AAAAAAAAAAAAAAA

Auditing to build public confidence

FINAL MANAGEMENT REPORT
NAMA KHOI LOCAL MUNICIPALITY

30 June 2020
Communicated to the accounting officer on: 31 March 2021

- "‘
g



Q“ébn‘
B

w
A U DITOR-GENERAL
Auditing to build public confidence SOUTH AFRICA

Management report

Nama Khoi Local Municipality

30 June 2020

CONTENT

Management report to the accounting officer on the audit of the Nama Khoi
Local Municipality for the year ended 30 June 2020..............cccucenreren 4

INTRODUCTION ......cotiimriacsimssmnmsemscesesssesssmsmsesmsmsesmessmsnsnssssmsosasmssssemssesnsnsssmssasasnsssnsssass 4
OVERALL MESSAGE.......cocoueieecmcesseressesesesmemsesmeasncnsnssmsasasssmssmssmssessmssesessassessmsmansars 7

SECTION T: Interactions with stakeholders responsible for oversight and
GOVEINANCE .....cecccscecemsesssmssssassssesssnssnsassrasasasasamsassasmssmssssn e smssmssssssmsasasmssenns 7

SECTION 2: Matters relating to the auditor's report.......cococcovvnnicicnsccsnicrnsmsnsanes 9

Audit of the financial SEAtEMENES ... e s st b snrans T
Matters to be brought to the attention of USers. ... 15
Unaudited diSCLOSUME MOLES..............c.oveee et semse s isssssss s st s s nesnnes. 19
Audit of the annual PerfOrMAaNCE FEPOT ... st sssssvessssssss s 10
Audit of compliance With legislation..........cc s 1
Ot INFOTTALION ..ot e AR bR bbb A e e b bbb bbb s 19
INEEINEAL CONEFOLS ..ot sssnen e sr s s bbb e st st s s O
Material irrEQULAMITIES ..o seereesreent st assses s sssess s e sere s et bbb bbbt senaes &4
DB FEPOIES .ot sess e seces s renr s bR AR BB s b bR SRR bR RS At S SR S R e 24
SECTION 3: Assurance providers and status of implementation of

commitments and recommendations..........ccccu e 25

Assessment of ASSUraNCe Providers ...t e s ess s e s sa st s 25

Status of implementing commitments and recommendations......... e, 27

SECTION 4: Specific fOCUS @reas...........uweemrmscrmenscnsmsmrmcmemsssamminensmssssssns sumsssssensessssnes 27

[T T Ty Lot =TT o1 U U VDI 27




A UDITOR-GENMNERAL

Auvditing fo build public confidence SOUTH AFRICA
Procurement and contract MAaNAGEMENE. ........c.cv.ue.ccor et eeeeeneceeameseese s esseees e sesseeeess s eeoes e 29
Fraud and conSequenCe MANAGEMENT ... ... ..eviveerecceeemessces s sessssse e sesssseeseesesesssseesseessse s eeeeessseeesseseeeen 33
LONAItIONAL GraANES .o vceueceeeceeer e er et s e sosessesssses s seses st e ssessensess e em e ere e s st eE e et s esmmeess e eeceee e 35

SECTION 5: Using the work of internal auditors...........coeeveeeeseeesnveceresensessensennes 36

SECTION 6: EMErging MISKS ....ccveuieeeeeerememsessesssmmsssssceesesssssscosemsemsmssessmmsasesssessssessesmes 37
Accounting, performance management/reporting and compliance matters.......ooreeeerrenn. 37

SUDSEQUENE BVENES. ..ot enesssesasstssemese s sest s eee s se s ssoss oo 3 B

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

FUBUE® et senmaenemss s st sceseonsensssseeessestesee e seee s s sessese s seeeenns 3T
SECTION 8: Ratings of detailed audit findings........................ T 39
SECTION 9: Conclusion.......ccccovuveeemecanae ennssesasm et sranea S — 40

Annexure D - Criteria developed from the performance management and reporting framework

...................................................................................................................................................................... 41

Annexure E: Assessment of internal controls .........coc.cceeeereeereeereeeecseessemsenesnns 44




Management report of Nama Khoi Local Municipality

Management reportto the accounting officer on the audit of the Nama Khoi Local
Municipality for the year ended 30 June 2020

INTRODUCTION

1. The purpose of the management report is to communicate audit findings and other key audit
observations to the accounting officer and to provide a summary of the material irregularities
and suspected material irregularities of which the accounting officer was notified. The report
does not constitute public information.. This management report includes audit findings
arising from the audit of the financial statements, performance information and compliance
with legislation for the year ended 30 June 2020.

2. The management report includes audit findings arising from the audit of the financial
statements, performance information and compliance with legislation for the year ended 30
June 2020. These findings were communicated to management and this report details
management’s response to these findings. The report includes information on the internal
control deficiencies that we identified as the root causes of the matters reported. Addressing
these deficiencies will help to improve the audit outcome.

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

« express an opinion on the financial statements

» express an opinion in the management report on the usefulness and reliability of the
reported performance information for selected development priority and report the material
findings in the auditor's report

« report on material findings raised on compliance with specific requirements in key
applicable legislation, as set out in the general notice issued in terms of the Public Audit Act
25 of 204 (PAA).

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

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

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

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

6. Please note that the information contained in these documents is confidential, privileged and
only for the information of the intended recipients. It may not be used, published or




redistributed without the prior written consent of the Auditor-General of South Africa (AGSA).
Any form of reproduction, dissemination, copying, disclosure, modification, distribution and/or
publication of this material is strictly prohibited. Should the information be used or processed
in @ manner that contravenes any laws in the Republic of South Africa, the AGSA is fully
indemnified from liability that may arise from such contravention.

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

o Status of the audit outcomes

» Status of the level of assurance provided by key role players
* Status of the drivers of internal controls

¢ Status of risk areas

* Root causes to be addressed

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

/ ¢ Unchanged / slight improvement / slight regression

/ 8 Regressed
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OVERALL MESSAGE

8.

10.

11.

12.

The audit outcome of the municipality has remained stagnant from prior year to the current
year. This is result of improper record keeping by management.

Irregular expenditure being incurred by the municipality remains high in the current year as it
has increased from prior year to the current year. This is mainly due to the lack of
consequence management and non-adherence with SCM prescripts.

In the financial statements that were submitted for audit, instances of material misstatements
and also non-compliance with the applicable legisiation and standards were identified. Some
of the non-compliance issues identified are a repeat of the prior year non-compliance
paragraphs that were reported in the prior year.

Improper record keeping was also identified in the current year. This is a mainly due to lack of
management oversight and improper record keeping by the municipality.

The financial health of the municipality remains concerning in the current year as this has not
changed from the assessment of the financial health of the municipaiity in the prior year. This
is mainly due to the municipality not being able to settle their debts as they become due. The
financial health assessment conducted clearly indicated that the municipality is exposed to a

cash flow risk which may alternatively affect its ability to delivery on service delivery.

SECTION 1: Interactions with stakeholders responsible for oversight and
governance

13.

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

Koy 8taimhm Purpose of interaction ﬁdumhm of !
: | interactione

Munigipal counctl Audit report discussion 0

Municmpal public accounts - No interactions 0

committee

Mayor ‘ Initial engagement meeting with auditee to discuss | 3

| engagement letter and audit strategy as well as
unfolding of audit process.

Submission of the annual financial statements and
annual performance report to the Auditor General
of South Africa.

Discussion of the draft audit report

Municipal manager ' Initial engagement meeting with auditee to discuss | 8

engagement ietter and audit strategy as well as
unfolding of audit process. Further meetings in
regard to audit progress, matters to be followed up
and audit challenges including COVID 19 matters




Management report of Nam Khoi Local Municipality

Key stakeholder Pur-pose of interaction o
| Interactions
Audit commitiee ! Initial engagement meeting with auditee to discuss | 1

i engagement letter and audit strategy as well as
unfolding of audit process.

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

o Critical areas that to be urgently addressed by the municipality

« Actions that needs to be taken by the municipality to address communication of audit
findings

» Improvements in the internal control environment with the objective of achieving an
improved audit outcome

o Challenges in relation to the impact of COVID 19

o Challenges in relation to the impact of IT virus

15. No stakeholders made specific commitments to implement initiatives that can improve the
audit outcome.




uoijejuasald paisedaud Ajo)eudordde sjusjeainba
996 9/2 LS ON | jou uopeijiouodsl jueg - sjus|eainbs yseo @ ysed y¢ L Ssl ysed pue ysed
S]OSSE JUalIng
91 dVHO Yum souepioooe ul pajonpuoo jou Auedosd
|eonoesdw) [eonoeaduy SBA JusuwisaAul Jo uonenjes :Ausdoud Jueunsaau] gy SS) Auadoud Jusunsaau|
paLLu0D 84 Jou pinos JaisiBal Auadoid
69c 2iF e ON | Juaunseaul jo ssauslejdwo) -Auadosd Juswiseau| :9zZ' QS| Auadoid Jusunssay|
pliea
jou sjesodsip Auedoud Juew)saaul -aoueydwod) ZoL SSI
pauiyuoo aq Jou pjhoo Apadoud
[eajioridw| ON 3} 0} uonebliqo pue sybry -Auadoud Jusunssau| (FzZSs] Auedoud Juswysaau]

S]9SSEe JUSLIND-UON

paioaLIod Jou SJUSLLIBIE}SSU [RLIDIel

Jeak snolaa.d
- |

weduy -

L joeduy

- 1eekjusmno .

Cu ;

£

S mek ¢
loud uy pasnooQg

.

'

o wey
JBUIDIEYS |EloURY] ]

Buipuiy
WBLSMEsiY feUaTyy

ledioluniy 8y} jo 2z uoljoes yym eoueidwoo-

‘SjuSLus]e]s [eloueuy ey uo uouido paiiienb sy 4o} SISBQ S} LLLIOJ PSJISLIOD JOU SI1SM JBY) SJUSLLSBSSIW Sy "/ |

"(VW4I) 1oV juswabeuely esueul4

Uou sjnjsuoo osje sjuswaje)ssiw [eusjew 3say ] JoAU0D [eusaul Jo wajsks s Aljedioiuniy

sy} Aq pejoaep Jo pajusaald Jou B19M SJUBLWILIEISSIW 858 | “JPNE By Buunp sjuswsie)s [eloueul sUY) Ul SJUSLUSIEISSILU [BLISRL PBYRUSPI SAA 91

SJUBWa}L]S |1oURUY 3Y) JO Jipny

Modal s Jo)ipne ay) 03 bunerad ssenep iz NOLLDIS




01

266 881 seA | ojewnse U Jobeuely ggs - spiemy a0neg Buo gL 'SSI sjysuag avkoidwg
a39|dwosu) pieme
aoines Buo) Joy elep aseq - sjieuag 9afodw] | 1SS
[eonoeadw| leonoeadul] SOA Bjep eseq Uo uoyelwi - spjeusq asAoidwg (oLL SSI sjijouaq ealoldwg
pawijuod aq jou pinod JajsiBal
als ||ypue| Jo sseusialdwod) (19SSE alnjonysell] (ge SS|
Aoljod Bununoosoe ay) Yym SoUeplodoe Ul
10U 8IS [|4pUB] JO) SBAl| [NJaS[ -lesse aunjonsedu| :0ESS|
pus JeaA e panea
AJ9lelnooe Jou Jasse |[ypue jjesse ainonJselu| 18z SSl
a|npeyos Buuoddns o}
[eonoesdu) [eonoesdw| SOA saJbe J0U saop §4Yy Jad ays [[UPUET - SUOISIACIH (99| SS| SLIOISIAOLH
s2N)|IGe]| JUSLND-UoN
peyoepe sjuswnoop Huoddns
ou pue [eRiyo pajebsjap Aq peacidde Jou sjewinop suonoesuel) abueyoxa
ZrlL 20l 8 ON - suojjpesuel) afuueyoxa-uou Sa|gealanay 191 SS| - UOU WoJj S9|GeMaday
payoene sjuswnoop Bupoddns ou pue [eloo pajebajep suopoesuel) abueyoxe
180 90€ £1 ON Aq peacidde jou s|guINOr - S8|QBAIZ09Y GOL SSI Wwol} se|qesasay
S)USWSE)S pue suonoesuel) abueyoxs
£1L86Z8 ) ON sisAjeue abe usamiaq sasusiayi( - SP|qeAI9daY 051°SSI oy} se|qealsosy
suofjoesuel} abueyoxe
LZ0 Q0% ZEL ON POIJLIDA JOU BDUSISIXS 5J0)(ap - SO|EAIA09Y (LGl SSI wol se|gqeasaay
Jeak snolaaxd Jedh JWelno 3
Y] b Jeak wayj
Joud uir paundag Suiputy JUSLIDIE]S [BlouBUl]
Joedw) Joeduy) B UINRISSIU [SLDIEN




11

)

P

payiwgns jou

suojoesues
abueyoxe wol)

vleooe ON | sjudwnoop Guieddns sjeuinor - sejqeied spel] $91°SS| | se|qeied Jayjo pue apet]
suonoesues
paniwgns jou Juawslels abueyoxs wo.l)
L69 09Z SO s19||ddng [enpialpu| - sWwa)| oyoeds - sa|qeded £c L'SSI | se|qeded isyjo pue spel |
suoioesUe.)
so|qeied se papnou abuelyoxa woly
€0 /61 ON usaq aABY pinoys jey) sjunowy - sajqeAed :2/1'SS| | salqeked Jayjo pue spes|
suooesues
so|qeAed se papnjoul abueyoxa wo.y
¥ZS G6O ON uaaq 8Aey pInoys Jey) sjunowy - sajqeded ;12 |'SS] | seiqeded Jayjo pue epe.|
suoljoesuel]
payoene afbueyoxa wouy
Z66 021 G ON Jou Juawanels s Jeliddng - sajqedey ape.] :gyL'SS| | ssiqeded Jayio pue apel 1
suoljoesues
payoeye sjJuawnoop abueyoxs wou}
00 006 L ON Buipoddns 1o saojoAul ON - s|ewInor ss|qeAed GL 1 SS) sajqeAed Joy)o pue epel |
SUO|JoBSUR))
S4V pue e|npayss abueyoxa wouy
#Ov 121 ON Buipoddns usamjaq sasualaylq - se|qeked :G6'sS| sajqeded Joyjo pue apel)
suonoesues
Hpne 10} PSJIWIGRS 10U S8|NPayYos abueyoxa woly
250286121 OoN Buoddng - sejqeded Jeyjo pue epel] :g6'ss| [0 1D] | selqeAed Jayjo pue apel]
sajiqel] Juaung
Jeah snowesd - . - eeh Juauno g
BT Y| T resk wiall
T e - Jod uj paunaoQ Buppuyg . JuBLLIBIES [e[ouRUL
Cyedwy - | . joedun WswEISSIL [2UBiE




(4!

[(elo)eL sejel Auadoud pue sebieyo soines | ebueyoxs pue abueyoxa
1nqg ajqeuiuenbun oN Joj syjuow g1 Joj pabieyo jou Jojgaq - snusasy . SS| ~UQU WOL) SNUSASY
[elalew sojel Aledoud pue sableyo eolnes
nq ejgeyuenbun oN Jo} syjuoww Z| Joy pebieyd jou Joigeq - anuaAasy 2 'SS| | ebueyoxe wouy enuassy
payoeje sjuewnaop Buoddns ou pue [eioyo | sBueyoxe pue sbueyoxa
Ge6 /96 1L ON paleBajep AQ paaoidde J0U S[eunop - enuaasy | L6'SSI -UOU IO} BNUaASY
abueyoxe pue abueyoxe
Zrs 08t | ON a19|dwoo jou uoneondde uabipu] (68" SS] -UOU LUOJ) enUBADY
abelamag — sefiieys saolAlas o} palyjuapl suoljoesuel)
&6b2 IS0 L1 ON abuasayIq - uoloesues} 9BUBUOXS LY SNUSASY 99°SS| | SBUBYOXD WoJ) anusAsy
asnjoy — sebieys sadIAISS 10} palijuapl suojjoesuel)
196 ¥ZF 8 ON aoualayi( - uoijoesuel) 9BUBLOXS L0 ANUSASY :G9'SS] | 8BUBYOXS WO} SNUSAdY
Jspepn — sefileyo sedialas Jo) palyuspl suonoesuel)
0909019 1 ON aoueJe)i( - UOiOBSUEL) 8BUEBLOXS WOJ) aNUSARY ¥9'SS| | ©buBLOXa WOl SnueAsy
spodey Bulg pue o ayj usamlaq paiyuap suoloesuURl)
600 S9S § ON aoualayiq - uolioesuel) eBuBUOXS WO BNUIASY :L1'SSI | 9BUBYOXS Wol) enusiay
anuaAsy
suoljoesuel)
sjUNoWe juawslers abueyoxa woly
ebS 109 L oN yum eaibe Jou op sjunowe sajqeled sejqefed ;6L 'SSI | selqeded Jalpo pue spel)
SUONOBSUE.)
panlugns jou abueyoxs woll
PrS 96Z 2 ON sjuswinoop Bunioddns sjeulnor - sejeAed epel) 'G91°SS| so|qeled Joyjo pue apel|
Jeal snonsud Jealh Jua.ing | ‘
Y| b | Jeak wajl
Joud ul palunsoQ Buipuiq juaLleje]ls jeraueuly
yoedu] yoedw) JUSWINEISSIW [ELiSIEW B




£l

Juswaje)ssiw GZl uoloss
288 8¢e8 | ON $9580] uonqusIq -aJnsosIg YINJIN 2£1°88I [510] 8.ns0|2s1q YA
aimipuadxs JeinBauy oy
£6€ 67 ¢ ON [ #®Inso[os|p uj papnjoul Jou sjuewAed :m-In 6£L'SSI[910] aunmpusdxa JenBad
eoueeq Suuedo ue spnjoul Jou
umowun 86% S60 LOZ S8 Se0p sa)sibaJ ainypuadxe Jembal :M4IN 821 'SSIoLD)] aunjipusdxs JenbBauj
aInsoIsI(
saouaielp
¥rS 189 L ON uofjel|joucday - sjso) pajejay eshojdws (97 1SS 1509 pajejas asho|dwg
Aydeounw
GEE 650 S oN Yum juswioldws Joy poddns op - uogepwr] 6/ L'SS| 1509 pajeal sakojdwy
00891 € ON uoRElWIT - SedUBMO||e pue S)ijsusq JaYylO (651 'SSI 1500 paje|ad askojdwg
¥8Q LLE L ON aouemolle Bujsnoy Jo 20usLIN3QO £9°SS| 1500 pajes) sahojdwig
£ZE 060 L ON UONEILISSE[O JOSLI0OU| | SUONOBSURI) SRI0JS :Z8'SSI pawnsuoo AlojUusAu|
ainypuadxe
gEV LPL L ON JO uopedysse(d 10au0du| - ainjipuadx3 WIS :94'SSI 1809 |euonelsdQ
ainjpuadxg
paalaoar | abueyoxa pue abueyoxs
6t 505 2 ON Jou sjewinor - aBuBYOXS-UOU WOJY BNUSASY 0E | 'SS] -UOU WY SNUSASY
suodey Bullig pue 9 ey} usemiaq paynuepl sousseyg | eBueyoxa pue abueyoxe
6L 081 Z ON - uoloesuel) sbueyoXe-UOU WO} SNuSARY 7Q'SS| -UOU WOJ) BNUSASY
 mefsnomeid | . sresAeuno - | = . , A
. Y o e Jesk we
g . o - Jopd wy pesnang ¢ Bujpuid . Justuelys jefouBuLy
7 oeduy " yoeduy WewaleIssiu |eusiel




¥l

iesh 15E2 A[}09100
08 GJ6 € Juauno ul payiuep| | jou eypuadxe BunesadQ eanuedwo) - ainypusdxy 12/ sS| 1500 |euoljesadQ

S9OUBMO|E
60/ GGZ € ON 9|21UBA JOJOLU JO UOIJEILISSE(OSI - S80UBMO|lY 86| SS| }s09 pajejad eafojdwg
ainypuadxa |NJOISEAA PUE SS3JjINI alnypuadxe
vPS Y08 | oN Japun pepnjoul Ajoaloodu] uoloesuel] (AMdIN 921°SSI njeISEM pue SSaiini

ajou
9JNS0JOSIP Ul JUSWSAOW Y} pue ainjipusdxg [NJOISEAA pue ainypuadxa
8zZ1 6L 1 ON ssoInl4 104 JoisiBay usamieq aouaeyd :MJIN SCL'SSI [Ng|)Sem pue ssafjini4

61-AAOD
000 9¥. €€ oN Joj uonesepIsuo) oN - sjyausg safojdw3 ‘60l "SSI sjjeueg safkoidw3
GEL L¥9 L2 ON pesoosip Jou sajqeajeoal AIoJNIelS (Z9L'SSI sa|geAlsoal Aionels
sjuUSWa)e]ls |eloueuly [enuue pue ig)sibal jasse uawdnba
166 ZL1 0Z ON paxi ueamjaq aouslaji(] - Sjesse aunjonlisedl] .9'gS| pue ed Auadoid
Pa1os.IoD SJUILUSIEISSIW [RLIDIEIN

[eug)ew
ng aygenuenbun ON payiuep) sjuaws)elssiy :Jole pouad Joud 9G1'ss|[Z£1D] Jous polad Joud
Ieak snoinaid ._mox Emt:u
o Y| Jeok way
aolad Ul paiingaQ Buipuld jusLIelrR)S jeroueUly
joeduuj 1oedw] JuatueiRISSIW felsale|y




Matters to be brought to the attention of users

Emphasis of matter paragraphs

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

Events after reporting period

19. With reference to note 59 to the financial statements, which deals with subsequent events and
specifically the possible effects of the future implications of the virus attack the municipality’s
future prospects, performance and cash flows. Our opinion is not modified in respect of this
matter.

Uncertainty relating to the future outcome of exceptional litigation

20. With reference to note 56 to the financial statements, the municipality is the defendant and
claimant in several litigation actions. The ultimate outcome of the matters could not be
determined and no provision for any liability that may result was made in the financia!
statements.

Underspending of the conditional grant

21. As disclosed in the note 22.3 and 22.4 of the annual financial statements, the municipality
materially underspent the Municipal Infrastructure Grant by R5 344 769 and the Water
Services Infrastructure Grant by R11 648 071.

Material uncertainty relating to going concern

22. We draw attention to note 58 to the financial statements, which indicates that the municipality
Is dependent on government grants and subsidies for the continued sufficient operations of
the municipality and the budgeted deficit of the municipality for the following two financial
period. As stated in note 58, these events or conditions, along with the other matters as set
forth in note 58, indicate that a material uncertainty exists that may cast significant doubt on
the municipality’s ability to continue as a going concem.

Other matter paragraphs

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

Unaudited disclosure notes

24. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose particulars of
non-compliance with the MFMA in the financial statements. This disclosure requirement did
not form part of the audit of the financial statements and, accordingly, | do not express an
opinion thereson.
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Unaudited supplementary schedules

25. The supplementary information set out on pages XX to XX does not form part of the financial
statements and is presented as additional information. We have not audited these schedules
and, accordingly, we do not express an opinion on them.

Audit of the annual performance repor

Introduction and scope

26. We were engaged to undertake a reasonable assurance engagement on the reporied
performance information for the following selected objective presented in the annual
performance report of the municipality for the year ended 30 June 2020:

[ Oijective Pages In annual | Opinfon | Kovement
performance report

Basic Service Delivery and Infrastructure X=X Disclaimer

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

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

Basic Service Delivery and Infrastructure
Disclaimer of opinion

29. We do not express an opinion on the reported performance information for Basic Service
Delivery and Infrastructure of the municipality. Because of the significance of the matter
described in the basis for disclaimer of opinion section of our report, we have not been able to
obtain sufficient appropriate evidence to provide a basis for an opinion on the reported
performance information of objective.

Basis disclaimer of opinion

30. We were unable to audit the usefulness and reliability of the selected objectives listed below as
the annual performance report was presented without accurate and complete underlying
records. This placed limitation on the scope of my work as we was unable to obtain sufficient
and appropriate audit evidence and to audit the reported performance information by alternative
means.

-_,s; 16
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Other matter

31. We draw attention to the matter below. Qur opinions is not modified in respect of this matter.

Achievement of pianned targets

32. Refer to the annual performance report on page(s) x to x: x to x for information on the
achievement of planned targets for the year. This information should be considered in the
context of the disclaimer of opinions expressed on the usefulness and reliability of the reported
performance information in paragraph [x] of this report.

Responsibilities of the accounting officer for the reported performance information

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

Auditor-general’s responsibilities for the reasonable assurance engagement on the
reported performance information

34. Our My objectives are to obtain reasonable assurance about whether the reported performance
information in the annual performance report for the selected objective is free from material
misstatement, in accordance with International Standard on Assurance Engagements, ISAE
3000: Assurance engagements other than audits or reviews of historical financial information
and to issue a management report that includes my opinion. However, because of the matter
described in the basis for disclaimer of opinion section of my report, | was not able to obtain
sufficient appropriate evidence to provide a basis for an audit opinion on the selected objective.

35. | am independent of the municipality in accordance with the International Ethics Standards
Board for Accountants’ Code of ethics for professional accountants (IESBA code) together with
the ethical requirements that are relevant to my audit. |1 have fulfilied my other ethical
responsibilities in accordance with these requirements and the IESBA code.

Audit of compliance with legislation

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

Annual financial statements, performance reports and annual reports

37. The financial statements submitted for auditing were not prepared in all material respects in
accordance with the requirements of section 122(1) of the MFMA. Material misstatements of
non-current assets, current assets, expenditure, comparative expenditure and disclosure items
identified by the auditors in the submitted financial statements were subsequently corrected
and/or the supporting records were provided subsequently, but the uncorrected material
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38.

39.

40.

41.

42.

43.

44.

45.

46,

47.

misstatements and supporting records that could not be provided resulted in the financial
statements receiving a qualified audit opinion.

The 2018/19 annual report was not made public after being tabled in council, as required by
section 127(5)(a) of the MFMA.

The local community was not invited to submit representations in connection with the 2018/19
annual report, as required by section 127(5)a) of the MFMA.

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

The SDBIP for the year under review did not include the monthly operational as required by
section 1 of the MFMA

Money owed by the municipality was not always paid within 30 days, as required by section
65(2)(e) of the MFMA.

Reasonable steps were not taken to prevent irregular expenditure, as required by section
62(1)(d) of the MFMA. The full extent of the irregular expenditure could not be quantified as
indicated in the basis for qualification paragraph. The majority of the disclosed irregular
expenditure was caused by non-compliance with SCM regulations.

Reasonable steps were not taken to prevent fruitless and wasteful expenditure amounting to
R56 864 513, as disclosed in note 48.2 to the annual financial statements, in contravention of
segtion 62(1)(d) of the MFMA. The majority of the disclosed fruitless and wasteful expenditure
was caused by non-payment of suppliers within 30 days.

Reasonable steps were not taken to prevent unauthorised expenditure amounting to R65 043
125, as disclosed in note 48 to the annual financial statements, in contravention of section
62(1)(d) of the MFMA. The maijority of the unauthorised expenditure was caused by
overspending of the budget.

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

Capital assets were disposed of without the municipal council having, in a meeting open to the
public, decided on whether the assets were still needed to provide the minimum level of basic




48.

49.

50.

51.

52.

53.

municipal services and considered the fair market value of the assets and the economic and
community value to be received in exchange for the assets, as required by section 14(2)(a) and
14(2)(b) of the MFMA.

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

Some of the goods and services with a transaction value of below R200 000 were procured
without obtaining the required price quotations, in contravention of by SCM regulation 17(1)(a)
and (c). Similar non-compliance was also reported in the prior year.

Some of the quotations were accepted from bidders who did not submit a declaration on whether
they are empioyed by the state or connected to any person employed by the state, as required
by SCM regulation 13(c).

Some of the competitive bids were adjudication by a bid adjudication committee that was not
composed in accordance with SCM regulation 29(2).

The preference point system was not applied on some of the procurement of goods and services
above R30 000 as required by section 2(1)(a) of the Preferential Procurement Policy Framework
Act.

The performance of the contractors or providers was not monitored on a monthly basis, as
required by section 116(2)(b) of the MFMA. Similar non-compliance was also reported in the
prior year.

Utilisation of conditional grants

54.

| was unable to obtain sufficient appropriate audit evidence that the Municipal Infrastructure
Grant and the Water Services Infrastructure Grant was spent for its intended purposes in
accordance with the applicable grant framework, as required by section 17{1) of the Division of
Revenue Act (Act 16 of 2019).

Consequence management

55.

56.

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

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

Other information

57. The accounting officer is responsible for the other information. The other information comprises

the information included in the annual report. The other information does not include the
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financial statements, the auditor’s report and the selected objective presented in the annual
performance report that have been specifically reported in the auditor’s report.

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

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

80. The following paragraphs will be included in the auditor's report to highlight to the users whether
any inconsistencies in the other information exist:

61. 1did not receive the other information prior to the date of this auditor’s report. When | do receive
and read this information, if | conclude that there is a material misstatement therein, | am
required to communicate the matter to those charged with governance and request that the
other information be corrected. If the other information is not corrected, | may have to retract
this auditor’s report and re-issue an amended report as appropriate. However, if it is corrected
this will not be necessary.

Internal controls

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

Leadership
Effective leadership culture

63. Management established a formal code of conduct that addressed appropriate ethical and moral
behaviour, but the code was not communicated to all staff and there is no evidence that staff
was trained to properly understand and implement the code. There were however no ethical
issues that were identified affecting the municipality.

64. Management did not instil the culture of taking responsibility and accountability within the
municipality. This was due to the fact that most of the findings identified in the current financial
year were repeat findings from the prior year and these therefore indicates that leadership did
not provide effective leadership based on a culture of honesty, ethical business practices and
good governance, and protecting and enhancing the best interests of the municipality.
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Oversight responsibility

65.

66.

67.

68.

The municipality did not have sufficient monitoring controis to ensure adherence to the internal
policies and procedures at a development priority level and for purposes of taking corrective
action.

Leadership did not excersize adequate oversight responsibility regarding financial and
performance reporting and compliance with applicable laws and regulations and related internal
controls.This was due to management not addressing the root cause (internal control
defeciencies) of the prior year issues which therefore led to repetition of the prior year issues in
the current year, of which that could have been evaded had proper controls been implemented.

The accounting officer did not adequately review the financial statements and performance
reporting against the supporting documentation used to prepare them. There was a lack of
review over number of reports used to compile the financial statement and performance
reporting as evidenced in the current financial year under review.

Leadership did not review the annual performance reporting for audit of predetermined
objectives so as to ensure that the report was prepared in accordance with the required
standards, laws and regulation and performance information guidelines.

Human resource management

69.

An assessment of human resource management has identified the following:

Management of vacancies

70.

71.

72.

The overall vacancy rate decreased from 37% in the prior year to 29% in the current financial
year.

The senior management rate at year end was 60%, which is consistent with the prior financial
year.

The finance unit vacancy rate at year end was 19% of which represent the acceptable capacity.

Competency of key officials

73.

74.

The municipality did not properly plan and provide training on planning, managing and reporting
on performance information.

Leadership did not enforce and put controls in place over the monitoring of the performance of
outsourced service providers and to ensure that skills are transferred to the employees in the
division where outsourced services are utilised.

Performance management

75.

There is no formal performance management system in place for employees other than senior
managers.
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Policies and procedures

76. Documented policies and procedures, relevant to both the financial and performance reporting ,
are not always implemented to guide the operations of the municipality to comply with relevant
laws and regulations. The processes in place are not adequate to prevent and detect
unauthorised and irregular expenditure and fruitless and wasteful expenditure. The municipality
did not develop and implement proper performance planning and management practices to
provide for the development of performance indicators and targets.

77. The municipality did not develop and implement proper performance planning and management
practices to provide for the development of performance indicators and targets

Action plans to address internal control deficiencies

78. The municipality developed a plan to address internal and external audit findings, but the
appropriate level of management did not monitor adherence to the plan in a timely manner.
There were number of repeat finding on the financial statements, performance information
reporting, and compliance with legislation and performance information which were not
addressed in accordance with the developed action plan.

Information technology governance framework

79. There was a lack of an effective oversight committee to ensure that the IT function is strategically
aligned to the municipality’s key performance areas.

Financial and performance management
Proper record keeping

80. The municipality did not have a proper record management system to maintain information that
supported the reported performance in the Annual Performance Report (APR). This included
information that related to the collection, collation, verification, storing and reporting of actual
performance information. This resulted in the auditor not being able to verify the business
process as the performance indicators disclosed in the APR were not SMART.

81. The municipality did not formulate and implement a record management policy and related
procedures to ensure that all documentation was properly controlled. This evident due to
number of cut off letters issued to leadership regarding the requested information.

82. Even though the municipality designated members of the staff to take responsibility for record
management and submitting the requested information to the auditors, the following significant
difficulties were however encountered:

« There were significant delays in management providing the required information
« Extensive unexpected effort to obtain sufficient appropriate audit evidence

e Expected requested information unavailable (incorrect information submitted)
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Daily and monthly processing and reconciling of transactions

83. There were material findings on non-compliance with laws and regulations, which is evident of
the weaknesses in controls over daily and monthly processing and reconciliation of transactions.
This was due to compliance checklists not being prepared and reviewed on a monthly basis to
enable the municipality to prevent and detect any non-compliance from oceurring.

84. Controls over daily and monthly processing and reconciling of transactions were not
implemented for suspense accounts, receivables, cash and cash equivalents, capital assets
and irregular expenditure.

Regular, accurate and complete financial and performance reports

85. The financial statements contained numerous misstatements that need to be comrected. This
was mainly due to staff members not fully applying the requirements of the financial reporting
framework.

86. The annual performance report contained the misstatement that could not be corrected in the
current financial year as a results of the report not being prepared in accordance with the
requirements of performance reporting. This was mainly due to staff not understanding the
requirements of performance reporting.

Compliance monitoring

87. Non- compliance with laws and regulations could have been prevented had compliance been
properly reviewed and monitored. The municipality does not have a skilled and trained
compliance specialist to address and monitor new changes in legislation affecting the
municipality.

Governance

Risk management activities and risk strategy

88. A risk management strategy was developed and a comprehensive risk assessment was
conducted by the risk management department. However, certain errors still occurred due to
risks that were not effectively managed.

Internal audit

89. The Internal audit unit did not review financial reports to confirm the reliability of the reports
before their submission to external auditors.

90. The Internal audit unit did not follow up on the implementation of internal and external audit
recommendations to address audit findings. There were numerous repeat findings in current
year which is evident that there was no follow up to ensure that the findings were addressed.
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Audit committee

91. The audit committee did not adequately review the financial statements and annual
performance report before submission as material misstatements were identified. Some of the
identified material misstatements were repeat misstatements from the prior financial year.

Summary

92. The matters above, as they relate to the basis for the [qualified/adverse/disclaimer of] opinion,
findings on the annual performance report and findings on compliance with legislation, will be
summarised in the auditor's report as follows:

93. Leadership did not adequately exercise appropriate oversight over financial and performance
reporting, compliance monitoring and related internal controls, which led to matters being
repeatedly raised from the prior year to the current year.

94. Despite having approved policies in place, this has not made a significant impact on the
municipality due to the remaining lack of skills and capacity that exist within the finance
department and the municipality as a whole.

95. Management's internal controls and processes over the preparation and presentation of
financial statements and performance information were not adequate to ensure that the financial
statements and performance report were free from material misstatements.The non-compliance
with laws and regulations could have been prevented had compliance been properly reviewed
and monitored and control measures implemented during the financial year.

96. The audit committee did not appropriately discharge their mandate for the financial year under
review. The internal audit interventions did not strengthen the controls over the areas of
qualifications with the work that was executed during the year.

97. Management did not monitor the implementation of action plans to address internal control
deficiencies.

Material irregularities

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

99. None identified to date

Other reports

100.We draw attention to the following engagements by various parties that have or could have an
impact on the municipality's financial statements, reported performance information and
compliance with applicable legislation and other related matters. The reports noted do not form
part of the opinion on the financial statements or findings on the reported performance
information or compliance with legislation.
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101.The Directorate for Priority Crime Investigation (Hawks) are investigating allegations of land
being disposed inappropriately that occurred during 2008 and 2009. These proceedings were
in progress at the date of this report.

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

Assessment of assurance providers

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

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

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

First level of assurance
Senior management: provides limited assurance

» Senior management was involved during the audit process to provide information. The
information provided, however, was not always credible or accurate, extensive
reconciliation work was performed by the auditor as well as lots of follow up of information.
This is evidenced by the high number of cut-off letters communicated to the client regarding
outstanding information. This resulted in both corrected material misstatements and
uncorrected immaterial misstatements the accompanying audit outcome.

Accounting officer: provides limited assurance

* The Municipal Manager did not effectively implement effective, efficient and transparent
systems for internal control and compliance management for the year under review, this is
evident in the material compliance findings identified during the audit.

* The monitoring of the municipal staff should be facilitated by an approved policy and the
review should be formalised with documentation for future reference to ensure all the
required actions have been addressed

N> N




Management report of Nama Khoi Lcoal Municipality

Mayor: provides limited assurance

An action plan to address prior year external and internal audit findings was not
implemented. Policies of the municipality has been approved for the financial period,
however implementation is not monitored as evidenced by the audit findings raised.

Second level of assurance

Internal audit unit: provides

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

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

« Internal Audit unit performed work on various components of the municipality, this was
conducted as per the internal audit plan and the internal control weaknesses raised were
communicated to the municipality in a timely manner in written reports. The municipality did
not provide internal audit with all the requested documentation and did not sufficiently
respond to the findings raised in the quarterly reports.

Audit committee: provides

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

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

105. The audit committee was in place for the current financial. The audit committee did review the
financial statements before submission thereof. The audit committee reviewed findings raised
by the internal audit unit and made recommendations on how to prevent future misstatements
but did not adequately follow up if all recommendations have been implemented. The audit
committee did not review the key performance indicators and performance management system
of the municipality.
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Third level of assurance
Municipal council: provides limited assurance

* Municipal council has not sufficiently provided oversight to the municipality. This is evident
in the weak internal control environment, the number of repeat findings on the financial
statements, performance information and compliance with legislation.

Municipal public account committee (MPAC): provides limited assurance

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

= The impact that the committee had could not be determined as the committee did not
perform investigations or sufficiently documented meetings and discussions during the
period as the committee was not full operational.

Status of implementing commitments and recommendations

106. No specific commitments were recorded

SECTION 4: Specific focus areas

Financial viability

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

_ FINANCIAL VIABILITY ASSESSMENT |
As at 30 June 2020 | As at 30 June 2019 |

- Expenditure management -

1.1 | Creditor-payment period* 770 Days 683 Days
Revenue management -
21 | Debt-collection period (after impairment) * 119 Days 40 Days
:::;Linmt:arier(r:;ei:; t;:;r&o\.rision as a percentage of 62 % 84 %
= e Amount of debt-impairment provision* R198 830 023 R157 354 013
+ Amount of accounts receivable* R319 012 080 R187 753 340
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FINANCIAL VIABILITY ASSESSMENT

As at 30 June 2020 | As at 30 June 2018
Asset and liability management
A deficit for the year was realised (total expenditure Yes Yes
34 | exceeded total revenue)
» Amount of the surplus / {deficit) for the year {R110 522 551) (R59 308 918)
A net current liability position was realised (total Yes Yes
current liabilities exceeded total current assets)
32
» Amount of the net current assets / (liability) (R216 262 499) (R262 604 620)
position*
A net liability position was realised (total liabilities No No
33 | exceeded total assets)
¢ Amount of the net asset / (liability) position™ R651 372 126 R669 891 677
Cash management
The year-end bank balance was in overdraft No No
4.1 |« Amount of year-end bank balance (cash and R42 560 544 R29 491 605
cash equivalents) / (bank overdraft)
Net cash flows for the year from operating activities No No
were negative
4.2
« Amount of net cash in / (out)flows for the year R26 741 081 R44 094 879
from operating activities
Creditors as a percentage of cash and cash 830.6 % 964.8 %
equivalents - =
4.3 | « Amount of creditors (accounts payable) * R353 249 760 R284 287 577
o Amount of cash and cash equivalents / (bank R42 560 544 R29 491 605
overdraft) at year-end
Current liabilities as a percentage of next year's 200.3 % 167.4 %
budgeted resources ** ' =
4.4
» Amount of current liabilities* R397 509 674 R344 563 618
R319 383 000 R213 155 000

e Amount of next year's budgeted income **

Overall assessment

Overall, the financial viability is assessed as:

*  These amounts have been adjusted for uncorrected misstatements that resulted in the modification of

the audit opinion and will therefore not agree with the financial stalement amounts.

employee costs and remuneration of councillors.

** This amount excludes the portion of next year’s budgeted resources that is budgeted to be spent on
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High-level comments

108. The financial statements indicates that the municipality incurred a net loss of R95 252 073
(2019: R57 797 102) during the year ended 30 June 2020 and, as of that date, the municipality’s
current liabiiities exceeded its current assets by R324 051 097 (2019: R262 603 620). These
conditions indicate the existence of a material uncertainty that may cast significant doubt on the
municipality’s ability to operate as a going concern. The municipality is supported by the
government, funding will be provided to the municipality to deliver its mandate. The funding is
however limited to the appropriated funds and additional funding to promote service delivery
through the recovery of service charges are not being implemented by management.

109. Creditor’s payment is a concern and needs to be improved. On average, it takes the municipality
770 day (2019: 673 days) to pay its creditors, this indicates, a poorly managed expenditure
management policy. This has resulted in the municipality incurring fruitless and wasteful
expenditure as suppliers charged the municipality interest for late payment of accounts.

110. The revenue collection of the municipality requires urgent attention and corrective measures
should be implemented. The municipality is not exercising fiscal effort in collecting outstanding
debts. The municipality created an impairment provision for 87.3% (2019: 84%) of their debtors
balance which is indicative of poorly managed credit control policy.

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

Irregular expenditure

112.R3 866 111 (100%) of the irregular expenditure incurred in the current financial year was as a
result of the contravention of SCM legislation. The root causes of the lack of effective prevention
and detection are inadequate monitoring of staff to ensure that they adhere to SCM legislation
and internal policies.

Awards to persons in the service of the state

113.Regulation 44 prohibits awards to persons in the service of the auditee (i.e. employees and
councillors), persons in the service of any other state institution and entities owned/managed
by them. The audit included the identification of such prohibited awards. Further testing was
also performed to determine whether the legislated requirements with regard to declarations of
interest were adhered to.

114. The findings were as follows:
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Awards to 1
persons in the

service of other
state institutions

R918 130

councillor
| Supplier | Officiall | >
Supplier did | did not councill | . ‘
.y - | in
not submit declare or did
| " . _ awarding
declarations | interest not the
of interest {false declare
du:l-utlonl( interest contratl:tl
accepting
the
quotation
0 1 0 0
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Procurement processes — general

116. Twelve (12) awards to the value of R399 121 were procured without inviting at least the
minimum prescribed number of written price quotations from prospective suppliers, and the
deviation was approved even though it was possible to obtain the quotations.

117.0One contract and one quotation to the value of R1 248 232 were procured from suppliers whose
tax matters had not been declared by the South African Revenue Services to be in order.

118.Nine (9) quotations to the value of R330 811 were awarded to bidders who had not submitted a
declaration on whether they are employed by the state or connected to any person employed
by the state.

119.Four (4) competitive bids to the value of R2702 592 were adjudicated by adjudication
committees that were not properly constituted.

120.Five (5) [contracts and/or quotations] to the value of R426 147 were awarded without applying
the preference points system.

121.Three (3) quotations were awarded to bidders based on preference points that were not
aliocated and/or calculated according to the requirements of the Preferential Procurement
Policy Framework Act and its regulations.

Contract management

122. The performance of eleven (11) contractors or providers was not monitored monthly. The total
value of related contracts was R35 533 076

123.Payments amounting to R1 597 637 were made for goods and services that were either not
received or were not delivered according to the criteria documented in the contract. This
relates to six (6) quotations and one (1) contract

Internal control deficiencies

124, The action plan for addressing external findings on SCM is not fully effective and not
implemented by the municipality.

125. Proper record keeping, together with an effective internal monitoring system, was not in place
to ensure that complete, relevant and accurate information is accessible and available to
support the procurement processes.

126. Council oversight resolutions on SCM have not been substantially implemented in the
financial period.

127.The plan for addressing internal and external findings on SCM is not fully effective and not
implemented by the municipality.

128.Controls regarding SCM are in place but not effectively implemented by the municipality.
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Fraud and consequence management

129. The primary responsibility for preventing and detecting fraud rests with management and
those charged with governance. We are responsible for obtaining reasonable assurance that
the financial statements are free from material misstatement, whether caused by fraud or
error, and for issuing an auditor’s report that includes our opinion. Due to the inherent
limitations of an audit, there is a risk that some material misstatements, including fraud, may
not be detected.

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

Measures to manage consequences

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

*» The municipality did not adopt systems (policies) to investigate allegations of misconduct;
and disciplinary procedures,

« Adisciplinary board was not established to investigate allegations of financial misconduct
and monitor the Institution of disciplinary proceedings against an alleged transgressor.

e There was no hotline or similar process/mechanism for reporting financial
misconduct/transgressions that are committed by officials and suppliers of the municipality.

o There was a lack of proper record keeping to ensure that complete, relevant and accurate
information is accessible and available to support the processes followed for financial
misconduct/transgressions committed by officials and suppliers of the municipality.

Failure to deal properly with allegations reported in the previous year

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

Unauthorised/ irregular/ fruitless and wasteful expenditure

f '-‘ﬁ_'\l'yﬁlg : Sikzilurs 2

Unauthorised sxpenditure

Unauthorised expenditure identified in the previous year was not investigated to 328 060 389
determine whether any person was liable for the expenditure

Irregular expenditure
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g gfuing) heiiurs B

Irregular expenditure identified in the previous year was not investigated to determine 201 095 498
whether any person was liable for the expenditure

Fruitless and wasteful expenditure

Fruitless and wasteful expenditure identified in the previous year was not investigated to | 44 929 402
determine whether any person was liable for the expenditure

Allegations of financial misconduct, fraud and improper conduct in SCM

Harhime y Wurmaiezszi ‘of

I STAREC S

J

Allegations against officials other than senior managers of municipalities

Financial misconduct, fraud and other improper conduct were not properly investigated | 2

Allegations of [theft/fraud/extortion/forgery] exceeding R100 000 were not reported to 2
the SAPS

Confirmed cases of financial misconduct that constituted a crime were not reported to 2
the SAPS

Transgressions reported to management for investigation

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

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

Fnainets . riexaeh iml e anteadierai isst T i dasarian 5
cUrrent veas

e = : N
Einting Wil et | Nlumaeran o AUrERREY . ok ar O
nstancas iNStANces nsiances =
IVEeStdie U MEBEOIVEaT
Teelzal fnkeicts

nvastigatet

A: Improper conduct in SCM by
suppliers

Supplier submitted false declaration | 0 0 0 1 R918 130
of interest

135. Unauthorised; irregular and fruitless and wasteful expenditure disclosed in note 48 to the
financial statements must be investigated to determine whether any official is liable for losses
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incurred as a result of this expenditure. Disciplinary steps must be taken against officials who
caused or permitted the unauthorised; irregular and fruitiess and wasteful expenditure and
losses incurred must be recovered from the person liable.

138.In terms of section 225 of the IESBA code, we have a responsibility to consider reporting
identified and suspected non-compliance with laws and regulations to an appropriate
authority. The following matters will be escalated to the council for them to ensure that
appropriate steps are taken to address the non-compliance:

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

*  Theirregular expenditure incurred by the municipality were not investigated to determine if
any person is liable for the expenditure, as required by section 32(2)(b) of the MFMA.

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

Conditional grants

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

e Municipal Infrastructure Grant
o Water Services Infrastructure Grant

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

o Infrastructurs | 2°7V\°%
-.: Gramt _lnfra__ggr_l;!l;t_um |
Grant

The grant was not spent according to
the applicable grant framework

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

139. For each of the grants tested as per the table above, we selected initiatives funded by the
grant and audited the use of grants for the projects. The audit findings raised on each project
are reported in the table below and subsequent sections of the report.

i
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-
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Koy initatives funded by the gram

Summary of selected key project and result | Details ! Detalls
of tasting
Name of grant MuniEi-E)al Infrastructure Grant Water Services

Infrastructure Grant

Projectfinitiative funded by the grant

Phillip Soudens streets phase 2

Extension of Sewer
Network Phase 3

Audit findings

Planned completion target for the selected
project were not achieved

Project stage of completion was not assessed

Project stage of completion assessed by the
municipality is incorrect

Findings on the procurement of goods and
services for the project

Misstatements in the accounting for the
expenditure relating to the project

Payments were made for goods/services not
received

Misstatements in the accounting of funds used
through implementing agents

Process for appointing implementing agents did
not comply with legislation

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

SECTION 5: Using the work of internal auditors

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

e Internal audit reports have been used for risk assessment purposes only.
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SECTION 6: Emerging risks

Accounting, performance management/reporting and compliance matters

New pronouncements
Standards of Generally Recognised Accounting Practice (GRAP)

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

GRAP pronouncement -~ - - . . . | Effective date

GRAP 18 on Segment reporting | B 7 1 April 2020

GRAP 34 on Separate financial statements 1 April 2020

GRAP 35 on Consolidated financial statements 1 April 2020

GRAP 36 on Investments in associates and joint ventures 1 Apr 2020

GRAP 37 on Joint arrangements 1 April 2020

GRAP 38 on Disclosure of interests in other entities 1 April 2020

GRAP 104 on Financial instruments (revised) To be determined

GRAP 110 on Living and non-living resources 1 April 2020

IGRAP 20 on Accounting for adjustments to revenue 1 April 2020

Guideline on Accounting for landfill sites To be determined

Guideline on Application of materiality to financial statements Voluntary*

* The guideline was issued in April 2019. The guideline is available for inmediate consideration to
assist entities to apply the concept of materiality when preparing financial statements in
accordance with Standards of GRAP. Although the application of the guideline is voluntary,
application is encouraged.

Provision for post-retirement medical aid benefits

141. Medical scheme subsidies for retired employees as a condition of service were not covered in
the bargaining council collective agreements. We therefore want to inform the municipality of
the Nel & Groenewald v Gariep Local Municipality et al Case No 2512/2102 Eastern Cape
Division of the High Court of South Africa delivered on 13 June 2014 that may create a legal
obligation for the municipality based on the matching arrangement as stipulated in this
judgement. Whilst this judgment is binding in the Eastern Cape province only, it will have
persuasive authority in the Northern Cape High Court, as this arrangement was in place and
applicable when the Eastern Cape province and the Northem Cape province prior to 1994

were part of the greater Province of the Cape of Good Hope, and such matching arrangement

are then also be applicable in the successors-in-law. The municipality should assess the
impact of the matching arrangement in this judgement on their provision for post-retirement
medical aid benefits and where needed adjustments must be made. It is then further

recommended that the muhicipality should ensure that it has a council policy in place that is in
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line with the matching arrangement and the council policy should also clearly state if senior
managers are eligible for this benefit as they are excluded from the bargaining council
collective agreements.

142. As this is a complex legal and technical matter the municipality should get an opportunity to
assess the impact of the legal aspects on their provision. The timing of this matter does not
allow sufficient time for the municipality to assess the legal impact and make adjustments
where needed during the 2019-20 audit. Furthermore, consistent treatment in the province
should be ensured and therefore this matter will be followed up during the next audit cycle.

Subsequent events

143, The following subsequent events occurred at the municipality:

¢ Other

144. The municipality suffered an IT virus to their network on 09 December 2020. This virus
resulted in the loss of information on the municipal network and function of key financial
systems. As a result the municipality suffered operational losses in revenue generation and
collection and will be required incur cost to restore functionality to financial systems and
networks.

145. Medical scheme subsidies for retired employees as a condition of service were not covered
in the bargaining council collective agreements. We therefore want to inform the municipality
of the Nel & Groenewald v Gariep Local Municipality et al Case No 2512/2102 Eastern Cape
Division of the High Court of South Africa delivered on 13 June 2014 that may create a legal
obligation for the municipality based on the matching arrangement as stipulated in this
judgement. Whilst this judgment is binding in the Eastern Cape province only, it will have
persuasive authority in the Northern Cape High Court, as this arangement was in place and
applicable when the Eastern Cape province and the Northern Cape province prior to 1994
were part of the greater Province of the Cape of Good Hope, and such matching arrangement
are then also be applicable in the successors-in-law. The municipality should assess the
impact of the matching arrangement in this judgement on their provision for post-retirement
medical aid benefits and where needed adjustments must be made. It is then further
recommended that the municipality should ensure that it has a council policy in place that is in
line with the matching arrangement and the council policy should also clearly state if senior
managers are eligible for this benefit as they are excluded from the bargaining council
collective agreements

Legislation change

Division of Revenue Act

146. Section 33 of the 2019 DoRA states that expenditure of a municipal allocation contrary to the
DoRA is irregular expenditure in terms of the MFMA, except if it results in unauthorised
expenditure in terms of the MFMA. Municipalities have been disclosing contraventions with
section 17(1) of the 2019 DoRA as irregular expenditure in the 2018-19 and 201 9-20 financial
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statements however, National Treasury recently indicated that this should have been
disclosed as unauthorised expenditure from the 2018-19 year due to a change in DORA
during that year. National Treasury agreed that the irregular expenditure treatment should be
accepted for the 2019-20 financial year to remain consistent, however they will be issuing
guidance in 2021 to municipalities on how to treat non-compliance findings with section 17(1)
of the DORA for the 2020-21 financial year going forward.

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

147.The planned and reported performance information of selected objective was audited against
the foliowing additional criteria as developed from the performance management reporting
framework:

» Presentation and disclosure — overall presentation:

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

* Relevance — completeness of relevant indicators:

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

= relevant core functions are prioritised in the period under review

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

= standardised indicators related to the core functions prioritised for the year under
review are included in planning documents (metros only).

148. Material audit findings arising from the audit against the additional criteria do not have an
impact on the audit opinion of the seiected objective in this report. However, they may have an
impact on the audit opinion in future.

149. No material findings were identified in respect of the additional criteria.

SECTION 8: Ratings of detailed audit findings

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

« Matters to be included in the auditor's report: these matters should be addressed as a
matter of urgency.

= Other important matters: these matters should be addressed to prevent them from leading
to material misstatements of the financial statements or material findings on the
performance report and compliance with legislation in future.
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« Administrative matters: these matters are unlikely to result in material misstaiements of the
financial statements or material findings on the performance report and compliance with
legislation.

Refer to the separate annexure for detailed findings.

SECTION 9: Conclusion

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

Yours sincerely

@ﬁ%rle ) Baloyi

Business Executive: Northern Cape Business Unit

31 March 2021

Enquiries: Sizwe Buthelezi
Telephone: {53 836 8800
Email: SizweB@agsa.co.za
Distribution:

Audit committee

Head of internal audit unit
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Annexure E: Assessment of internal controls

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

The internal controls were assessed as follows:

{2} | The required preventative or detective controls were in place.

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

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

The movement in the status of the drivers from the previous year-end to the current year-end is
indicated collectively for each of the three audit dimensions under the three fundamentals of
internal control. The movement is assessed as follows:

1 Improved

€@> | Unchanged

3 | Regressed

ﬁﬁmmw Performence | Comphance with
' reporting legisiation

Current |Prior year| Current |Prior year| Current (Prior year
year year year

Leadership

Overall movement from previous assessment = = o

+ Provide effective leadership based on a culture
of honesty, ethical business practices and

‘9"‘.. 44
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Financial statements|

Parformance
reporting

~ Compliance with

legisiation

Current |Prior year] Current [Prior year
o - year J

year

Current |Prior year
year A

good governance, and protecting and
enhancing the best interests of the entity

* Exercise oversight responsibility regarding
financial and performance reporting and
compliance as well as related internal controls

®,
®,

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

» Establish and communicate policies and
procedures to enable and support the
understanding and execution of internal control
objectives. processes and responsibilities

* Develep and monitor the implementation of
achon plans to address intemal control
deficiencies

+ Establish and implement an information
technology governancea framework that
supporis and enables the business, dellvers
value and improves performance

Financial and performance nﬁnagemeht

Overall movement from previous assessment

e

* Implement proper record keeping in a timely
manner to ensure that complete, relevant and
accurate information 18 accessible and
available to support ﬁnanmal and performance
reporting

* Implement controls aver daily and monthly
processing and reconciling transactions

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

* Review and monitor compliance with
applicable legisiation

[
"
gt
o.?

¢
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Financie! statements!  Performance Compliance with
reporting legislation
Current |Prior year| Current |Prior year| Current |Prior year|
year year year

» Design and implement formal controls over

information technology systems to ensure the Q el

reliability of the systems and the availability,

accuracy and protection of information
Governance
Overall movement from previous assessment &5 oD =

+ Implement appropnate risk management
activities to ensure that regular risk
assessments, including the consideration of
information technology nsks and fraud
prevention, are conducted and that a nsk
strategy to address the risks 1s developed and
monitored

Ensure that there i1s an adequately resourced
and functioning internal audit unit that identifies
internal control deficiencies and recommends
corrective action effectively

Ensure that the audit committee promotes
accountability and service delivery through
evaluating and monitoning responses to nsks
and overseeing the effectiveness of the
mternal control environment, including financial
and performance reporting and comphiance
with legislation

.-
¥
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