T/A

SNA Construction

2891 393,02

2891 393,02

1 886 486,51

1 004 906,51

14/2019-
2020/LG(BN)

CHDM Water
Supply Backlog
Cluster 2 Regional
Scheme 3 Phase
1D Construction of
Borehole
Pumpstations,
Steel Tanks,
Pumping Mains
and Water
Reticulation
Network for
Bukwana and
Surrounding
Villages

Cape Kei Construction

19 034 963,29

19 034 963,29

21 351 920,32

(2 316 957,03)

COVID 19 grant

AUG of INTSIKA
YETHU WTR
SUPP AUG-
SITING&
DRILLING

STEVELEC ELECTRICAL

AND MECHANICAL
CONTRACRORS

4 831 641,50

10 982 985,80

(6 151 344,30)

11174 542,80

(191 557,00)

10

PLB /04/20-21

CHDM Water
Supply Backlog
Cluster 7 Engcobo
Rural Scheme
Water Supply
Ebhodini Phase 2

Iviwe Engineering Solutions

4734 532,51

4734 532,51

3225 954,15

1508 578,36

'l
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No | TENDER/BID DESCRIPTION Contractor name Cumulative Transferred out | Difference (R) | Audited Difference (R)
NUMBER expenditure to be per WIP expenditure total
transferred out (R) | Register (R) expenditure (R)
11 | 24/2019- CLUSTER 6: Cape Kei Construction 6 567 216,50 6 567 216,50 - 7 266 168,42 (698 951,92)
2020/LG(TN) WATER
BACKLOG
PROJECT:
KUMBEKE
VILLAGE
RETICULATION
WATER SUPPLY
SCHEME
332019 315,56 | 338170659,86| (6151 344,30) 340 768 088,34 (2597 428,48)

Cause

The differences noted are due to lack of controls in terms of reviewing the registers and ensuring correspondence to the source documentation
submitted.

Impact

The impact of the finding is that WIP transfer out is understated by factual amount of R2 597 428,48 and PPE completed assets understated by the
same amount.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing and reconciling transactions

Recommendation

Management should reconcile the transfer out to expenditure spent up to date per the last payment certificate to confirm that the total expenditure
spent on the project (excluding VAT) equals to total value of transfer out from WIP register to Infrastructure- Assets.

Management’s response

Management agrees with the auditors finding. Management has subsequently adjusted the figures for the transferred out by an amount of
R354,581,237.61

The following has been performed to correct the error
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Obtained the General Ledgers from all the previous years (from the inception of the project) and compared it to the schedule of completed projects
Reviewed the updated schedule of completed Projects and reconciled with the Last payment certificate received and performed all the necessary
changes.

Management has corrected some of the projects during the adjustment in COAF 07. An additional amount of R5,977,268.48 for all the projects has
been done

The infrastructure Asset register has been adjusted together with the depreciation.

Name: C. Mapeyi
Position: Chief Financial Officer
Date:19 October 2022

Auditor’s conclusion

Management response is noted, management agrees with the finding and requested to adjust. However after engagement, management have
indicated that there will be no adjustment in relation to this finding. Therefore the finding remains and impact of the finding is that WIP transfer out
is understated by factual amount of R2 597 428,48 and PPE completed assets understated by the same amount.
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Movable assets
54, ISS.45-COAF 21 of 2022 -Property, plant and equipment: Movable Assets — Additions

Audit finding

In terms of 63(1)(a) The accounting officer of the municipality is responsible for the management of
the assets of the municipality, including safeguarding and the maintenance of those assets.

In terms of section 63(2)(a),(b) and (c) , the accounting officer of the municipality has and
maintains a management, accounting and information system that accounts for the assets and
liabilities of the municipality, ensures that the municipal assets are valued in accordance with the
standards of generally recognised accounting practice and ensures that the municipality has and
maintains a system of internal control of assets including an asset register as may prescribed.

Nature

Property, plant and equipment: Movable Assets — Additions

The following assets which were physical verified and appeared to be in still in good and working
condition.

However, management has not correctly depreciated some assets as per requirement of GRAP
17.

We inspected the invoices and noted that some assets' purchase cost has been under/overstated
which resulted in differences in purchase cost which result in differences when depreciation.

No. |Scan Code Full Asset Asset Class Purchase Difference in | Difference in

Description Cost (R) cost price depreciation
(R)

1 JVY 581 EC UD TRUCKS MOTOR 2 700 881 36 (15 208.44)
CRONER VEHICLES

2 JVY 576 EC | UD TRUCKS MOTOR 2700 881 36 (15 208.44)
CRONER VEHICLES

3 20517(1) Firewall Cloud Computer 490 050.87 (8 231.87) 873.20
Control Equipment
Deshboard

4 20517(2) OUTDOOR Computer 589 006.00 (9 211.00) 952.78
WIRELESS Equipment

5 20517(3) 24 POE SWITCH | Computer 55 314.71 (55 314.71) 7800.79
RACK MOOUNT | Equipment

6 20517(4) 18u CABINET Computer 28 993.77 12 284.23 (1 757.04)
FLOOR Equipment
STANDING

7 20517(5) 100MBPS Computer 91 843.59 22371.41 (3223.14)
INTERNET Equipment

8 143140 50KW PLANT & 245 700.00 - 2 339.20
GENERATOR MACHINERY
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Cause
The cause of the above finding is due to the lack of adequate and thorough review of the Fixed
Asset Register before the submission thereof to the audit team.

Impact

The impact of the finding is an understatement of depreciation by a projected amount of R 460
596.21 and the carrying value of movable assets is overstated by a projected amount of R 88
682.90.

Internal control deficiency

Financial and performance management: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.

Recommendation

Management should ensure that proper and adequate recording keeping mechanism are in place,
the information is relevant and accurate when calculating depreciation for the current year as per
requirement of GRAP 17.

Management’s response

Management notes and Agrees with the auditors finding. The Movable fixed asset register has
been subsequently adjusted with the accurate values both the Purchase cost and the depreciation
calculation.

Computer Equipment Cost

Management has reviewed all the purchase invoices for additions for the year ended 30 June 2022
and notes that there will be no changes on the total figure of the cost as there differences as
mentioned on the COAF are due to the incorrect unbundling (allocating) of assets per hardware
(cheque/voucher number 142199) therefore there will be no changes on the AFS but an update on
the Movable Fixed Asset Register.

Depreciation changes on additional purchases

Management has done recalculations on depreciation for additional purchases for the year ended
30 June 2022 in the category mentioned below using days instead of the months previously used
and the following adjustment will be made

Asset Category

OLD Register (R)

Adjusted Register (R)

JNLS to be proposed
(R)

Transport Assets 300 101.89 330 523.18 30421.29
Machinery 37 093.86 38278.34 1184.48
Computer Equipment 302 934.87 308 881.84 5946.97
Total 37 552.74

Proposed journal attachment is the asset register.

Name:

C. Mapeyi

Position: Chief Financial officer

Date:2022/10/26
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Auditor’s conclusion
Management response is noted and management agrees with the finding. No adjustments have
been made and therefore the finding remains.
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Operating expenditure
55. ISS.13-COAF 08 - Bulk purcahses - accuracy and cut-off misstatements

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the financial administration of the municipality, and
must for this purpose take all reasonable steps to ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

GRAP 1.(17) Financial statements shall present fairly the financial position, financial performance and cash flows of an entity. Fair presentation
requires the faithful representation of the effects of transactions, other events and conditions in accordance with the definitions and recognition
criteria for assets, liabilities, revenue and expenses. The application of Standards of GRAP with additional disclosures, when necessary, is
presumed to result in financial statements that achieve a fair presentation.

Per GRAP 1 paragraph 05 states that accrual basis means a basis of accounting under which transactions other events and conditions are
recognised when they occur (and not only when cash or its equivalent is received or paid). Therefore, the transactions, other events or conditions
are recorded in the accounting records and recognised in the financial statements of the periods to which they relate. The elements recognised
under accrual accounting are assets, liabilities, net assets, revenue and expenses.
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Nature
During the audit of bulk purchases, the following exceptions have been noted:

1. The expenditure recorded in the general ledger relates to the months of April 2021, May 2021, June 2021 and July 2021 with the months of
April, May and June not falling within the 2021/22 financial year under review.

Details per the general ledger Auditors recalculation Differenc
e
N | Period | Vote Vote Transaction Transaction | Referenc | Debit Recalculat | Recalcula | Total Journal between
0. number Description Description Type e Amt ed amount |ted VAT |invoice amount recorded
(excl. VAT) | amount amount amount
and
recalcula
ted
amount
1 |[20210 |35302326 | INVENTORY - D00076 : Sundry FIN90100 |182835,98 |175392,44 |26 308,87 (201 701,30 7 443,54
9 600AFMR | WATER DEPARTMENT | Payments 142027 -
CZZWD OF WATER
AFFAIRS AND
FORESTRY
DWAFBULK

2. The expenditure recorded in the general ledger does not agree to the consumption billed for the billing period per the invoices.

Details per the general ledger Auditors recalculation Difference
N | Period | Vote Vote Transaction Transacti | Reference | Debit Amt Recalculated | Recalculat | Total invoice | Journal between
o] number Descripti | Description on Type (R) amount ed VAT amount (R) amount (R) | recorded
on (excl. VAT) | amount (R) amount and
(R) recalculated
amount (R)
21202112 | 353023266 | INVENTO | D0O0076 : Sundry FIN901001 | 3897573,94| 3432290,98 | 486 583,45| 3918 874,43 | -498 655,06 -33 372,10
00AFMRC | RY - DEPARTMENT OF | Payments | 42769
ZZWD WATER WATER AFFAIRS
AND FORESTRY
DWAFBULK
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Details per the general ledger Auditors recalculation Difference
N | Period | Vote Vote Transaction Transacti | Reference | Debit Amt Recalculated | Recalculat | Total invoice | Journal between
o] number Descripti | Description on Type (R) amount ed VAT amount (R) amount (R) | recorded
on (excl. VAT) | amount (R) amount and
(R) recalculated
amount (R)
31202202 | 353023266 | INVENTO | D0O0Q76 : Sundry FIN901001 200 817,72 174 301,83 26 145,27 200 447,10 | -26 193,62 322,27
00AFMRC | RY - DEPARTMENT OF | Payments | 43240
ZZWD WATER WATER AFFAIRS
AND FORESTRY
DWAFBULK
Cause

This is due to:
1. The billing for the months of April 2021, May 2021 and June 2021 was only received in July 2021 as the supplier does not send monthly

invoices;

2. The expenditure recorded in the general ledger was based on the amount paid and not the expenditure incurred for the billing period; and
3. A credit note was incorrectly recorded as expenditure incurred for the billing period.

Impact

The findings result in a projected understatement of bulk purchases of R30 397.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing and reconciling of transactions.

Recommendation
Management should perform thorough reviews of all invoices received to ensure that all transactions recorded in the general ledger:

1. are recorded in the correct financial year; and

2. relate to the actual consumption billed for the billing period.

'l
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Management’s response

BOREHOLES

Management notes finding. DWAF does not issue invoices to CHDM monthly due to the
immateriality of the amounts that are charged per account. The department normally cluster the
different months in one invoice and therefore, during the cut-off period for year end it does distort
the AFS processes where in the selected sample it was identified that there were transactions
recorded in the period under review that were for the prior year period.

A full population was analysed by the municipality and the objective was identified any further
misstatements that might have occurred during the period under review. Based on this analysis an
amount of R7,981,48 was identified as misstatement and included in this amount was the error of a
credit note of R322.63 which paid instead of being deducted from the invoice amount. The
municipality opted for a full population although this was immaterial.

The municipality has systems in place of detecting any further misstatements going forward. The
process starts from an analysis by the Interns as the first analysts, thereafter, the Financial
Controller will review the payment vouchers and then signed off by the WSA Finance Manager for
further review. These processes are effective, hence the error identified was minimal and
immaterial when compared to the audit materiality amount. The municipality will further strengthen
these reviews to limit any errors that might occur.

A journal will be prepared to effect any adjustments when it is permissible to perform any
adjustments on the AFS.

This is the proposed journal for the correction.

The above journal and the narrative address both the boreholes and the credit note as raised in the
above audit finding.

The corrections that will be made will also address the error identified for the difference of

R7 443.54 which is identified as per the above audit findings in number 1.

DAMS

The municipality noted the voucher number: FIN90100142769 as reflected in the above audit
findings. The municipality analyzed the entire population for the invoices that are related to
invoices issued DWAF. Based on the analysis, the municipality only detected a difference of
R21,300.49 as reflected in the proposed journals below. This difference was in June 2021 which
was overcharged by DWAF to the municipality. The municipality identified that there was an
overcharge of the invoice, and the overcharging was then recovered in the July 2021

invoice. Therefore, there was a ZERO effect and no need to effect any adjustment. The only
correction to be effected is the VAT implication as per the below proposed journal.

This is the proposed journal for the correction.

Management agrees to the finding pertaining to the cut-off of 2020/21 financial year from the
selected sample. The set invoices were also perused, and the months relates to the prior year. A
correction journal will be prepared to credit the expenditure and debit against the accumulated
surplus. The DWAF does not submit the monthly invoices, and these are billed quarterly to the
Municipality. Based on our discussions with DWAF, it is not financially viable to issue invoices to
CHDM monthly due to the immateriality of those amounts e.g. ranging from R5 to approximately
R19 a month and these expenditures are only for the boreholes. The billing of the prior year was
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issued to CHDM in July 2021 which included April, May and June 2021, hence there was this
oversight from management.

For the 2021/22 financial year, an invoice was received from DWAF for July 2022 which included
the month of April, May and June 2022, which implies that an accrual was understated by R and
therefore, the expenditure for the current year was equally understated by the same amount. The
nett effect of the understatement of the 2020/21 and 2021/22 were R . The invoice for the
2021/22 financial year was only received by CHDM on the 22 September 2022 which include June
2022 and amounting to R . .

The DWAF was engaged on numerous occasions on this matter and the Municipality will
resuscitate these discussions to avoid the reoccurrences going forward. We also take note that
although it's an oversight that we tried to avoid with the DWAF to receive the statements timeously
to avoid this reoccurrence, however, the amount is immaterial, and corrections will be done even in
2021/22 by increasing the accruals and expenditure vote.

We will write a formal correspondence to the department in order to register our expectations on
this matter and on how we wish the Department to assist us on this matter. For June and July
2023, we will remind the department and will be part of the AFS plan as a separate line item that
we do not forget during the AFS development and preparatory.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 03 October 2022

Auditor’s conclusion

Management’'s comments regarding the proposed journal entries to correct the amounts
recognised in the incorrect financial year and the amounts recorded inclusive of VAT have been
noted. However, the misstatements are not material on their own for bulk purchases. The
correction of the misstatements concerned will also not move the municipality to a more favourable
audit opinion. Therefore, the finding remains.

56. ISS.15-COAF 09 - General expenses: Indigent subsidy - occurence misstatements

Audit finding

As per MFMA 62(1)(a) The accounting officer of a municipality is responsible for managing the
financial administration of the municipality, and must for this purpose take all reasonable steps to
ensure—

(a) that the resources of the municipality are used effectively, efficiently and economically.

As per MFMA 65:

(1) The accounting officer of a municipality is responsible for the management of the expenditure of
the municipality;

(2) The accounting officer must for the purpose of subsection (1) take all reasonable steps to
ensure—

(a) that the municipality has and maintains an effective system of expenditure control, including
procedures for the approval, authorization, withdrawal and payment of funds.

As per MFMA 78(1)(b) Each senior manager of a
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Municipality and each official of a municipality exercising financial management responsibilities must take

All reasonable steps within their respective areas of responsibility to ensure—
(b) that any unauthorised, irregular or fruitless and wasteful expenditure and any other losses are prevented.

Section 13 of the indigent support policy states that termination of indigent support will occur in the following instances:
(a) certified death of the account holder;
(d) when the approval criteria for indigent status changes to the extent that approval no longer applies.

Nature

During the audit of the indigent subsidy expenditure, the following findings have been noted:
1. The indigent subsidy was awarded to Thompson Z (account number 40129148) who is not on the approved indigent register and not to P.A.
Sithonga (account number 40208583):

Details per the indigent register

SUBSIDY AMOUNT per
2021/22 listing

Details per current
account

Recalculated
amount (excl.
VAT)

Difference between
recorded amount and
recalculated amount

No. REF NO CHDM ACCOUNT NO R) Account number (R) (R)
1 CH- 40129148 103,03 | 40129148 - 103,03
W/ENOC4596
2. The following exceptions have been noted based on the CAATSs procedures performed:
CAATSs file name Content Number of Misstatement amount
records
CAAT 2 - Deceased Indigents Indigents listed as a deceased person on the 1147 2 360 242
NPR database.
CAAT 3 - Invalid ID Numbers Indigents where the ID number could not be 66 139 040
found on the NPR database.
CAAT 4 - Indigents Employed in Government | Indigents in the employment of one or 89 195 659
or Municipalities another government department or
organisation.
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CAATs file name Content Number of Misstatement amount
records

CAAT 5 - Indigents CIPC Directors All Indigents that has an interest in suppliers of 29 47 848
Payments government and/or municipalities.
CAAT 7 - Beneficiaries Under 16 Years Indigents younger than 16 years. 1 826
CAAT 8 - Spouses of Indigents Employed in Spouses of Indigents in the employment of 20 40 423
Government or Municipalities one or another government department or

organisation.
CAAT 9 - Spouses of Indigents CIPC Directors | Spouses of indigents that has an interest in 5 8 251
All Payments suppliers of government and/or

municipalities.

Refer to the attached annexure for the detailed exceptions.

3. CAATSs exceptions that were communicated to management during the prior year audit have been identified in the current year CAATSs results.

These have been highlighted in red in the attached annexure.

Cause

This is due to:

1. The incorrect linking of the account number of the applicant listed in the indigent register.

2. The ID checker provided by COGTA for the correctness and validity of the ID numbers of all applicants being the only verification method
performed by the municipality prior to the applicant being subsidied.

3. Management not taking the necessary corrective actions to ensure that the exceptions identified during the prior year audit are corrected.

Impact

The findings result in:

1. A projected overstatement of the indigent subsidy and understatement in revenue amounting to R494 276; and
2. A factual overstatement of the indigent subsidy and understatement in revenue amounting to R2 784 864.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing and reconciling of transactions.

-
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Leadership: Establish and communicate policies and procedures to enable and support
understanding and execution of internal control objectives, processes, and responsibilities

Recommendation

Management should:

1. Develop and implement controls that will ensure that indigent subsidies are applied to correct
accounts. Reviews against the account per the indigent register and the current account where the
indigent subsidy has been applied should also be performed.

2. Perform proper background checks and proper credit vetting prior to approving the individual
applicants for the indigent subsidy. An audit of the indigent register should be conducted on a
guarterly basis with regard to the information submitted as required by the indigent policy.

3. Investigate and take the necessary corrective actions on findings communicated by the office of
Auditor General as exceptions raised in the prior year have been identified in the current year
exception list.

Management’s response
1. Management agrees with the Auditor’s finding,

e The Municipality revisited the entire indigent population that are recorded for 2021/22
financial year to ensure that the errors are limited or eliminated. Based on the population it
appears that there were no errors found. Although the Municipality does not have a system
that is available to detect the absolute status of the indigent. The municipality sourced
different quotations for the systems that can assist in identifying the status of the indigent,
however the quotations received were unaffordable for now. The Municipality also tried the
shared services of such as system and still there were additional costs if Local
Municipalities where to latch onto the system and it was still unaffordable. Another was for
AGSA to assist using CAATS that there can be early warnings to rectify before the
development of the AFS, however, due to time constraints we could not have the
information on those status timeously. The current system in place that we are exploring is
to used the COGTA 1.D. checker, subsequent to our engagements with Cogta, it transpired
that this system only validates the ID of a person and still does not confirm that the person
is deceased or not.

¢ Management notes the audit finding as reflected above.

o During the processing of the applications the account for Thompson was erroneously
captured instead of P. A. Sithonga.

o The debtor types of the two debtors have been changed on the billing system accordingly.
(See attached print out).

e The subsidy already received by Thompson will be reversed/transferred to the correct
beneficiary PA Sithonga.

e The municipality will review its Indigent Register before the end of Year 2 of the cycle
ending 30 June 2023 as per the Policy provision.

e Going forward the Senior Accountant will strengthen the review and authorization of the
capturing of the indigent register on the billing system to ensure accuracy of the
information.

2. Refer below
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CAATSs file name

Content

Number of
records

Misstatement
amount (R)

Management Response

CAAT 2 -
Deceased
Indigents

Indigents listed
as a deceased
person on the

NPR database.

1147

2360 242

Management agrees with
the Auditor’s finding.

These indigents could not
be detected as deceased
due to unavailability of an
appropriate system that can
detect such indigents. As
stated above of the
strategies and attempts to
mitigate this from
reoccurrence.

Due to unavailability of the
verifying system within the
Municipality verification of
qualifying consumer
information was only
checked through COGTA
ID verification system.

The Municipality will review
its indigent register before
the end of Year 2 of the
Indigent cycle (30 June
2023) as provided by the
Policy, and the issues
raised will be attended to.
All the subsidy already
received by the beneficiary
will be stopped and
reversed on deceased
beneficiaries accounts
upon discovery.

All subsidies already
received have been
calculated and a proposed
journal for the reversal
have been prepared
awaiting review by AG.

The existing occupants of
the Deceased Indigent
beneficiary will be notified
that the subsidy has been
terminated.

The municipality is also in a
process of communicating
with the LMs to submit their
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CAATs file name | Content Number of Misstatement Management Response
records amount (R)
reviewed/updated indigent
Registers.
CAAT 3 - Invalid | Indigents where 66 139 040 | Management Disagrees
ID Numbers the ID number with the Auditor’s finding.
could not be All the ID numbers were
found on the verified through the
NPR database. COGTA ID CHECKER
database and were found
to be valid, except one ID
number which had a typing
error. (see the attached
application Form and the ID
Checker)
CAAT 4 - Indigents in the 89 195 659 Management agrees with
Indigents . employment of the Auditor’s finding.
Employed in one or another

Government or
Municipalities

government
department or
organization.

Due to the unavailability of
the verifying system within
the Municipality where the
applications could be
thoroughly scrutinized for
the applicant’s marital
status and their spouses
employment, verification of
qualifying consumer
information was only
checked through COGTA
ID verification system.

The Municipality will review
its indigent register before
the end of Year2 of the
Indigent cycle (30 June
2023) as provided by the
Policy, and the issues
raised will be attended to.
All the subsidy already
received by the beneficiary
will be stopped and
reversed on deceased
beneficiaries accounts
upon discovery.

All subsidies already
received have been
calculated and a proposed
journal for the reversal
have been prepared
awaiting review by AG.
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CAATSs file name

Content

Number of
records

Misstatement
amount (R)

Management Response

The municipality is also in a
process of communicating
with the LMs to submit their
reviewed/updated indigent
Registers.

CAAT S -
Indigents CIPC
Directors All
Payments

Indigents that
has an interest
in suppliers of
government
and/or
municipalities.

29

47 848

Management agrees with
the Auditor’s finding.

Due to unavailability of the
verifying system within the
Municipality, verification of
qualifying consumer
information was only
checked through COGTA
ID verification system.

The Municipality will review
its indigent register before
the end of Year 2 of the
Indigent cycle (30 June
2021) as provided by the
Policy, and the issues
raised will be attended to.
All the subsidy already
received by the beneficiary
will be stopped and
reversed on deceased
beneficiaries accounts
upon discovery.

All subsidies already
received have been
calculated and a proposed
journal for the reversal
have been prepared
awaiting review by AG.

The municipality is also in a
process of communicating
with the LMs to submit their
reviewed/updated indigent
Registers.

CAAT 7 -
Beneficiaries
Under 16 Years

Indigents
younger than 16
years.

826

Management notes the
Auditor’s finding,

The ID number for the
beneficiary was
erroneously captured
during the processing of
application, however the
correct indigent beneficiary
is the parent to the child
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CAATSs file name

Content

Number of
records

Misstatement
amount (R)

Management Response

whose ID was captured.
(See attached application
form)

CAAT 8 -
Spouses of
Indigents
Employed in
Government or
Municipalities

Spouses of
Indigents in the
employment of
one or another
government
department or
organization.

20

40 423

Management agrees with
the Auditor’s finding.

Due to the unavailability of
the verifying system within
the Municipality where the
applications could be
thoroughly scrutinized for
the applicant’s marital
status and their spouses
employment, verification of
qualifying consumer
information was only
checked through COGTA
ID verification system. The
Municipality will review its
indigent register before the
end of Year2 of the Indigent
cycle (30 June 2023) as
provided by the Policy, and
the issues raised will be
attended to. All the subsidy
already received by the
beneficiary will be stopped
and reversed on the
beneficiaries accounts
upon discovery.

All subsidies already
received have been
calculated and a proposed
journal for the reversal
have been prepared
awaiting review by AG.
The municipality is also in a
process of communicating
with the LMs to submit their
reviewed/updated indigent
Registers.

CAAT 9 -
Spouses of
Indigents CIPC
Directors All
Payments

Spouses of
indigents that
has an interest
in suppliers of
government
and/or
municipalities.

8 251

Management agrees with
the Auditor’s finding.

Due to the unavailability of
the verifying system within
the Municipality where the
applications could be
thoroughly scrutinized for
the applicant’s marital
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CAATSs file name | Content

Number of
records

Misstatement
amount (R)

Management Response

status and their spouses
business interests,
verification of qualifying
consumer information was
only checked through
COGTA ID verification
system. The Municipality
will review its indigent
register before the end of
Year2 of the Indigent cycle
(30 June 2023) as provided
by the Policy, and the
issues raised will be
attended to. All the subsidy
already received by the
beneficiary will be stopped
and reversed on
beneficiaries’ accounts
upon discovery.

All subsidies already
received have been
calculated and a proposed
journal for the reversal
have been prepared
awaiting review by AG.

The municipality is also in a
process of communicating
with the LMs to submit their
reviewed/updated indigent
Registers.

3. As part of this review, we are currently writing letters to the indigents that are identified as per
the audit finding. This is to ensure that the deceased estate or the new owner to visit the
Municipality for the renewal of the appropriate indigents and adjusting journals will be effected.
The findings on the Indigent Subsidies that were communicated to management during the prior
year audit on COAF 49 0f 2021 are currently being investigated. Corrections/reversals related to
these 2020/2021 and a proposed correction journal will follow.

Name:
Position:
Date:

Christopher Mapeyi

Chief Financial Officer

06 October 2022

Auditor’s conclusion

1. Management’'s comments regarding the errors in the billing system have been noted. As
management agrees with the finding, the finding remains.
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2. CAATs 2 — management’s comments regarding the proposed journal entry to reverse the
subsidies already awarded has been noted. As management agrees with the finding, the
finding of R2 360 242 remains.

CAATs 3 — management’'s comments together with the submitted COGTA ID checker have

been noted. The audit team further requested the ID copies of the individuals included in the
exception as the COGTA ID checker was not sufficient on its own to resolve the exception. As
management was unable to produce ID copies for all individuals included in the exception, a
finding of R63 947 remains.

CAATs 4 — management’'s comments regarding the proposed journal entry to reverse the
subsidies already awarded has been noted. As management agrees with the finding, the
finding of R188 234 remains.

CAATs 5 - management’s comments regarding the proposed journal entry to reverse the
subsidies already awarded has been noted. As management agrees with the finding, the
finding of R47 848 remains.

CAATs 7 — management’'s comments together with the submitted indigent application form
have been noted. Further noted that the details of the applicants dependent were captured in
error in the indigent register. As the indigent application met the qualifying criteria per the
Indigent Policy, the finding has been resolved.

CAATSs 8 - management’s comments regarding the proposed journal entry to reverse the
subsidies already awarded has been noted. As management agrees with the finding, the
finding of R40 423 remains.

CAATs 9 - management’s comments regarding the proposed journal entry to reverse the
subsidies already awarded has been noted. As management agrees with the finding, the
finding of R8 251 remains.

3. Management’s comments regarding the proposed journal entry to reverse the subsidies
awarded in 2020/21 together with the submitted reversal calculations have been noted.
However, the actual proposed journal entry was not provided in the response.

The misstatements are not material on their own. The correction of the misstatements concerned
will also not move the municipality to a more favourable audit opinion. Therefore, the finding
remains with a factual misstatement of R2 708 945 and a projected misstatement of R494 276.
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57.

ISS.21-COAF 12- Expenditure journals: accuracy, classification and cut-off misstatements

Audit finding
As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the financial administration of the municipality, and
must for this purpose take all reasonable steps to ensure that the municipality has and maintains effective, efficient and transparent systems of

financial and risk management and internal control.

GRAP 1.(17) Financial statements shall present fairly the financial position, financial performance and cash flows of an entity. Fair presentation
requires the faithful representation of the effects of transactions, other events and conditions in accordance with the definitions and recognition
criteria for assets, liabilities, revenue and expenses. The application of Standards of GRAP with additional disclosures, when necessary, is

presumed to result in financial statements that achieve a fair presentation.

Nature
During the testing of the expenditure journals processed in the general ledger, the following exceptions have been noted:

1. The amount per the journal does not agree to the amount per the journal supporting documentation:

Details per the general ledger Audited Misstatements
amount
No. | Votenumber Vote Reference Debit Amt Credit (R) Difference between Type of misstatement -
Description Amt (R) the amount per the disagreement/limitation
journal and the
audited amount (R)
1 35302326600AFM | INVENTORY - J061386 344291152 3421 611,03 21 300,49 Disagreement
RCZZWD WATER -
2 35102599500FFZ | INTSIKA YETHU RURAL |J061728 10 720 210,57 | 10595 030,72 | 125179,85 Disagreement
N4zzZCY SANI-CONST OF TOILET -
“c-‘:‘

¢
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2. A portion of the amount recognized in the general ledger pertains to the 2022/23 financial year:

Details per the general ledger Audited amount | Misstatements
No. [ Votenumber Vote Reference | Debit Amt Credit Amt Difference Type of misstatement -
Description between the disagreement/limitation
amount per the
journal and the
audited
amount
1 15502302440A2MRCZZWD | OC: INSUR UNDER - J010007 3034 882,64 1770 348,21 1264 534,43 Disagreement
EXCESS PAYMENTS -

3. The journal corrections made have been posed to the incorrect vote:

Details per the general ledger Details per the general ledger journal
N | Votenumber |Vote Reference | Debit Amt Credit Amt (Dr) Description (Cn) Vote number (debit) | Vote number (credit)
0. Description Descripti
on
1 25302305700 | OC: TRAVEL J060134 272 140,30 INTERCOMPANY/PAR | CHDA 10052307010A2T58Z | 10052599400A2T58Z2
A2T28Z2ZWD | AGENCY - ENT-SUBSIDIARY SUBSIDY [ zZWD ZWD
FEES TRAN
2 | 35332305760 | OC: T&S DOM - J061646 229 600,00 CHEMICAL OP-CNIN | 35332305760AFT28Z | 3010647402H1CN7Z
AFT28ZZWD [ ACCOMMODATION - OP BLD ([zZWD ZWD
MUNIC
OFF

4. The details per the general ledger journal (description and account code) for journal J010014 and J060134 do not agree to the details per the
journals posted in the general ledger.

Cause

This is due to:

1. The invoices being incorrectly casted by the supplier and the municipality not recalculating the totals per the invoices.

2. The expenditure incurred being less than the amount reflected per the sanitation expenditure register.

3. The subscription period being from 01 December 2021 till 30 November 2022 and the capturer of the expenditure not apportioning the
expenditure incurred between the different financial years.
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4. The vote number being incorrectly captured on the general ledger journal resulting in the
transection being posted to the incorrect vote.

5. The journals being posted to votes that were not affected by the original transaction.

6. Thorough reviews not being performed prior to the journals being posted.

Impact

The findings result in:

- An understatement in bulk purchases of R21 300;

- An understatement in transfers and subsidies of R125 179;

- An overstatement in insurance of R1 264 534;

- An overstatement in travel local of R501 740; and

- An internal control deficiency as journals are not adequately reviewed.

Internal control deficiency

Leadership: Exercise oversight responsibility regarding financial and performance reporting and
compliance and related internal controls.

Financial and performance management: Implement controls over daily and monthly processing
and reconciling of transactions.

Recommendation

Management should perform thorough reviews of the general ledger journal documentation
together with the attached supporting documentation prior to journals being posted in the general
ledger.

Management’s response

1. The amount per the journal does not agree to the amount per the journal supporting
documentation:

Management agrees however the municipality noted the voucher number: FIN90100142769 as
reflected in the above audit findings. The municipality analyzed the entire population for the
invoices that are related to invoices issued DWAF. Based on the analysis, the municipality only
detected a difference of R21,300.49 as reflected in the proposed journals below. This difference
was in June 2021 which was overcharged by DWAF to the municipality. The municipality identified
that there was an overcharge of the invoice, and the overcharging was then recovered in the July
2021 invoice. Therefore, there was a ZERO effect and no need to effect any adjustment. The only
correction to be affected is the VAT implication as per the below proposed journal.

1.2. The amount per the journal does not agree to the amount per the journal supporting
documentation:

Management agrees with the finding, it was noted during the correction of CAOF 07 and it was
then corrected.

2. A portion of the amount recognised in the general ledger pertains to the 2022/23 financial year:
Management response

Management agrees with the finding. This is an isolated incident of which all the contracts have
been analysed to ensure that there is no expenditure that overlaps to the other financial year. The
process for 2022/23 financial year has ensued to analyse all new contract to avoid overstatement
of expenditure for the year and the correction will be as acted as follows.

Dr Prepaid R1 264 534,43

Cr Expenditure R1 264 534,43
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3.The journal corrections made have been posed to the incorrect vote:
Management agrees with the finding. This was a bonafide oversight error which will not be
repeated going forward and the expenditure will be reclassified as follows.
1. Dr — CHDA Subsidy R 272 140,30

Cr OC: Travel Agency Fees R 272 140,30
2. Dr Chemicals R 229 600,00

Cr OC: T&S DOM — Accommodation R 229 600,00
4. The details per the general ledger journal (description and account code) for journal J010014
and J060134 do not agree to the details per the journals posted in the general ledger.
Management disagrees with the finding. The journals listed above have correct descriptions.
J0100014 is for Wet Fuels which has been correctly recorded on vote 25252306611A2MRCZZWD,
and J060134 has only two items which the vote was captured incorrectly and have since been
corrected on No 3 above.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 18 October 2022

Auditor’s conclusion

1. Management’s comments have been noted. Management has proposed to correct the
identified misstatement however, the misstatement has been identified on the correction of a
previous error.

2. Management’'s comments have been noted. Management has proposed to correct the
identified misstatement however, the misstatement has been identified on the correction of a
previous error.

3. Management’'s comments have been noted. Management has proposed to correct the
identified misstatement however, the misstatement has been identified on the correction of a
previous error.

4. Management's comments have been noted. The internal control deficiency relates to the items
which management has agreed to and proposed a correction to in item number 3. Therefore,
the internal control deficiency finding remains.

The misstatements are not material on their own. The correction of the misstatements concerned
will also not move the municipality to a more favourable audit opinion. Therefore, the finding
remains.
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58. ISS.31-COAF 14 - Expenditure prior period errors - limitation and disagreement misstatements

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the financial administration of the municipality, and
must for this purpose take all reasonable steps to ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

GRAP 1.(17) Financial statements shall present fairly the financial position, financial performance and cash flows of an entity. Fair presentation
requires the faithful representation of the effects of transactions, other events and conditions in accordance with the definitions and recognition
criteria for assets, liabilities, revenue and expenses. The application of Standards of GRAP with additional disclosures, when necessary, is
presumed to result in financial statements that achieve a fair presentation.

Nature

During the testing of the expenditure prior period error adjustments, the following exceptions have been noted:
1. Supporting documentation could not be provided for the following adjustment amounts:

- Contracted services = R220 474,65

- General expenses = R154 866,42.

Differences have been noted between the adjustment amount per the PY journal analysis to the adjustments disclosed in note 40 and the amount
per the general ledger journal:
Contracted services
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Details per the general ledger journal (R)

Auditors
recalculation

Difference
between the

¢

No [Journal |Journ | Approved | (Dr) (Cr) Description Vote number | Vote number | Amount Dr Amount Cr (R) amount per the
number | al by Description (debit) (Credit) (sign per the | (sign per the journal and the
date PY journal PY journal recalculated
analysis) analysis) amount (R)
1 |[J061461 | 18- S. Kweleta | ACC OS: TRANSPORT | 35108100030 | 35102265720F (65 633,89) (65 633,89) 65 639,89 (131 273,78)
Aug- | (Manager: | SUR(DEF): SERVICES 7777777ZWD | ETEVZZWD
22 Expenditur | CORRECT
e) PRIOR
PERIOD
ERROR
2 |J061390 | 20- Z. ACCUMULAT | N-GOV: LOCAL 35108100030 | 15051178950F (5 462,73) (5 462,73) 5 462,73 (10 925,46)
Oct- Ngodwane |[ED SURPLUS | FINANCIAL 272772777Z\ND | 42ZZZZWD
21 (Senior MANAGEMENT
Accountant GRANT
: Budget)
3 |J061416 | 18- S. Kweleta | ACC C&PS: B&A 35108100030 | 15052270340A | (797 653,13) (797 653,13) 797 653,14 (1 595 306,27)
Aug- (Manager: | SUR(DEF): BUSINESS & FIN | Z22ZZ7ZWD | 2MRCZZWD
22 Expenditur | CORRECT MANAGEMENT
e) PRIOR
PERIOD
ERROR
“c-‘:‘
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Details per the general ledger journal (R) Auditors Difference
recalculation | between the
No [Journal |Journ | Approved | (Dr) (Cr) Description Vote number | Vote number | Amount Dr Amount Cr (R) amount per the
number | al by Description (debit) (Credit) (sign per the | (sign per the journal and the
date PY journal PY journal recalculated
analysis) analysis) amount (R)
4 [J061461 | 18- S. Kweleta | ACC PUMP STATION - | 35328100030 | 35322283623A (3 759,00) (3 759,00) 3 759,00 (7 518,00)
Aug- | (Manager: | SUR(DEF): LAND 77277777Z\WD | FMA1ZZWD
22 Expenditur | CORRECT
e) PRIOR
PERIOD
ERROR
5 |J061461 | 18- S. Kweleta | ACC CONTR: 25208100030 | 252022285400 | (158 189,32) (158 189,32) 158 189,33 (316 378,65)
Aug- | (Manager: | SUR(DEF): SAFEGUARD AND | ZZ7Z7ZZ7ZZWD | A2MRCZZWD
22 Expenditur | CORRECT SECURITY
e) PRIOR
PERIOD
ERROR
Cause

1. Management not being able to determine which reclassification journals relate to the workings included in the PY journal analysis; and
2. The recording of the increases and decreases in the amounts recorded in caseware not being in line with the increases and decreases in the
votes per the general ledger journal.

Impact

The findings result in:

- A limitation misstatement in the prior period adjustments of R375 341; and

- A disagreement misstatement in the prior period adjustments of R4 520 279.
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Internal control deficiency

Financial and performance management: Implement controls over daily and monthly processing and reconciling of transactions
Financial and performance management: Prepare regular, accurate and complete financial and performance reports that are supported and

evidenced by reliable information.

Recommendation

1. Management should ensure that proper record keeping processes are in place within the municipality to ensure that all prior period error
corrections made are supported and evidenced by relevant, accurate and complete documentation.
2. Management should perform thorough reviews of the journals recorded in caseware to ensure that the effect of the journal is in line with the

effect as documented in the general ledger journal document.

Management’s response

1. Supporting documentation could not be provided for the following adjustment amounts:

Audit Finding

Management response

Contracted services = R220 474.65

Management agrees with the auditors finding. Upon the investigation it was
noted that the CaseWare was erroneously overstated by R220 474.65 on the
contracted services. The system is correct, and management propose to
adjust the overstatement. Attached extract note 40 and Statement of Financial
Performance.

General expenses = R154 866.42

Management agrees with the auditors finding. The CaseWare journal was
erroneously overstated by R315,087.31 capture R1,136,906 instead of
R821,818.69. The system is correct, and management propose to adjust the
overstatement. Attached extract note 40 and Statement of Financial
Performance.

2.Differences have been noted between the adjustment amount per the PY journal analysis to the adjustments disclosed in note 40 and the

amount per the general ledger journal:

CORRECT PRIOR
PERIOD ERROR

SERVICES

Journal Journal Dr description Cr description Vote number debit Vote number credit Amount Management
No Date
J061461 18-Aug-22 | ACC SUR(DEF): OS: TRANSPORT | 351081000302722227ZZWD | 35102265720FETEVZZWD -65 633,89 Management disagrees

with auditors finding.
Management re-assesses
the sign on the

0
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Journal
No

Journal
Date

Dr description

Cr description

Vote number debit

Vote number credit

Amount

Management

Transport services was
reduced, and Vat was
increased in the
CaseWare and System.
The invoice is also
reflecting R65,633.89

J061390

20-Oct-21

ACCUMULATED
SURPLUS

N-GOV: LOCAL
FINANCIAL
MANAGEMENT
GRANT

3510810003022722Z2ZZ\WD

15051178950F4Z22727ZZWD

-5 462,73

Management disagrees
with auditors finding.
Management re-assesses
the sign on the

FMG was reduced, and
unspent was increased in
the CaseWare and System

J061416

18-Aug-22

ACC SUR(DEF):
CORRECT PRIOR
PERIOD ERROR

C&PS: B&A
BUSINESS & FIN
MANAGEMENT

351081000302272Z2ZZZWD

15052270340A2MRCZZWD

- 797 653,13

Management disagrees
with auditors finding.
Management re-assesses
the sign on the

Business & Finn
Management was
reduced, and Vat was
increased in the
CaseWare and System

J061461

18-Aug-22

ACC SUR(DEF):
CORRECT PRIOR
PERIOD ERROR

PUMP STATION —
LAND

3532810003022Z22Z2ZZWD

35322283623AFMA1ZZWD

-3 759,00

Management agrees with
auditors finding.
Management
reassessment the working
the R71,233 was a net
effect of +R233,181.80-
R3,759.00-R158,189.32
that reflect the sign was
done correctly.

J061461

18-Aug-22

ACC SUR(DEF):
CORRECT PRIOR
PERIOD ERROR

CONTR:
SAFEGUARD AND
SECURITY

252081000302Z2Z2Z2ZZZWD

252022285400A2MRCZZWD

-158 189,32

Management agrees with
auditors finding.
Management
reassessment the working
the R71,233 was a net

'l
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Journal
No

Journal
Date

Dr description

Cr description

Vote number debit

Vote number credit

Amount Management

effect of +R233,181.80-
R3,759.00-R158,189.32
that reflect the sign was
done correctly.

General expenses

Journal Journal Dr description | Cr description Vote number debit Vote number credit Amount Management
No Date
JO60122 |24-Jun-22 |ACC DEPARTMENTAL | 353081000302ZZZZZZWD | 3530230611AFMRCZZWD | -416 906,58 | Management agrees with the
SUR/(DEF): ELECTRICITY auditors finding. The sign was
COREC PRIOR incorrectly done in CaseWare
PERIOD ERRO instead of increasing the electricity
and payable it was decreasing the
electricity and increasing the
accumulated surplus as per the
system journal. Management
request to adjust the error by
increasing the electricity and
payables. Attached extract note,
Statement of Financial Statement
and Statement of Financial
Position.
JO60122 |24-Jun-22 |ACC DEPARTMENTAL | 35308100030222722ZZWD | 3530230611AFMRCZZWD |-812 531,58 | Management agrees with the
SUR/(DEF): ELECTRICITY auditors finding. The sign was
COREC PRIOR incorrectly done in CaseWare
PERIOD ERRO instead of increasing the electricity

and payable it was decreasing the
electricity and increasing the
accumulated surplus as per the
system journal. Management
request to adjust the error by
increasing the electricity and
payables. Attached extract note,
Statement of Financial Statement
and Statement of Financial
Position.

'l
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Name: C. Mapeyi
Position: Chief Financial Officer
Date: 14 October 2022

Auditor’s conclusion

1. Management’s comments have been noted. Management has proposed to correct the overstatement identified in the prior year contracted
services and general expenses.

2. Management’'s comments have been noted. Management has proposed to correct the journals where they agree that the journal was
posted with the incorrect sign on CaseWare resulting in a remaining misstatement of R1 391 386.48. However, the misstatements have
been identified on the correction of a previous error.

The misstatements are not material on their own or when aggregated with other prior year expenditure adjustment misstatements. The correction

of the misstatements concerned will also not move the municipality to a more favourable audit opinion. Therefore, the finding remains.
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Payable

59. ISS.64-COAF 22 Payables from exchange: Leave accrual does not agree to
recalculated amount

Audit finding

Section 62 (1)(b) of the Municipal Finance Management Act (Act 56 of 2003) states that “The
accounting officer of a municipality is responsible for managing the financial administration of the
municipality, and must for this purpose take all reasonable steps to ensure that full and proper
records of the financial affairs of the municipality are kept in accordance with any prescribed norms
and standards.

Nature

During the audit of the leave accrual, it was noted that there were leave taken after year end but
were not included as an accrual at year end. The table below depicts how the finding was
identified:

EMP |EMP NAME |Closing Closing Differences Annual Salary Difference in
NO balance balance per agreed to the value (R)
client's audited payroll
calculation report (R)
5011 |C MOWERS 5.25 5.08 -0.17 39,600.00 (26.93)
1374 (MR LH 14 8 -6 255,048.36 (6,121.16)
BOBELO
1739 |MS M 38 39 1 456,910.32 1,827.64
NONTENJA
1939 |Ms. FG 21 16 -5 403,545.72 (8,070.91)
SISILANA
(12,391.36)
Cause

This finding is due to management deducting leave when the leave is approved not when the leave
has been taken, and leads to leave accrual being understated at year end.

Impact
The misstatement will result in an understatement of leave accrual by a projected amount of R 362
336.31.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing
and reconciling of transactions.

Recommendation

Management should ensure that the leave accrual at year is inclusive of those leave approved at
year end but have not yet been taken. In addition, only a reversal of the accrual should occur when
the leave is taken subsequent to year end.
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Management’s response
Management agrees with the finding. This was a bonafide error and this will not be repeated as the
controls will be developed to detect the leaves days which overlaps between two financial periods.

Name: Tokozani Jaxa
Position: Acting Director Corporate
Date: 25 October 2022

Auditor’s conclusion

Management response is noted and management agrees with the finding. Management has not
provided process followed and controls put in place, and corrected population for the leave accrual.
Therefore the finding remains and will be assessed in aggregate with other misstatements..

60. ISS.85-COAF 50: Retentions Released or substituted with Surety on the register

Audit finding
With reference to MFMA 63(1) : The accounting officer of a municipality is responsible for the
management of - (b) the liabilities of the municipality

63(2) : The accounting officer must for the purposes of subsection (1) take all reasonable steps to
ensure -

(a) that the municipality as and maintains a management, accounitng and information system that
accounts for the assets and liabilities of the mjunicipalities

(b) that the municipality's assets and liabilities are valued in accordance with standards of
generally recognised accounitng practice; and

(c) that the municipality has and maintains a system of internal control assets and liabilities,
including as asset and liabilities register, as may be prescribed.

Nature

Retentions that were released and those for which a conversion from the amount being a retention
to a surety and thus do not qualify to be a retention liability of the municipality, were included in the
retentions register which was used in the preparation of the AFS.

Cause

This was due to the register not being timeously updated to ensure those projects whose
retentions have been released are taken off the register and also those whose retention need not
to be withheld by the municipality as the insurance company would have taken surety on the due
and faithful performance by the contractor.

Impact
This resulted in the overstated of the retentions liability by R689 838.42 incl VAT, and when
projected to the entire population, an overstatement of R1 787 497.11

Internal control deficiency

Financial and performance management: 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.
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Recommendation

It is recommended that management consider having controls in place that will allow and facilitate
regular updating of the register of retentions. e.g have the register information updated whenever a
recent payment certificate is received. Ensure the information per the most recent payment
certficate agrees with what is recorded in the register .

Management’s response

Management agrees to the audit finding; however, control measures will be implemented in terms
of reconciling to the most current payment certificates received to ensure accuracy and
completeness of retentions.

Internal Control in place

o Continuously review the payment certificate and register to update any changes.
e Reduce mid — year reviews to quarterly reviews of retention register.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 25 November 2022

Auditor’s conclusion
Management comments is noted and management agrees with the finding. The finding remains
and will be aggregated with other similar findings.

218



Management report of Chris Hani District Municipality

Planning
61. ISS.6-(Adjusted) COAF 05- AFS high-level review

Audit finding

Per MFMA 122 (1) every municipality and every municipal entity must for each financial year prepare annual financial statements which—

a.fairly presents the state of affairs of the municipality or entity, its performance against its budget, its management of revenue, expenditure, assets
and liabilities, its business activities, its financial results, and its financial position as at the end of the financial year; and

b.disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be prepared in accordance with generally recognised
accounting practice prescribed in terms of section 91 (1) (b) of the Public Finance Management Act.

Nature

We wish to highlight the following significant matters identified while performing a high-level review of the financial statements that were submitted
to us:

1. The cash paid to employees has been included in the cash paid to supplier's amount disclosed under the cash flows from operating activities in
the cash flow statement. Thus, the major classes of gross cash payments have not been disclosed in line with GRAP 2.19.

2. The following differences have been noted:

Statement of financial performance
Amounts per face Amounts per notes Difference
2022 2021 2022 2021 2022 2021
Restated Restated Restated
Actuarial gain/loss 15116 155 |- 1694878 | 8949115 - 1694 878 6 167 040
Cash flow statement
Amounts per face Amounts per supporting workings Difference
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2022 2021 2022 2021 2022 2021
Restated Restated Restated
Sale of goods and 1643773 700 1608 304 425 | 1727 434 873 1703145927 |- 83661173 - 94 841 502
services
Suppliers - 1220338751 |- 1100323544 |-1220355265 |- 1100 323544 16 514 -
Current year comparative VS prior year audited
Statement of Amounts per face Difference Amount per prior Total difference
financial Position [~ rent year AFS | Amount per prior period error note
comparative year adjusted AFS 40
amount
Payables from 277 492 917 271 056 313 - 6 436 604 5903 146 - 533 458
exchange
transections
Statement of Amounts per face Difference Amount per prior Total difference
Financial Current year AFS Amount per prior period error note
Performance comparative year adjusted AFS
amount
Bulk purchases - 35281573 |- 33625187 1 656 386 - 2196 386 | - 540 000
Loss on disposal of | - 197 984 - 6 203 191 781 - 1688 675 - 1 496 894
assets and liabilities

Cause
This is due to inadequate review processes of the annual financial statements by management and those charged with governance.

Impact

The findings result in a:

1. limitation of scope that could result to material misstatements being reported, and
2. non-compliance with the requirements of GRAP 2.19.

'l
v
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Internal control deficiency

Financial and Performance Management: Prepare regular, accurate and complete financial reports that are supported and evidenced by reliable

information.

Recommendation

Management should perform thorough review of the financial statements to ensure that the amounts per the face of the financial statements agree
to the amounts per the notes and supporting schedules, that the changes to the comparative amounts reconcile and that disclosures are in

compliance with the rquirements of GRAP.

Management’s response

Statement of financial performance

Description

Management response

Actuarial gain/ loss

Management noted the auditors finding. The error was identified in the note when typing
there are figure that was incorrectly typed, and the extract note is corrected. The second
error was noted that there was no movement on the current liabilities. Attached the
corrected extract statement of financial position and note 10.

Bulk Purchase

Management noted the auditors finding the error was on the typing the prior period error
note. It identified that there was a misallocation of the vote instead of contracted service
outsource. There is no restatement on the bulk Purchase. Attached the corrected
extract note 40.

Loss on disposal of asset and liabilities

Management noted the auditors finding the error was on the typing the prior period error
note. Attached the corrected extract note 40.

Cash flow statement

Management noted the auditor findings, the cashflow was incorrectly captured in the working paper calculation there were duplication of formula.
The attached working is corrected, and the Cash flow statement will be adjusted during the adjustment to allow all errors that will be raised be

corrected.

0
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The following will need adjustments

o Split of Sale of goods and grants
o Split of Employee cost and Suppliers

e Correction of interest to reduce interest on debtors

statement of financial Position

Payable from exchange transaction: Management noted the auditors finding the retention was
omitted amounting to R533,458 on the prior period error note. Attached the corrected extract note
40.

During the correction of bulk purchase, note 40 narration or process followed was short fall on
some items that were supposed to be crafted as below:

o Debt Impairment

e General expense

e Vat Payable

¢ Receivable from non — exchange transaction
¢ Receivable from exchange transaction

e Inventory

e Operating lease

e Service Charge

Employee cost was removed in the note reason being that there was no correction made.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 13 September 2022

Auditor’s conclusion

Management’s comments together with the attached extracts of the financial statements and
calculations have been noted. As the responses refer to the corrected/adjusted financial
statements, the findings remain and will be resolved once the adjusted financial statements are
received.

After receiving the adjusted AFS the corrections were assessed, and there were no further issues
noted. The issue will still be part of the management report as the internal control deficiency still
exist, and management need to implement controls to avoid the finding from recurring in the
following financial period.
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Procurement and Contract Management
62. ISS.10-COAF 10 - PPR: Points not calculated correctly

Audit finding

Regulation 6(4) of PPPFA states that, a tenderer failing to submit proof of B-BBEE status level of
contributor or is a

non-compliant contributor to B-BBEE may not be disqualified, but-

(a) may only score points out of 80 for price; and

(b) scores 0 points out of 20 for B-BBEE.

Nature
The following supplier was awarded 20 points for BBBEE even though the certificated submitted
stated that the supplier status is non-compliant.

COMPANY RFQ NUMBER DESCRIPTION AMOUNT
NAME (R)
IDEXX RFQ: 8/2/66/2021- | WP200118 GAMMA IRAD COLILERT 18 200 PACK FOR 179 917,29
LABORATORIS | 2022 WATER QUALITY
(PTY) MONITORING
LTD

Cause

This is due to improper review of the bid documents submitted by suppliers.

Impact
This non-compliance will result in irregular expenditure of R179 917.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations.

Recommendation

Management should ensure that the documents submitted by suppliers are thoroughly reviewed
and evaluated and that the points from which suppliers are selected are correctly calculated in
accordance with PPPFA.

Management’s response

Management notes the finding. Management currently reviews all the RFQs to check the validity of
all the compliance documents and will adjust the Irregular expenditure disclosure note accordingly.
RFQs will be checked by contracts management for compliance with relevant SCM prescripts
before the approval by Senior Manager: SCM as an internal control.

Name: Christopher Mapeyi
Position: CFO
Date:12 October 2022
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Auditor’s conclusion
Management response is noted and management agrees with the finding. Therefore the finding
remains.

63. ISS.12-COAF 10 - PPR: Minimum qualifying score for functionality was not stated on
tender document

Audit finding
Regulation 5 of PPPFA states that;
(1) an organ of state must state in the tender documents if the tender will be evaluated on
functionality.
(2) The evaluation criteria for measuring functionality must be objective.
(3) The tender documents must specify-
(a) the evaluation criteria for measuring functionality;
(b) the points for each criteria and, if any, each sub-criterion; and
(c) the minimum qualifying score for functionality

Nature
The minimum qualifying score for functionality for the RFQ below was not stated on the bid notice
and the terms of reference

COMPANY NAME RFQ NUMBER DESCRIPTION AMOUNT (R)
HIS INFORMATION RFQ: 8/2/150- DEVELOPMENT OF 199 985,00
2021/2022 CHDM
DEMOGRAPHIC

Cause
This is caused by improper review of the information requested on RFQs before an advert is
posted on the municipality's website.

Impact
This non-compliance will result in a control deficiency and non-compliance with PPPFA.

Internal control deficiency
Financial and performance management: Review and monitor compliance with applicable laws and
regulations

Recommendation

Management should thoroughly review the requests for quotations and all the minimum qualifying
criteria including functionality requirements that are stated on each request to ensure compliance
with the treasury requirements and reduce the incurring of irregular expenditure.

Management’s response
Management notes the finding. This is purely an oversight from management, based on the full
population, this was the only error which clearly demonstrate an oversight. This also confirms the
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review processes that exists in the municipality on the prequalification criteria that are implemented
by management.

As part of internal control, all RFQs will be checked by contracts management for compliance with
relevant SCM prescripts before the approval by Senior Manager: SCM.

Therefore, the review processes will be further strengthened top ensure that the finding is not
repeated, and this will address any compliance deficiency.

Name: Christopher Mapeyi
Position: CFO
Date:12 October 2022

Auditor’s conclusion
Management response is noted and management agrees with the finding. Therefore the finding
remains.

64. ISS.32-COAF 13 - Contract management: SCM Control deficiency.

Audit finding

In terms of Section 116(1)(a) of the MFMA states that 116. (1) A contract or agreement procured
through the supply chain management system of a municipality or municipal entity must—

(a) Be in writing;

(b) Stipulate the terms and conditions of the contract or agreement, which must

Include provisions providing for—

(i) The termination of the contract or agreement in the case of non- or underperformance;

(i) Dispute resolution mechanisms to settle disputes between the parties;

(i) A periodic review of the contract or agreement once every three years in the case of a contract
or agreement for longer than three years; and

(iv) Any other matters that may be prescribed.

As per Section 62 (1)(c)(i) of the MFMA states that, the accounting officer of a municipality is
responsible for managing the financial administration of the municipality, and must for this purpose
take all reasonable steps to ensure that the municipality has and maintains effective, efficient and
transparent systems of financial and risk management and internal control.

As per Section 62 (1) (b) of the MFMA, states that the accounting officer of a municipality is
responsible for managing the financial administration of the municipality, and must for this purpose
take all reasonable steps to ensure that full and proper records of the financial affairs of the
municipality are kept in accordance with any prescribed norms and standards.

Nature

During the Audit of contract management documents submitted the following Contracts Agreement
and contract data under form of offer and acceptance was not dated as to when it was signed
internal control deficiency.

Contract Number Description Contractor Tender amount
(R)
8/3/16-2021/22 CLUSTER 4 WATER SUPPLY BACKLOG | SIME HOLDINGS (PTY) 5508 949,94
PROJECT NCORA FLATS INTERIM LTD JV PALAM TRADING

SCHEME: SUPPLY AND RETICULATION | (PTY)LTD
OF MGABABA-A (KUNOBOPA) VILLAGE
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Cause

The cause of the above is due to a lack of controls over the maintenance of financial information
and the lack of management exercising oversight to ensure that contract data is signed by the
delegated persons and dated.

Impact
The impact of the above finding is which will lead to internal Control deficiency for the municipality.

Internal control deficiency

Financial/Performance management: 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

Recommendation

Management should ensure that the requested information is submitted and submitted on time as
agreed in the engagement letter and also ensure that documents are dated when signed and
acceptance letters are dated.

Management’s response

Management notes the finding and agrees with it. The Municipality will ensure that when the MM
signs he puts the date. Based on the revisited population, management ensured that all
documents are signed with the date. Management will further strengthen the administrative
controls on the date and signature.

Name: Christopher Mapeyi
Position: CFO
Date: 19 October 2022

Auditor’s conclusion
Management response and agreement is noted, the finding remains.

- 226



Management report of Chris Hani District Municipality

Provisions
65. ISS.80-COAF 46: Provision - Limitation of scope

Audit finding

MFMA 74(1) The accounting officer of a municipality must submit to the National Treasury, the
provincial treasury, the department for local government in the province or the AuditorGeneral such
information, returns, documents, explanations and motivations as may be prescribed or as may be
required.

As per GRAP 1 (17) Financial, statements shall present fairly the financial position, financial
performance and cash flows of an entity. Fair presentation requires the faithful representation of
the effects of transactions, other events and conditions in accordance with the definitions and
recognition criteria for assets, liabilities, revenue and expenses. The application of Standards of
GRAP with additional disclosures, when necessary, is presumed to result in financial statements
that achieve a fair presentation)

GRAP 19(17) a provision is a liability of uncertain timing or amount.

GRAP 19(17) A contingent liability is:

(a) a possible obligation that arises from past events, and whose existence will be confirmed only

by the occurrence or non-occurrence of one or more uncertain future events not wholly within the

control of the entity; or

(b) a present obligation that arises from past events but is not recognised because:

(i) it is not probable that an outflow of resources embodying economic benefits or service potential
will be required to settle the obligation; or

(if) the amount of the obligation cannot be measured with sufficient reliability.

Grap 19(21) A provision shall be recognised when:
(a) An entity has a present obligation (legal or constructive) as a result of a past event;

(b) It is probable that an outflow of resources embodying economic benefits or service potential will
be required to settle the obligation; and
(c) A reliable estimate can be made of the amount of the obligation.

Nature

Management was requested to provide a breakdown relating to R2 647 442,89 relating to
Zanamanzi that was presented and disclosed as provision. Management could not provide the
requested breakdown, however they provided a suport for R23 681 610,43, with 7% increment. It
was further confirmed that this amount is already included under Contingent liabilities and is
supported by legal confirmations from external lawyers. Management could also not be able to
state if the R2 647 442,89 is also included in this amount. Therefore we have a limitation of scope
and can not confirm the provision of R2 647 442,89.

Cause
The cause of this is due to a lack of controls over the recording and maintenance of financial
records.
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Impact
This has resulted to a limitation of scope and overstatement of provision by factual amount of R2
647 442.

Internal control deficiency
Financial and performance management: Prepare regular, accurate and complete financial and
performance reports that are supported and evidenced by reliable information

Recommendation

Management should ensure that there are proper controls over the recording and maintenance of
financial records. These should also be independently reviewed by senior official to ensure that
they are properly classified. Management should ensure that Annual Financial Statements
complied with GRAP.

Management’s response
Management agrees with the auditors finding.

The agreement is based on the inadequate information to support the entire R2,647,442.00 that
was disclosed under provision.

Management obtained the list of invoices of Zanamanzi through a court proceeding after the
development of the AFS. Subsequent to the submission an analysis was commissioned to validate
the invoices from the claim of Zanamanzi as a contingent liability. The analysis looked traced the
purchase order numbers against the invoices as well as the payments made for the previous years
from 2014/15. The analysis was to adhere to GRAP 19 (7) and 21 provisions especially possible
and present obligation as well as the reliable estimate.

Management will correct and adjust the following:

1. Provision: will be reduced by R 2 ,647,442.00

2. Contingencies already disclose R23,681,610.43 as capital claim and the contingency
liability of R25m.

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 16 November 2022

Auditor’s conclusion
Management response is noted and management agrees with the finding

Management has indicated that they obtained the list of invoices of Zanamanzi through a court
proceeding after the development of the AFS and an analysis was commissioned to validate the
invoices from the claim of Zanamanzi as a contingent liability. However this was not provided to the
auditors in order to prove that the R 2 ,647,442.00 in question is included as part of R25 million
disclossed as contingent liabilities. Therefore the finding remain as a limitation.
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Receivables

66. ISS.40-COAF 18- Receivables from non-exchange transactions: Balances not
assessed for impairment

Audit finding
Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business activities,
its financial results, and its financial position as at the end of the financial year; and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of
section 91 (1) (b) of the Public Finance Management Act.

GRAP 104, paragraph 57 states that An entity shall assess at the end of each reporting period
whether there is any objective evidence that a financial asset or group of financial assets is
impaired. If any such evidence exists, the entity shall apply paragraphs .61 to .63 (for financial
assets carried at amortised cost) and paragraph .64 (for financial assets carried at cost) to
determine the amount of any impairment loss.

Nature
The following balances of receivables from non-exchange transactions were not assessed for
impairment during the current financial period and the comparative:

No. Receivables from 2022 (R) 2021 (R) Auditor's
non-exchange considerations
1 Sundry receivables 6 427 679,00 6 427 679,00 | The balance is more
than four years old.
2 Local Municipalities 2 000 004,00 2 000 004,00 | Per enquiry with the

municipality, the
municipality last paid in
2017/18.

Total 8 427 683,00 8 427 683,00

Cause
This is due to inadequate review processes of the annual financial statements by management and
those charged with governance.

Impact
The finding results in non-compliance with GRAP requirement for impairment of financial assets.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.
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Recommendation
Management should perform thorough review of the financial statements to ensure that the
financial assets are assessed for impairment at the end of each reporting period.

Management’s response

Management Disagrees with the Auditor’s finding

Municipalities and government institutions are categorized with regular payers (category A) which
according to the CHDM Credit Control and Debt Collection Policy are excluded in the assessment
for impairment as they are deemed to be able to pay and are expected to settle the amounts they
owe.

Name: Christopher Mapeyi
Position: Chief Financial Officer
Date: 18 October 2022

Auditor’s conclusion

Management disagrees with the finding. The following paragraphs were noted from the approved
credit control and debt collection policy of the municipality:

10.1. An assessment of consumer debt will be made at the end of the financial year in order to
determine possible impairment.

10.2 The process in the determination of the amounts deemed to be impaired at financial year end
involve an analysis of each debtor in order to determine the extent to which debtors have defaulted
on payments already due, and an assessment of their ability to make payments. The debtors will
be classified into one of three categories, namely:-

e Category A- Regular payers, government accounts, consumers with amounts owing not
older than 60 days and consumers with arrangements that are up to date.
Management comment is not per the credit control and debt collection policy, it focuses on

receivables noted on the finding being the government debtors, and the ability to pay. Per the
credit control and debt collection policy, the process in the determination of the amounts deemed
to be impaired at financial year end involve an analysis of each debtor in order to determine the
extent to which debtors have defaulted on payments already due, and an assessment of their
ability to make payments.

The finding therefore still stands and will be reported in the management report.
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Revenue

67. ISS.8-(Adjusted) COAF 07- Equitable share: Revenue recognised on receipt of funds

and not accrual basis

Audit finding

Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—

1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business activities,
its financial results, and its financial position as at the end of the financial year; and

2. disclose the information required in terms of sections 123, 124 and 125.

(3) Both annual financial statements and consolidated annual financial statements must be
prepared in accordance with generally recognized accounting practice prescribed in terms of

section 91 (1) (b) of the Public Finance Management Act.

GRAP 23, paragraph 44 states that An inflow of resources from a non-exchange transaction
recognised as an asset shall be recognised as revenue, except to the extent that a liability is also

recognised in respect of the same inflow.

Nature

Equitable Share

1. The municipality recognises equitable share when receiving the tranches of the equitable
share and not per the DoRA allocation.

2. The following difference was identified between the recognised amount, and the allocated

revenue:

No |[Period |Vote number Credit Amount Amount per Difference
Dora/SLA/grants | between
schedule recorded and

amount per
DoRA allocation

1 202107 |15051179100P12772ZZWD | 250 259 000,00 600 621 000,00 - 52 000,00

2 202112 |15051179100P12zZZZWD | 200 155 000,00

3 202206 |15051179100P1z77zZ7ZWD | 150 155 000,00

600 569 000,00 600 621 000,00 - 52 000,00
Cause

This is due to inadequate review processes of the annual financial statements by management and

those charged with governance.

Impact

The findings result in an understatement of the equitable share by R52 000, and the control
deficiency of recognising the revenue on cash basis rather than the accrual basis.
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Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation
Management should ensure that the unconditional grant is recognised on accrual basis as required
by GRAP.

Management’s response
Management notes the internal control deficiency raised by the Auditor-General. A monthly grants
reconciliation will be strengthened to ensure that grants are recognized on accrual basis.

Management agrees with this audit finding. A journal to reduce the unspent conditional grant
liability vote and increase the Equitable Share vote by R52 000 is proposed.

Internal Control

Management will revise the recognition of the equitable share and the difference will be dealt
immediately on trenches received

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 04" October 2022

Auditor’s conclusion

1. Management noted the finding, and through further engagements it was noted that
management is in agreement with the finding. Management proposed to implement the internal
control of recognising the equitable share. The internal control to be implemented will be
assessed in the following financial period. The internal control deficiency for the current year
remains, and will be reported in the management report.

2. Management agrees with the finding. The proposed journal was assessed, and there were no
further findings noted. Proposed journal can be processed as there were no issues noted, the
final conclusion will be provided after receiving and assessing the adjusted AFS.

After receiving the adjusted AFS the corrections were assessed, and there were no further issues
noted. The issue will still be part of the management report as the internal control deficiency still
exist, and management need to implement controls to avoid the finding from recurring in the
following financial period.

68. ISS.11-(Adjusted) COAF 07- Government Grants and subsidies: Issues on note 19
Audit finding

Per MFMA 122 (1) every municipality and every municipal entity must for each financial year
prepare annual financial statements which—
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1. fairly presents the state of affairs of the municipality or entity, its performance against its
budget, its management of revenue, expenditure, assets and liabilities, its business
activities, its financial results, and its financial position as at the end of the financial year;
and

2. disclose the information required in terms of sections 123, 124 and 125.

GRAP 23, paragraph 44 states that An inflow of resources from a non-exchange transaction
recognised as an asset shall be recognised as revenue, except to the extent that a liability is also
recognised in respect of the same inflow.

GRAP 23, paragraph 115 (b) states that An entity shall disclose either on the face of, or in the
notes to, the financial statements that the amount of receivables recognised in respect of non-
exchange Revenue.

Nature

1. The following note 19 narration for Municipal Disaster Grant and Municipal Disaster Recovery
Grant is not relevant to the users if the financial statements:

¢ “Provide explanations of conditions still to be met and other relevant information.”
2. MIG overspending is not fairly presented. The municipality overspent in 2021/22 financial

period by spending on 2022/23 projects, however, the municipality presented the unspent
portion of R56 680. The following difference is therefore noted:

MIG Balance per Note 19 of the AFS R56 680,00

Recalculated MIG Balance of Note 19 of the AFS (R5 228 202,00)

Difference R5 284 882,00
Cause

This is due to inadequate review processes of the annual financial statements by management and
those charged with governance.

Impact
The findings result in a:

1. Control deficiency that affects the management report as an administrative matter.

2. Overstatement of unspent conditional grant, and receivables from non-exchange by
R56 680, and non- compliance with GRAP 23 in terms of incorrect presentation of the note
information.

Internal control deficiency
Financial and Performance Management: Prepare regular, accurate and complete financial reports
that are supported and evidenced by reliable information.

Recommendation

Management should perform thorough review of the financial statements to ensure that the
narrations are relevant to the users and include information that is valid, and that disclosures are in
compliance with the requirements of GRAP.
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Management’s response

Management notes the Internal Control Deficiency raised by the Auditor-General. The review
process will be allocated more time to ensure that submitted information is supported by reliable
information.

Management agrees with this audit finding. The MIG opening balance amounting to R56 680 will
be offset against the MIG Debtor that is raised and management proposed the additional debt
raised as revised per WIP and General ledger.

Attached is the proposed journal

Internal Control in place

e Grant recognition will be improved on monthly basis to avoid the discrepancies during
2022/23 and retention will be moved in recognising half year to quarterly basis

Name: C. Mapeyi
Position: Chief Financial Officer
Date: 04 October 2022

Auditor’s conclusion

1. Management did not provide response to the finding, and through further engagements with
management. Management is in agreement with the finding and will correct on the adjusted
AFS. The final conclusion will be provided after receiving and assessing the adjusted AFS.

2. Management did not provide response to the finding, and through further engagements with
management. Management is in agreement with the finding and will correct on the adjusted
AFS. The final conclusion will be provided after receiving and assessing the adjusted AFS.

3. Management agrees with the finding. The proposed journal was assessed, and there were no
further findings noted. Proposed journal can be processed as there were no issues noted, the
final conclusion will be provided after receiving and assessing the adjusted AFS.

After receiving the adjusted AFS the corrections were assessed, and there were no further issues
noted. The issue will still be part of the management report as the internal control deficiency still
exist, and management need to implement controls to avoid the finding from recurring in the
following financial period.
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Transfer payments

69. ISS.69-COAF 39 - Transfers and subsidies - completeness misstatements

Audit finding

As per MFMA 62(1)(c)(i) The accounting officer of a municipality is responsible for managing the financial administration of the municipality, and
must for this purpose take all reasonable steps to ensure that the municipality has and maintains effective, efficient and transparent systems of
financial and risk management and internal control.

GRAP 1.(17) Financial statements shall present fairly the financial position, financial performance and cash flows of an entity. Fair presentation
requires the faithful representation of the effects of transactions, other events and conditions in accordance with the definitions and recognition
criteria for assets, liabilities, revenue and expenses. The application of Standards of GRAP with additional disclosures, when necessary, is

presumed to result in financial statements that achieve a fair presentation.

Nature

During the testing of the completeness of transfers and subsidies, the following differences were noted between the amounts per the financial

statements and the amounts confirmed to be received by the beneficiaries:

Details per annual financial statements Details per external confirmation Misstatements
No. Beneficiary Amount (R) Beneficiary | Amount received (R) | Difference between Type of
recorded and misstatement
recalculated amount (Disagreement or
(R) Limitation)
1 Cooperative 2 500 000,00 Cooperative 4 900 000,00 (2 400 000,00) | Disagreement
Development Development
Centre Centre
2 Engcobo 1 856 946,00 Engcobo 1 000 000,00 856 946,00 Disagreement
Subsidy Subsidy
3 Chris Hani 29 074 470,00 Chris Hani 24 000 000,00 5074 470,00 Disagreement
Development Development
Agency Agency
“c-‘:‘
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Cause
This is due to management not performing thorough reviews of the payee name per the payment voucher and the general ledger to ensure that all
transactions are recorded under the correct vote.

Impact
This results in a factual understatement in transfers and subsidies of R3 531 416.

Internal control deficiency
Financial and performance management: Implement controls over daily and monthly processing and reconciling of transactions.

Recommendation
Management should perform thorough reviews of all expenditure incurred and payees of the expenditure to ensure that all transactions in the

general ledger are recorded in the correct vote.

Management’s response

No Beneficiary Amount Beneficiary Amount received Management response
1. Cooperative Development 2 500 000 Cooperative Development R 4 900 000 Management agrees with the
Centre Centre auditors finding on CHDA

confirmation however the district
municipality paid R2,5m on the
CDC budget vote hence it disclose
separate and R2,4 paid under
CHDA budget vote. Management
request to adjust the note of the
annual financial statement by
including CDC under CHDA not
disclose separate.

Engcobo Subsidy 1 856 946 Engcobo Subsidy R 1000 000 Management agrees with auditor
findings, an amount of R856
946.00 was erroneously paid under
Engcobo vote instead of Chris Hani
Development agency vote.

0
iy

236



Management report of Chris Hani District Municipality

Agency

Agency

No Beneficiary Amount Beneficiary Amount received Management response
Management request to adjust the
vote for CHDA.

Chris Hani Development 29074 470 Chris Hani Development R 24 000 000 Management agrees with the

auditor’s findings on CHDA
confirmation however the district
municipality use one vote to pay all
funds that relate to CHDA for all
below projects.

e R24m for Subsidy
e R2m for Komani Industrial
e R4,9m for CDC

e R6m for Economic
Infrastructure
Management request to adjust the

note of the annual financial
statement by including CDC under
CHDA not disclose separate.

Name: C. Mapeyi

Position: Chief Financial Officer

Date: 10 November 2022

Auditor’s conclusion
Management’s comments together with the submitted schedule of amounts paid have been noted. Based on the assessment made of the
submitted document together with the general ledger, noted that the amount of R2 500 000 (which has been recognised separately in the
financial statements) was in relation to the operational grants paid to the CDC and the amount of R2 400 000 was in to CDC operations
included as part of payments made to the CHDA and thus included as part of the CHDA subsidy amounts. Therefore, the finding has been

1.

resolved.
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2. Management’'s comments together with the correcting journal have been noted. Based on the assessment of the journal and its supporting
documentation, noted that an amount of R1 000 000 has been processes as an adjustment although a finding of R856 964 was raised. This
resulted in a difference of R143 054. Therefore, the finding remains with an understatement in the Engcobo subsidy of R143 054.

3. Management’s comments together with the submitted schedule of amounts paid have been noted. Based on the assessment made of the
submitted document together with the general ledger, noted that the total payments made to CHDA were R30 173 913.04 (VAT excel.)
although and amount of R29 074 470 has been disclosed in the financial statements resulting in a difference of R1 099 443,04. Based on the
amount per the AFS and taking into account the above correcting journal. The finding remains with an understatement in the CHDA subsidy of
R99 443,04
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