ARRENDICES

APPENDIX G - RECOMMENDATIONS OF THE MUNICIPAL AUDIT COMMITTEE
2012/2013 - . s

Municipal Audit Committee Recommendations -

Date of Committee | Committee Recommendation during the | Recommendations adopted
~ ‘ year ‘ {enter vyes), If not adopted

. ~ ; (provide explanations)

17 August 2012 2 Yes

30 November 2012 5 Yes

18 January 2013 3 Yes

22 March 2013 5 Yes

26 April 2013 2 Yes

31 May 2013 2 Yes

30 June 2013 3 Yes




27 January 2014
The Speaker
Buffalo City Metro Municipality

East London

Dear Speaker

Audit Committee Report to Buffalo City Metropolitan Council
| am pleased to present the report of the Audit Committee for your review.

The Audit Committee as appointed by the Council has met 9 times since our last
report to you. The information contained in this report was derived from the actions
and activities of the Audit Committee during this period.

The audit committee is concerned about the slow pace that has been followed by the
institution in filling the vacancies in the committee.

We thank management and staff for the assistance afforded to us in providing
information that we have used in preparing this report. If you have any queries
pertaining to the content of this document, or any other matter, please do not hesitate
to contact me.

Yours faithfully

Mr V Pangwa CA (SA)
Chairperson

Audit Committee

Buffalo City Metro Municipality



1. PURPOSE:

The main aim of this report is to inform and advise the Council as required in terms of S166 of the
Municipal Finance Management Act (MFMA)

2. INTRODUCTION.

The Audit Committee is an independent advisory body to the Council. The submission of this report
is to enable the Audit Committee to engage with Management on the issues raised in the report for
the purpose of providing Council with input in terms of S 166(2) (c) of the MFMA.

The committee has considered the Report of the Auditor General on the Consolidated Financial
Statements and Performance information of Buffalo City Metro Municipality for the year ended 30
June 2013, as read with the report of the City Manager to the Audit Committee meeting held on 22
January 2014. The committee has noted the absence of a detailed action plan that allocates
responsibility and timeframes.

The Auditor General (AG) report indicates a Qualified opinion and it should be noted that this report
reflects an improvement compared to the previous financial period as there are fewer issues that
gave rise to this opinion this year compared to last year.

3. CONSIDERATION OF THE AG REPORT

The Committee has noted the improved audit opinion although it is still unimpressive for the Metro
and records a concern regarding the findings of the AG.

The main issues that have resulted in the Qualified opinion are set out hereunder:

1. Property Plant and Equipment

2. lrregular Expenditure

4. ROOT CAUSES OF THE QUALIFIED OPINON
The committee has noted that the main reasons for the Qualified opinion are the following:

1. Inadequate internal control process and Inadequate implementation of internal control
processes.

2. Lack of timeous implementation of resolutions taken.

3. Lack of implementation of the municipality’s Supply Chain Management (SCM )policy

4. Lack of stability in senior leadership and the poor relationship between political and
administrative leadership.

5. Inadequate capacity and skills especially in SCM



6. Lack of Commitment and Performance Management Culture

4.1.1. Inadequate internal control process and inadequate implementation of internal control
processes

Internal controls are vital organs of any healthy institution hence its of vital importance that systems
be set up to record and monitor all legal and compliance matters on a continuous basis. Regular
reconciliations and reporting are some of the control mechanisms that assist in detecting and
rectifying problems early. Of concern to the committee is the irregular expenditure. It’s necessary
that a system be developed to record and report on this regularly and appropriate action taken to
deal with any non-compliance identified.

Most of the findings of the AG are as a result of the inability of the municipality to develop monitor
and implement the internal control system.

4.1.2. Lack of timeous implementation of resolutions taken.

A council resolution was taken to operationalize the BCDA and more than two years later this has
not happened.

The audit committee has a vacancy that has not been filled for more than a year.
4.1.3 Lack of implementation of the municipality’s SCM policy

Irregular expenditure was not adequately disclosed, however it should be noted that an effort was
done to manually identify this irregular expenditure at year end although it is advisable that this be
done on a continuous basis. In addition the municipality was unable provide sufficient appropriate
evidence to confirm compliance with its SCM requirements. it’s of material concern to the
committee that management has not been able to act prudently in this regard.

4.1.4 Lack of stability in senior leadership

The inability to permanently fill the key leadership positions is a challenge that must be immediately
addressed. The vacancies contribute towards the weakening of the internal control environment in
the municipality. There seems to be a very poor working relationship between the political and
administrative leadership which must be urgently addressed.

4.1.5 Inadequate skills, Capacity and Performance management culture.

There seems to be lack of necessary capacity and skills in the SCM departments as evidenced by the
AG report The institution has outside consultants that have assisted to achieve the current audit
opinion however there are still vacancies in the organogram hence the skills transfer will be
impractical.

The institution has no performance contracts for senior managers as required by section 57(2) (a) of
MSA.



4.2. Emphasis of matter

The committee has noted with concern the matters raised by the AG that may affect the opinion if

they are left unattended going forward.

4.3 Predetermined Objectives

The presentation and reporting on performance information is of great concern to the committee

although the AG has not started to express an opinion on this. The council is advised that issues that

have been raised by the AG need to be attended to, to avoid any negative opinion from the AG
especially in the 2013/2014 financial year

5. RECOMMENADTIONS

Aftercare full consideration of the matters that have been raised above the Committee

Recommends the following:

1.

10.

The report of the AG on the Consolidated Financial Statements of the Buffalo City
Metropolitan Municipality for the year ended 30 June 2013 be accepted by Council

The Council must note with concern the Qualified opinion as contained in the Report of
Auditor General

That the Council notes the comments by management as set out in the report to the Audit
committee held on 22 January 2014 and in noting the comments record that a detailed
action plan has not been presented to the audit committee hence it must be submitted as a
matter of urgency.

MPAC together with the, Executives , AG in liaison with the Internal Audit and Audit
Committee monitor the implementation of the actions to be put in place by management in
dealing with the AG report and report to council on a regular basis.

Each directorate that has contributed in the qualified opinion must be part of a team that
will assist in resolving the issues as raised by the AG especially in supply chain and irregular
expenditure.

That the internal control system within the Metro be reviewed with supervision and
monitoring controls enforced and appropriate action taken for non-compliance

That the process used to record and identify irregular, fruitless and wasteful expenditure, be
reviewed and corrective action taken.

That the AG will be expressing an opinion on the performance information in 2013/2014
hence a need to adequately put the necessary systems in place now to effectively report the
information correctly.

The council should consider a detailed forensic investigation for supply chain and revenue
management.

A skills and competence assessment must be undertaken to assist management in
capacitating those that have gaps and the institutional organogram be finalised and filled
with the relevant skilled personnel.



11. Implementation of a technology system that is configured with a checkiist that will pro-
actively prevent incurring any wasteful expenditure.

12. A clear and final decision must be taken around the entity BCDA.

13. A Concerted effort by Council to take resolutions with clear time frames to deal with the

above recommendations.
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ARRENDICES

APPENDI’X Mo LONG - TERM CONTRACTS AND PUBLIC PRIVATE
PARTNERSHIPS : ' ‘
Long Term Contracts (20 Largest Contracts Entered into during 2012/2013) o
. ~ . ... . R' 000
Name of Service Provider | Description of Services Rendered by | Start | Expiry Project Contract
(Entity or Municipal the Service Provider Dateof | dateof | manager | Value
~ Department) - _ | Contra | Contra .
e . . , ct ct
Construction of Bisho, King Williams
Town and Zwelitsha Bulk Regional 15-Apr- | 30-Sep- | Andisa R 204 023
CivcontractCivils(Pty) Ltd Sewerage Scheme-Phase 2 13 14 | Ntwasa 452
Buffalo City Metropilitan Municipality 14-Feb- | 30-Mar- | Lulama R 132089
Basil Read (Pty) Limited Upgrade of Gonubie Main Road 13 14 | Mashiya 321
Extension to Reeston Wastewater 24-Apr- | 30-Apr- | Sandile R38 814
RandcivilsJV Mamlambo Treatment Works: Civils 13 16 | Sojini 989
Construction of 988 Storm-Damaged
Motheo Construction Group Low Costing Housing Umits in BCMM 24-Jan- | 1-Oct- | Thabo R 65 862
(Cluster 1,2 &3) area 13 13 | Matiwane 700
Provision of ablution facilities for a 21-Dec- | 21-Dec- | Luyanda R 41490
Amanzi Abantu Services three year period 12 15 | Mbula 602
Upgrading of Quinera Wastewater 18-Jun- | 30-Jun- | Sandile R 39789
URSA/GIVE JV Treatment Works: Phase 2 12 14 | Sojini 498
Provision of Civil Engineering Services 9-Jan- | 30-Jun- | Luyanda R 32 263
Mpumalanga Motheo JV in Second Creek 13 14 | Mbula 279
WK Construction South Africa | Mdantsane Bufferstrip Phase 3: 22-Apr- | 30-Apr- | Dave R 34 596
(Pty) Ltd Chlorunation and Damn Rehabiliatation 13 16 | Langley 491
Operation of an electrical Network
Control Centre and Customer Call
Ballenden & Robb SA (Pty) Centre in Buffalo City Period of three 10-Jan- | 1-Feb- R 28 385
Ltd years 11 14 | Rob Ferrier 970
Bulk Water Supply to Coastal Areas 13-Mar- | 30-Sep- | Luyanda R 20 621
Simunye Developers cc :Phase 1D 13 14 | Mbula 026
Mpumalanga Construction East London Sewer Diversion: Central | 26-Mar- | 30-May- | Sandile R 20 467
(Pty) Ltd WWTW to Reeston -Phase 1A 12 13 | Sojini 544
(WARD 36) —a for Nomgwadla, Nakani,
Mzittshana, Zabalaza, Nyanisweni,
MBSA/Conrite/Mink-Line Madakeni, Newrest and Pirie Mission 7-May- | 30-May- | Luyanda R 12 698
Consortium Sanitation Backlog Eradication Project 13 16 | Mbula 633
West Bank Land Restitution Project - 5-Mar- | 30-Mar- | Sandile R 11246
Matemba Civils Amatole cc Bulk Wastewater Infrastructure 12 14 | Sojini 174
Operation and Maintenance of the
Mantella Trading 522 cc t/a overhead lectrical network in 29-Nov- | 1-Dec- R 10 944
Designer Lighting Mdantsane for period of three years 11 14 | Rob Ferrier 000
Mdantsane Bulk Water Supply To
Commshelf 55 cc T/A Urban | Bufferstrip/Needs Camp/NCERA: 5-Jun- | 30-Jun- | Sandile R 9994
Africa Services Phase4 12 14 | Sojini 139
Construction of Bisho, King Williams
Town and Zwelitsha Bulk Regional 26-Apr- | 30-Apr- | Andisa R 9950
Fast Move Electrical cc Sewerage Scheme-Phase 2 13 14 | Ntwasa 069
unicipality | APPERNDICES 473




