OVERSIGHT REPORT ON THE 2020/21 ANNUAL REPORT
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|__1. PURPOSE N

The purpose of this oversight report is to enable the Municipal Public Accounts
Committee (MPAC) to discharge its oversight responsibility in considering the 2020/21
Annual Report of Metsimaholo Local Municipality in terms of section 129 of the
Municipal Finance Management Act 56 of 2003 (MFMA)

| 2. BACKGROUND |

The oversight report is the final major step in the annual reporting process of a
municipality. Section 129 of the MFMA requires the counci! to consider the annual
report of its municipality and municipal entities and to adopt an “oversight report”
containing the council’'s comments on annual report.

The Municipal Public Accounts Committee (MPAC) is required to perform the
responsibilities of the Oversight Committee as envisaged in MFMA Circular No. 32
and Section 129 of the MFMA. The public was afforded an opportunity to make written
representations on the Municipality’'s Annual Report for 2020/21, however no
comments were received from the public with regard to the annual report.

Section 129 of the MFMA provides for the Council to adopt an Oversight Report
containing the Council's comments on the Annual Report, which must include a
statement whether' the Council:

(i) Has approved the Annual Report with or without reservations:

(ii) Has rejected the Annual Report;

(iii) Has referred the Annual Report back for revision of those components that can be
revised

L 3. PROCESS FOLLOWED IN ANALYSING THE ANNUAL REPORT

3.1The Annual Report was tabled in Council on 28 January 2022 and the Council
referred the report to the Oversight Committee for further consideration and
public participation.

3.2The Annual Report was submitted to the Provincial CoGTA, Provincial Treasury
and the Auditor General of South Africa.

3.3Community participation
An invitation to the public to submit comments on the Annual Report was
publicised in municipal notice boards and libraries. The annual report was also




made available for scrutiny on the municipal website, libraries and municipal
offices in all the towns within Metsimaholo Local Municipality as per Section
127(5) (a) of Municipal Systems Act and Section 21A and B of the MFMA.

» The Annual Report was submitted to the Municipal Public Accounts
Committee (MPAC).

3.4Furthermore, the MPAC has prepared an Oversight Report on the 2020/21
Annuai Report which will be tabled in Council in the next Council sitting as
required by section 129 of the MFMA.

F 4. CONCLUSIONS AND RECOMMENDATIONS BY THE COMMITTEE =~ I

4.1 THE REPORT CONCLUDES BY REFLECTING MATTERS OF CONCERN
NOTED BY THE MUNICIPAL PUBLIC ACCOUNTS COMMITTEE

Audit report by the Auditor General

The MPAC has a serious concern with regard to a “Qualified” Audit opinion that the
Municipality has received again, as it is an indication that the municipality has
regressed when compared to the previous years. The basis for the qualified audit
opinion is a results of the following among others:

4.1.1 Property plant and equipment (PPE)

The AG was unable to obtain sufficient appropriate audit evidence for property, plant and
equipment as the municipality did not recognise all items of property, plant and equipment jn
accordance with GRAP 17, Property, plant and equipment, as it did not correctly identify the
significant components making up items of property, plant and equipment. The significant
components identified could not be reconciled with the initial asset they were part of. In
addition, the value of the significant components could not be reliably be confirmed. | was
unable to determine the impact on the net carrying amount of property, plant and equipment,
as it was impracticable to do so. Additionally, the municipality did not correctly classify
community assets in accordance with GRAP 17, Property, plant and equipment. Community
assets were classified as investment property on the annual financial statements.
Consequently, community asset in property, plant and equipment was understated by Rl 8
878 222 and investment property overstated by R 18 878 222.

The disclosure of work in progress was not in accordance with GRAP 17, Property, plant and
equipment. Infrastructure projects that had been completed were incorrectly recognised as
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work in progress. Consequently, work in progress was overstated by R29 271 762,86 (2020:
R23 740 444) in note 4 to the financial statements.

MANAGEMENT RESPONSE ON PROPERTY, PLANT AND EQUIPMENT

During the 2020/2021 financial year, Metsimaholo Local
Municipality addressed most of the findings raised by the Auditor
General South Africa (AGSA). Most of these findings led to
qualification for the past three consecutive years.

There’s a disagreement between auditors and management on the
method used when it comes to unbundling, this impacted other

effects and resulted in the past qualifications.

(&) For instance, another qualification paragraph relates to

Investment property (incorrect classification).

Background information on this finding: The municipality
classified land as investment property because it (land)
belongs to the municipality, however the municipality lost
control over that land as RDP houses are built on it. The
accournting principle is: you should not classify something
as asset if you do not have controf over if. Thus the value of
investment property was overstated, we therefore had to
reclassify fand that we no longer have control over. The
problem is that reclassification is deemed as disposal, and
the municipality could not provide AGSA with a council

resolution supporting the reclassification at that time.

A new asset register was prepared during 2020/2021 financial year
hence many findings which were raised by AGSA in the previous

financial years were resolved.

The municipality did not have supporting documents (close—out

report) expected from the Technical department, at the time of




reporting. The process and timeline taken to finalise the close-out
report is too long, as this it includes drawings, completion
certificates etc. This report is critical to the asset team as well as

the consultant to unbundle/ capitalise the project.

4.1.2. Investment property

The AG was unable to obtain sufficient appropriate audit evidence for transfers of investment
property due to the status of the accounting records. In addition, the AG was unable to
obtain sufficient appropriate audit evidence for the restatement of the corresponding figure
for investment property. As described in note 46 to the financial statements, the restatement
was made to rectify a previous year misstatement, but the restatement could not be
substantiated by supporting evidence. The AG was to confirm the restatement by alternative
means. Consequently, the AG was unable to determine whether any adjustments were
necessary to investment property stated at R240 181 962 in the financial statements.

MANAGEMENT RESPONSE TO INVESTMENT PROPERTY

Refer to 1{a)

4.1.3. Depreciation and amortisation

The municipality did not correctly depreciate assets in terms of GRAP 17, Property, plant
and equipment. The depreciation was calculated using the incorrect useful lives.
Consequently, depreciation and amortisation was overstated by R18 378 703 and property,
plant and equipment understated by RI 8 378 703. Additionally, there was an impact on the
surplus for the period and on the accumulated surplus.

MANAGEMENT RESPONSE TO DEPRECIATION AND AMORTISATION

This matter is still under investigation by the asset team and the consultant and will
only be finalised on 31 March 2022

4.1.4. Irregular expenditure

The municipality did not disclose all instances of irregular expenditure incurred in the notes
to the financial statements, as required by section 125(2)(d) of the MFMA. The municipality
made payments in contravention of the supply chain management (SCM) requirements,
which were not disclosed. | was unable to determine the full extent of the understatement of
irreguiar expenditure stated at R70 724 402 (2020: R57 451 984) in note 54 to the financial
statements, as it was impracticable to do so.

MANAGEMENT RESPONSE TO IRREGULAR EXPENDITURE




The municipality disclosed all the
transactions in the irregular expenditure
register and AGSA through auditing
identified other transactions as irregular.
Hence there’s a finding regarding
incompleteness of the municipal irregular
expenditure register. This is a result of
different interpretations of the regulation

between management and AGSA.

Based on the knowledge of the municipality
SCM regulations were correctly applied.
Findings raised by AG are as result of
different interpretations.

Both parties agreed on engagement and
capacity workshops to address these

legislative interpretations.

4.1.5. Service charges

The municipality did not correctly provide for service charges in accordance with GRAP 9,
Revenue from exchange transactions. Consumer debtors registered as indigents
received subsidies, but did not qualify for indigent status in terms of the municipality's
indigent policy. Consequently, service charges and receivables from exchange
transactions were overstated by R19 187 908. Additionally, there was an impact on the
surplus for the period and on the accumulated surplus.

MANAGEMENT RESPONSE TO SERVICE CHARGES

The Auditor General use a Computer Assisted Audit Techniques
called CAAT that the municipality do not have access to. AGSA
can test data received in more complex and sophisticated way

than our current data analysis system.
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The consumer debtors submit the indigent application with Letter
of Authority and the municipality processes such applications

accordingly, as received.

The municipality has lack of capacity in form of human resources,
the current structure has only one supervisor who is the only
person authorising applications. This procedure guarantees secure
handling of data, but compromises the speedy processing of
applications. The structure will be reviewed in future to

accommodate the demand of work in the section.

The municipality submits Indigent register to the Department of
Treasury on quarterly basis and the latter informs the municipality
in case there are applicants in employment of the state.

There are no current arrangements made with the Department of
Home Affairs as they were not fully functional because of COVID
regulations. The municipality will start using their services in the
last quarter of 2022 financial year.

4.1.6. Confracted services

During 2020, the AG was unable to obtain sufficient appropriate audit evidence for contracted
services and to confirm the expenditure by alternative means. Adequate supporting
documentation could not be provided to confirm that the goods and services were
actually received and at the correct quantity, quality and price. Consequently, the AG
was unable to determine whether any adjustment was necessary to contracted services,
stated at R80 221 153 in note 38 to the financial statements. The AG’s audit opinion on
the financial statements for the period ended 30 June 2020 was modified accordingly.
The AG’s opinion on the current year financial statements was also modified because of
the possible effect of this matter on the comparability of the contracted services for the

- current period.

MANAGEMENT RESPONSE TO CONTRACTED SERVICES

AGSA did receive evidence for contracted services as requested,
and the auditors requested more throughout the audit process.

The municipality’s filing system failed the officials to retrieve more
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data as requested by AGSA. The Quidity system will be used by

the municipality going forward.

All invoices received from the supplier or the service provider are
signed by the relevant person in the department to confirm that the
amount on the invoice is correct (the quantity, quality and price is
correct) and that goods or services were received.

AGSA is of the opinion that having a signature on the invoice is not
sufficient as there are instances where they could not tell whose
signature is it. The recommendation from AGSA is that there
should be a name and surname, job tittle and the signature. The

municipality has since developed a stamp with all such details and

the date, that is put on the delivery note/documents to be signed.

4.1.7. Operating expenditure

During 2020, the municipality did not classify transactions in accordance with GRAP 1,
Presentation of financial statements, as items relating to assets were incorrectly
classified as operating expenditure (inventory consumables). This resulted in inventory
consumables being overstated and property, plant and equipment being understated by
R10 101 436. There was also an impact on the surplus for the prior period and on the
accumulated surplus.

Additionally, the AG was unable to obtain sufficient appropriate audit evidence relating
to operating expenditure and to confirm the expenditure by alternative means. Adequate
supporting documentation could not be provided to confirm that the goods and services
were actually received and at the correct quantity, quality and price. Consequently, the
AG was unable to determine whether any further adjustment was necessary to operating
expenditure, stated at R92 666 958 in note 39 to the financial statements. The AG’s audit
opinion on the financial statements for the period ended 30 June 2020 was modified
accordingly. The AG’s opinion on the current year financial statements was also modified
because of the possible effect of this matter on the comparability of the operating
expenditure for the current period.

MANAGEMENT RESPONSE TO OPERATING EXPENDITURE

Refer to 1(a)




4.1.8. Material losses

As disclosed in note 37 to the financial statements, material water distribution losses of

RB5 888 545 (2020: R48 664 117) and material electricity distribution losses of R48
296 420 (2020: R38 820 966) were incurred by the municipality mainly due to
distribution losses, internal use that was not metered and not read, line tosses, and
supply to informal areas that have not yet been formalised.

MANAGEMENT RESPONSE TO MATERIAL LOSSES

Water Distribution Losses

Water distribution losses are due to the number of communal that are occupied
informally. In some areas, it is sheer waste of resources to install water meters as
they are consistently vandalized. Technical Department is currently devising some

plans to install water meters in a secure way.

There are areas with no installed water meters, for instance at Themba Khubeka. In
February 2022, the municipality advertised a tender to appoint a contractor to install

2600 water meters.
Electricity Distribution Losses

Electricity distribution losses are due to faulty energy meters, energy meter
bypassing, energy meter tampering, inaccurate billing, un-billed accounts, non-
payments, estimated customer accounts and illegal connection/or theft of electricity.
An order has been placed to purchase eleciricity pre-paid meters which will be used

to replace prepaid meters that are non-functional.

The long lasting solution to address the electricity distribution losses are as follows:
1. Continuous field audits of energy meters

2. The replacement of all faulty energy meters

3. The installation of energy smart meters

4. the reinforcement of the municipal grid security




4.2 RECOMMENDATIONS BY THE MUNICIPAL PUBLIC ACCOUNTS COMMITTE

FOR
ATTENTION
» That the action plan to address the Auditor General's ANV
findings be developed.
» Implementation of the action plan be monitored MPAC
and the progress thereof be reported upon frequently.
» Payment of creditors within 30 days be adhered to, to AMM
avoid incurring of interest by the municipality.
» Irregular, fruitless and wasteful expenditure be
investigated and reported to Council. MPAC
» An approved staff establishment to be in place, as AMM
required by section 66(1)(a) of the MSA.
» Leadership to monitor and enforce the implementation AMM
of the corrective measures inciuded in the audit action
plan fo address the weaknesses relating to the Finance
and SCM directorates with regard to the prevention
of irregular, fruitless and wasteful expenditure. COUNCIL
» The renewal of the Disciplinary Board.
» That the vacancy of Manager: Assets be filled. AMM
» The IGG register to be completed as a matter of urgency. AMM
| 5. COUNCIL RESOLUTIONS ]

That Council having fully considered the 2020/21 Annual Report of the municipality
and representations thereon:

(i) The Oversight Report be adopted:;

(i) The Annual Report be approved without reservations.

(iii) The Annual Report and the Oversight Report be submitted to the
Provincial Legislature as required by the MEMA 56 of 2003.

_.\/q;hairpe r'son MPAC: Metsimaholo Local Council
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DATE: WEDNESDAY, 02 MARCH 2022

TIME:  10:00

VENUE: 6™ FLOOR CONFERENCE ROOM, NO: 10 FICHARDT
STREET, CIVIC CENTRE, SASOLBURG |




P.O. Box 60
SASOLBURG
1947

24 FEBRUARY 2022

TO MEMBERS

reby given that the MPAC MEETING will be held on WEDNESDAY, 02 MARCH
FLOOR CONFERENCE ROCOM, NO: 10 FICHARDT STREET,. CIVIC
LBURG at 10:00.

Notice is

AIRPFERSON
OUNCILLOR M MOLAWA
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DATE

VENUE

-

THURSDAY, 10 MARCH 2022 @ 14:00
FRIDAY, 11 MARCH @ 10:00

COUNCIL FOYER, FINANCE BUILDING,

NO: 10 FICHARDT STREET, CIVIC CENTRE,
SASOLBURG

11 3%
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P.O. Box 60

SASOLBURG
1947
INVITATION
TO : Mr M. Mathe — Acting Municipal Manager
From : Clir M. Molfawa
Da’_ze : 07 March 2022

Honourable Acting Municipal Manager

You are hereby invited to a meeting of MPAC to be held on THURSDAY, 10 MARCH
2022 at 14:00 in the COUNCIL FOYER, FINANCE BUILDING,NO: 10 FICHARDT
STREET, CIVIC CENTRE, SASOLBURG.

The said meeting is projected fo continue again on FRIDAY, 11 MARCH 2022 at 10:00
in the same venue. ,

You are kindly requested to extend this invite to members of your team.

Reg

‘V;

‘CHAIRPERSON
OUNCILLOR M MOLAWA
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AGENDA

DATE : THURSDAY, 17" MARCH 2022
TIME  :  10:00

VENUE : BILL SHARP, FINANCE BUILDING, NO: 10
: FICHARDT STREET, CIVIC CENTRE, SASOLBURG




P.C. Box 80
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1947
14 MARCH 2022

TO MEMBERS

W7 Rk B
GHAIRFERSON
OUNCGILLOR M MOLAWA
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DATE
TIME
VENUE

WEDNESDAY, 23 MARCH 2022

10:00

COUNCIL FOYER, FINANCE BUILDING,

10 FICHARDT STREET, CIVIC CENTRE, SASOLBURG

SRS
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P.O. Box 60
SASOLBURG
1847

18 MARCH 2022

TO MEMBERS

Notlce is hereby given that the MPAC MEETING will be held on WEDNESDAY, 23 MARCH
the ZOUNCIL FOYER, FINANCE BUILDING, 10 FICHARDT STREET, CIVIC

SOLBURG at 10:00.

P ——————
HAleERSON

COUNCILLOR M MOLAWA
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NB:This meeting is a continuation of a meeting that was held on the 23 March 2022

DATE
TIME
VENUE

FRIDAY, 25T MARCH 2022

10:00

DENEYSVILLE COUNCIL CHAMBER,
DENEYSVILLE MUNICIPAL OFFICES,
DENEYSVILLE -




NB:This meeting is a continuation of a meeting that was held on the 231 March 2022

P.C. Box 60
SASOLBURG
1947

23 MARCH 2022

TO MEMBERS

Notice is hergby given that the MPAC MEETING will be held on FRIDAY, 25 MARCH 2022in
NEXSVILLE COUNCIL CHAMBER, DENEYSVILLE MUNICIPAL OFFICES,

LLE at 10:00.

F 3,{’ ﬁ
HAIRPERSON
COUNCILLOR M MOLAWA
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