Endumeni YNunicipality
Audit Committee

MINUTES OF THE AUDIT COMMITTEE MEETING HELD ON WEDNESDAY, 30 MARCH 2011 AT
10h00 IN THE COUNCIL CHAMBERS, CIVIC CENTRE, DUNDEE 3000

oo0oo0

PRESENT: Mr N Rajkumar, The Chairman
Mr V Mseleku, Member
Mr L Steenkamp, Member
Mr JB Maltman, Acting Municipal Manager
Mr | Grisdale, Chief Financial Officer
Mr S Perumall, Executive Manager: Corporate Services
Mr CJ Carelse, Acting Manager: Technical Services
Mr Ryaan Lahldas, Gobodo Inc
Mr T Ncube, COGTA
Mr B Strydom, COGTA

00000

1. OPENING

Mr N Rajkumar, the Chairman welcomed everyone. Mr Steenkamp opened the
meeting with prayer.

2, NOTICE OF MEETING
Mr N Rajkumar, read the Notice of the Meeting aloud.
3. APPLICATION FOR LEAVE OF ABSENCE / APOLOGIES
The office of the Auditor General.
4, OFFICIAL ANNOUNCEMENTS
None
5. CONFIRMATION OF PREVIOUS MINUTES

The minutes of the meeting held on the 10t of March 2011 and attached to the
Agenda as Annexure A was approved.

Verbal reports regarding the following items where requested by Mr N Rajkumar:

AC 8(8) - Ad Hoc Project 01 Report handed to attendees. Copy of report
attached for ease of reference as “Annexure 1”. Final Report to be
available in April once all amounts have been verified.

Once report is finalised by Gobodo, a special Audit Committee Meeting
will be called to table report.



10.

AC 8(12) -

AC 9(2) -

AC 9(3) -

AC 9(4) -

AC 9(5) -

AC 9(6) -

CaseWare Financial Statement Module has been installed and training
is currently underway. Once Budget and Reporting Modules are
installed and tested, training of 5 staff members will begin.

Mrs E Botha is currently on leave and the issues raised will be taken up
with her upon her return. Mr Grisdale will give feedback at the next
Audit Committee Meeting. Revenue Enhancement Report compiled by
IGS handed out to members. “Annexure 2"

Mr Rajkumar to provide Surina with possible dates for meetings with
managers. To be present at each meeting: All Audit Committee
Members, Acting Municipal Manager & the respective manager

Copy of Agenda of Auditor General Meeting and Engagement Letter
handed to each member (copy annexed “Annexure 3")

A. ELECTRICITY LOSSES - Communication Manager attending to
issue of community meetings

B. MEETING WITH NERSA - Copy of electricity tariffs as tabled in
draft budget handed to committee members (copy annexed
“Annexure 4”)

Matter ongoing - meeting to be held with Gobodo in terms of the
Supply Chain Management Policy in place.

STATUTORY APPOINTMENTS AND ELECTIONS

Nil

QUESTIONS OF WHICH NOTICE HAS BEEN GIVEN

None

MATTERS ADJOURNED FROM PREVIOUS MEETING, INCLUDING MATTERS TO BE RE-
CONSIDERED (MOTIONS) EXCLUDING DEFERRED MOTIONS

Nil

PECUNIARY INTEREST

None.

DETERMINATION OF AGENDA

AC 10(1)

GOBODO REPORT: VISIT 1 OF 2010/2011

The report was duly noted.



AC 10(2)
SUB COMMITTEE - MINUTES (AUDITOR GENERAL FINDINGS)

Feedback was requested from Mr S Perumall and Mr | Grisdale regarding the sub
committee meetings.

SUB COMMITTEE - TRAFFIC FINES

Mr Perumall reported that the sub committee formed to deal with the issue of Traffic
Fines have met and progress is being made regarding the collection of information
from the Magistrate’s Courts and the reconciling of it with the TCS System.

Another meeting is planned to take place in April to obtain further feedback from Mr
Charl Wait and Mr Frik Coetzee who is directly involved in the process.

Gobodo requested to verify information regarding Traffic Fines.

SUB COMMITTEE -~ ASSETS & CASEWARE

Moveable Assets: Mr Grisdale to collect scanners from PWC. In the week beginning
the 11t of April 2011, Combined Systems / PWC to install the BAUD Software on our

system. Mr Dave Geils will also be at our offices in this week to oversee.

Proposals to appoint an Auctioneer to go out to enable the municipality to get rid of
all the unwanted assets that need to be written off and sold.

Immovable Assets: PWC busy with process. Mr Grisdale further reported that a
verbal report was given to the Auditor General when they visited the municipality and
they were happy with the progress made by us thus far.

Another sub committee meeting is to be convened in April.

Caseware: First module installed, testing being done. As per report given under 5.
AC 8(12).

AC 10(3)

RECRUITMENT OF STAFF - RECRUITMENT POLICY

Recruitment Policy in place attached to minutes “Annexure 5.

AC 10(4)
SKILLS AUDIT - EACH DEPARTMENT

Staff underwent training by the Department COGTA. Skills audit to be undertaken.
Each individual to be assessed. Progress Report to be given at next Audit
Committee meeting.



AC 10(5)
PUBLIC AMENITIES

[tem to be noted. Discussions have taken place with relevant manager on
improvements that can be made.

AC 10(6)
AD HOC AUDIT: GLENCOE

Report currently with Endumeni Management for comments.
Completed report to be submitted at next Audit Committee Meeting,

11. CLOSURE
There being no further items to discuss, the Chairman declared the meeting closed at
11h00.

Chairperson: ....7
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ANNEXURES

Annexure 1

ltem 5. AC 8(8)

Gobodo Ad Hoc Report Project 01

Annexure 2
Item 5. AC 9(2)

Revenue Enhancement Report issued by IGS.

Annexure 3
item 5. AC 9(4)

Auditor General Agenda & Engagement Letter

Annexure 4

Item 5. AC 9(5) B.

Copy of extract from Draft Budget relating to proposed electricity tariffs.

Annexure 5
item 10. AC 10(3)

Recruitment Policy.
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29 March 2011

The Acting Municipal Manager

Mr. J.B. Maltman

ENDUMENI LOCAL MUNICIPALITY
PO Box 1965

Dundee

3000

Dear Sir,
In terms of our scoping letter for Ad hoc project: 01 that was approved by management on , we

have performed a review of the Umzinyathi debtor relating to water services rendered by Endumeni Local Municipality
on behalf of Umzinyathi District Municipality. The review was conducted during March 2011.

All the matters raised have been discussed with senior officials and we would like to express our appreciation to the
various members of staff who have assisted us in carrying out our work.

The attached report records the result of our review. The attached report has been set out in two sections:

Section A An executive summary documenting the mandate, audit objectives, scope of project, audit approach,
sources of information, fraud and internal control and risk / threat rating and limitation of scope.

Section B Summary of results.

This report has been prepared for the sole use of Endumeni Local Municipality's rnanagement. We do not accept
responsibility to any other party to whom it may be shown or who of their own volition may decide to rely on it. it
should be clearly understood by third parties that they enjoy such receipt for information only and that we accept no
duty of care to them in respect of this report.

If you have any queries pertaining to the contents of this document, please contact Mahendra Naicker on 031 539
4800 / 083 799 1243 / mahendra.naicker@gobodo.co.za or Ryaan Lahldas on 031 539 4800 / 082 563 9344 /
ryaan.lahldas@gobodo.co.za

Yours faithfully,

Mahendra Dama
Director
Gobodo Inc.

DURBAN | 2 Flanders Ploce - Mount Edgecombe - 4301 | P O Box 1644 - Mount Edgecombe - 4301 | Tel: (031} 539 4800 | Fox: (031} 502 3167 | Emoail: goboedo:cZiafrice.com
Ditectors: N. Gobodo {Cheieperson} - S.Goundlert (CEQ} - V. Chike - 1. Dama - D Goventler - D Hutvsjwe - H. Looh - D. Koickes - N. Maodlley - 1. Nagy - C. Patel - R. Rhodda - I Smpsan - 14, Sindane - M. Tathsyden
Associrs Divwdtors: B, Ciinamond - . Ferrewa - S.Hel <X Visser  Gobodo Inworporcad Reg, No. 1999/001402/21 Registered Auditors VAT Ho. 4160189637
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ENDUMENI LOCAL MUNICIPALITY
AD HOC PROJECT 01
MARCH 2011

SECTION A
1. MANDATE

The Internal Audit review for ad hoc project 01 at the Endumeni Local Municipality was conducted in terms of
the scoping letter that was approved by management on

2. AUDIT OBJECTIVES

The primary objective of the review was to verify that the expenditure being claimed by Endumeni Local
Municipality from Umzinyathi District Municipality relating to water services is complete, accurate and valid.

3. SCOPE OF PROJECT

The scope of work entailed verification of amounts being claimed by Endumeni Local Municipality from
Umzinyathi District Municipality. The amounts claimed have been split into two (2) votes as follows:

Sewerage account number 0010000916; and
Water account number 0010000917.

The sewerage account (0010000916) was made up of the following sub-accounts:

- Deskctiption:

Amount being claimed (R) *

Iﬁtéféét- and redemption

6,833,920.98

Salaries

258,396.86

Motor licenses

21,249.50

Telephone

22,180.47

Sewer expenses

888,782.19

Administration charges

1,162,387.00

Security

11,5671.00

Insurance

111,885.40

timbet
1
2
3
4
5
6
7
8
9

Credit notes

(67.84)

The water account (0010000917) was made up of the following sub-accounts:

Total

9,310,305.56

Description

... | Amount béing:claimed:(R). |

1

Interest and redemption

5,706,001.75

Salaries

260,947.15

Motor licenses

3,331.75

Telephone

~ (2,537.87)

Water expenses

284,709.30

Administration charges

2,134,496.60

Value Added Taxation (VAT)

24,496.95

Insurance

43,702.56

O[NNI |D|WIN

Other

624.00

Total

8,455,772.19

The total claim being made by Endumeni Local Municipality from Umzinyathi District Municipality amounts to
R 17,766,077.75 (R 9,310,305.56 + R 8,455,772.19).

asopo

Page 2 of 5




ENDUMENI LOCAL MUNICIPALITY
AD HOC PROJECT 01
MARCH 2011

4. AUDIT APPROACH

The audit approach was based on the following key procedures:

Verify amounts being claimed as noted above to supporting documentation to confirm that the
amounts being claimed are accurate, complete and valid.

Compile Internal Audit report for Ad hoc project 01.
SOURCES OF INFORMATION

Discussions were held with appropriate management. Audit evidence was obtained through inspection of
supporting documentation in order to verify authenticity of claimable amounts.

Our report has been prepared for your information and that of management of the Endumeni Local
Municipality. We do not accept responsibility to any other party to whom it may be shown, or who, on their
own volition, may decide to rely on it.

Page 3 of 5
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Annexure

Endumeni Municipality
Revenue Enhancement
Status Quo Report

15 March 2011

Innovative Government Solutions Consulting (Pty) Lid
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Executive Summary

In South Africa as in many developing countries the capacity of local government to give effect to its
fiscal power is a serious limitation. This is compounded by the integration of previously disadvantaged
communities, a culture of non-payment, and poor administrative systems all of which has resulted in
staggeringly high levels of debt.

On paper the solutions are easy: increase revenue, reduce expenditure or do a combination of both,
However, in reality the challenge is more complex and multi-faceted — there are political and socio
economic facets as well as institutional aspects, including shortage of skills, performance oriented staff
and adequate physical resources. Over the past decade many municipalities have become less
sustainable as they are confronted escalating uncollectable consumer debt and service delivery
backlogs.

The challenge facing Endumeni Municipality (EM) is to successfully turn around the current declining
cash position and to build a sustainable municipality for the future, revenue enhancement is one of the
arsenals of “turn around strategies” that can and should be used to address the challenge.

Implementing a revenue enhancement turnaround strategy can only be achieved by critically reviewing
the current revenue management business models and processes being applied within the municipality.
To effectively deal with the current challenges (EM) must plan and implement effective and integrated
revenue enhancement strategies. Revenue enhancement is a process focused on the holistic
improvement of municipal business model. To improve on the current business model it is important to
identify all the critical elements that currently affect municipal revenue performance.

The Revenue Enhancement Framework

The framework for the revenue enhancement strategy, taking into consideration the unique
requirements of EM will comprise a phased approach. The time frame of the implementation of the
strategic interventions has been divided between:

e Quick wins strategic interventions to be implemented within 6 months;

¢ The Medium term interventions which focus on strategic actions to be implemented between 6
to 18 months; and

e The Long term interventions, which focus on strategic actions that will take longer than 18
months for implementation.

Quick Wins 1-6 months

The interventions that can be started and completed in 6 months that will address the key issues
identified are the following:

e Establish the revenue enhancement steering committee which will oversee the implementation
of the strategic interventions and monitor and manage achievement of the set goals, objectives
and benefits; and



¢ In phase Il of this project develop a detailed revenue enhancement strategy and implementation

plan.

Policies

e Review of the customer deposit policy;

e Acredit control policy needs to be developed for EM and the existing credit control by-laws
revised and adjusted to give effect to this policy;

e Ingeneralit can be concluded that the tariff policy deals with most of the relevant aspects. It,

however, can be improved by including the following matters:

[e]

[e]

Insert a section on definitions explaining key words and expressions in the document;
Elaborate on how EM intends catering for the poor households and the provision of free
and basic services; and

Expand on the pricing strategy and explain the calculation of tariffs outlining the basic
tariff structure and method of calculation.

e Ingeneral it can be concluded that the indigent policy deals with most of the relevant aspects.

It, however, can be improved by including the following matters:

[e]

O O O O

O 0 O ©O

It is important that the households of indigent consumers are visited on a regular basis.
One cannot carry on subsidising a consumer if the situation has changed and the
household does not qualify anymore. If resources to perform these audits are limited a
staggered approach must be adapted. This implies that applications for indigents must
be allowed all year round and a well-controlled auditing system must be in place to
audit a certain number of households per month;

Integrate policy with strategic management plans and procedures so as to ensure that
the municipality will be able to sustain its Free Basic Services (FBS) programme;
Amend the policy to reflect the recommended changes by Council;

Register, verify, screen, and approve indigents;

Establish and maintain an indigent grant register;

Communicate the indigent grant management processes and procedures to all
stakeholders;

Indigent consumers must be isolated from the normal credit control and debt collection
processes;

A process should be introduced where the monthly accounts can be compared to the
subsidies granted;

Invite indigents to reapply annually for the indigent subsidy;

Place adverts and public notices in the local newspapers and in public areas;

The qualifying threshold of R1150 needs to be assessed and revised; and

The use of qualified personnel the like of a social worker is needed to investigate those
cases that are in dire need of assistance e.g. homes run by orphans, the very old and
frail etc.

e Develop and implement a customer care policy and customer care charter.



o Develop and implement a standard procedure for logging complaints, referring the
matter to the correct departments and receiving feedback on the status of the
complaint;

o Invite customers to give feedback on EM’s performance in relation to service delivery
and customer satisfaction. This could be done with questionnaires or electronic tools;

o Provide accessible mechanisms for dealing with complaints. As previously mentioned, a
dedicated customer care unit is required. All complaints must be recorded in a register
and followed up to ensure prompt responses by the officials;

o Customers must be allowed to pay an amount equal to the average consumption of the
previous three months until the query has been resolved. Disconnection or legal action
must be suspended until the query has been resolved; and

o Engquiries received should be acknowledged in writing by the relevant department. After
the guery has been attended to, the consumer should again be informed in writing
about the outcome and ensuing status of the account. The complaints register shouid be
reviewed by members of senior management. Numerous complaints of a similar nature
should be investigated internally.

Review overtime policy and agreements with labour with the objective of ensuring qualified
technical staff do not get excessive time off during normal business hours.

Communication

Improve interdepartmental communication to address revenue leakages;

Embark on external communication campaign;

Launch a drive to inform the community on the billing system using an illustrated information
pamphlet written in English and appropriate vernacular language(s). Advice should also be
included on recommended conservation measures to help individual households reduce
consumption and cost of services;

Provide training to ward committee members on all aspects of the billing system, including the
compilation and layout of accounts. Supply committee members with sufficient copies of the
pamphlets so that they are available for further distribution if and when necessary;

Publish the information pamphlet in community newspapers, if available;

Combine the above awareness campaign with the promotion of the indigent policy;

With the assistance of councillors implement a communication strategy for the areas where
non-payment is high;

Develop a sound communications strategy built on sound, forward-looking programmes,
projects, and policies;

Determine who can and cannot pay for their services and why they can or cannot pay.

o Target stratification is essential to ensure that the right message gets to the right people
in a manner that they understand and can react to. From information obtained in the
status quo assessment, as well as municipal reports, income surveys, social surveys, and
debtor records, socio-economic profiles should be drawn up so that target markets can
be identified according to those profiles. This information should then be used to design



audience specific communication strategies. In sum, socio-economic profiles are useful
tools for identifying who should receive what communication message; and

o Attitude and perception studies related to municipal services, service delivery, and
payment for those services should be done in key target areas to identify and
understand perceptions and attitudes, as well as misconceptions, prejudices, and
community priorities.

Use the following communication media as a means of getting through to the community:

o Pampbhlets have the advantage of being relatively inexpensive to produce and easy to
distribute;

o The ideal use of posters is to remind people of something that they already know, or to
heighten their interest in something about which they have some knowledge;

o Workshaops are important forms of communication when properly facilitated and
managed. They allow for challenge and discussion and, if well attended and properly
promoted, are able to stimulate awareness quickly and cost-effectively; and

o Public meetings are best suited for disseminating information, in other words for
providing one-way communication and they therefore fulfill a very limited role in
development communications, which require a free two-way flow of information.

o Radio is ubiquitous and yet it is personal; this is its great strength. However, unless
there is a popular local radio station aimed at a local listenership, its use will be very
limited, as radio is best suited for more general communication at regional, provincial,
and national levels.

Credit Control and Debt Collection

Billing
[ ]

The handover of consumer accounts to attorneys should be incorporated into Munsoft;
Compare the pre-paid system to Munsoft and block those in arrears;

Expand the debtors age analysis to include debtors beyond the standard ageing category of
150+ days;

There should be a political will to enforce the credit control and debt collection procedures;
Develop an approach to deal with government debt (this could include a petition to National
Treasury);

Take decisive action when dealing with debtors in Sithembile, Dundee and Glencoe;

Work in tandem with the SAP and ensure disconnections are carried out in Sithembile and
Sibongile; and

The information pertaining to the incidents of theft and tampering needs to be linked to the
consumers account in order to identify and take action against repeated offenders.

Implement payment reminders via SMS to consumers;

it is important that relevant controls are put into place that to ensure complete and accurate
billing; and

Research customer account layouts with a view to simplifying them, if necessary. Redesign
them, if necessary.



Training
¢ Councilors and officials should understand municipal finance and budgets so that they are able
to engage and question spending and development priorities.

Contractors
e Better manage external contractors by implementing and enforcing new performance
measures:
o Ensure contractors deliver according to service level agreements; and
o Contractors must report in a manner that gives EM full info on accounts handed for
collection.
¢ Investigate reasons for mail being returned and ensure correct addresses are updated on the
system;
¢ Undelivered accounts and summonses should automatically be directed to a tracing work step,
e Review the contract of KD against what is actually being delivered. If need be revise contract
and measure performance of the contractors.

Meter Audit
¢ Conduct a comprehensive audit of all meters at regular intervals. Implement meter audit cycle
periodically during the year.

Medium Term 6-18 months
Interventions that could be started without delay which only be completed within 18 months period are
the following:

Tariffs
¢ Ring-fence each service to determine the true cost of service which would prove invaluable in
determining the tariff for a service.

Staffing & Structure
¢ The vacant posts should be advertised and filled urgently so the smooth functioning of the
municipality is not compromised;
¢ The hiring of the right skills and capacity is essential for managing credit control and debt
collection;
e Review and discuss the recommended structure for the credit Control Function that will be
tailored prior to implementation (Refer to Section 15).

Systems
¢ Integrate the pre-paid system within the municipal financial system Munsoft;
¢ Implement a GIS system with clear GIS objectives and training;
e Fully integrate the indigent support and management system into the municipal financial system
Munsoft;



e To ensure control and safekeeping of consumer documents the use of a document management
system should be considered;
e Consolidate two separate systems for prepaid and conventional metered consumers into one.

Arrangement to Pay
e Review the arrangement to pay procedures;
e Thearrangement to pay (ATP) process need to be linked to consumer accounts on the municipal
financial system Munsoft;
e Ensure the ATP procedures are not abused by consumers. Consumers should not use this as a
means to avoid accumulation of interest,

information Audit

e Develop a standard process to perform soft and hard tracing and verification of information.
This could entail the use of external companies scanning ID numbers to get correct ID and
addresses or verification of personal information by checking information with the Deeds office;

e Conduct a customer information audit to establish a sound basis for the billing of service
charges:

o Verify and rectify customer information for purposes of accurate billing; and

o Collect additional information about consumer households that could improve
customer service.

e Design appropriate data collection and maintenance procedures that meet basic legal and
functional requirements. To achieve this, the customer information audit is divided into three
distinct, complementary parts:

o Coliect basic customer information. This part also includes a service evaluation that
could be used to assess consumer perceptions about the customer care function in the
municipality. In addition, a service meter audit may be added to this part to check the
accessibility and functionality of measuring various devices, such as electricity meters;

o Develop an economic profile of each consumer household with the primary aim to
derive at an indigent indicator, hence the focus on questions around income and
expenditure and asset ownership.

o Identify skills within households that could be useful during the implementation of municipal
works (capital projects, etc.). The primary aim of this part is to establish a basis for poverty
alleviation programs through job creation and local economic development initiatives.

Customer Care
e Implement a customer care policy with clear objectives regarding payment policies and dates
which objectives are measurable in terms of customer service.

FInancial Management
e Review financial management systems and procedures to incorporate the following:
o Budgeting methods
o Cash forecasts and cash flow monitoring against forecasts



Assets

Data integrity

o 0O 0O 0 0O 0 ©

[¢]

Credit policies with emphasis on minimum debtors
Credit risk management

investment policies

Management reporting

Supply chain policies

Stock levels for consumer stores

Supplier payment periods

Supplier selection and monitoring procedures

Review the policy on the use of telephones;

Monitor and control the use of electricity by residents living in hostels;

Review all financial policies and procedures as per MFMA; and

Develop business plans and determine operational costs of capital projects

Determine the market value of houses;

Dispose of rental housing stock;

Develop an asset management policy; and

Update the asset register.

Undertake the data cleansing process which is divided into three stages:

e}

Desktop Data Cleansing - check all billing data held by the municipality for inaccuracies
and anomalies;

Returned Mail Cleansing - all returned mail must be carefully analysed to determine
why bills were not received by intended recipients;

< All returned mail should be split into the following categories;

= The customer is no longer residing at the given address;

= The postal address is incorrect;

= The physical address is wrong;

* The account is flagged inactive, while, in fact, it is active and therefore
not being billed; and

= The account is wrongly flagged ‘active’,

% Once the reason for non-delivery has been established, contact should be made
with the owner of the property. There are various ways in which this can be
done:

= Check the system for telephone numbers and make contact
telephonically to clarify details, if possible;

= |f contact cannot be made telephonically, do a title deeds search to
determine where the owner of the property is located;

= Another method is to do a credit check on the customer through a
credit bureau, which should reveal the customer’s latest physical and/or
postal address and, possibly, telephone number;
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»  All the correct details should be captured in the system once the
customer has been located; and
» Should this desk research proof fruitless, it will then be necessary to
physically visit the property concerned to interview the current occupier
in the hope that s/he could provide a forwarding address or advice on
the current whereabouts of the missing customer.
< If anaccount is flagged ‘active’, it is important to check that no bills are sent
out, as not only is this wrong, but it also distorts the outstanding debtor’s figure.
It is equally necessary to check that if it is flagged ‘inactive’ services are
nevertheless being provided and not charged for. This should be rectified
immediately; and
Physical Field Audit Surveys - Where neither the billing system or desk research
is able to resolve the situation regarding anomalous accounts, undertake
fieldwork to determine what the situation is ‘on the ground’.

2
0.0

e |tis critical that the property base of the municipality is accurate ensuring:

(o]

(o]

0]

accurate property infarmation;

accurate customer information: all customers sign contracts with the municipality for
services to be delivered to the property on which they are registering the services for
connection;

accurate tariffs associated to the properties, which can be done through various
variables, including land usage, debtor type, land zonage, and service type;

accurate ward information per property; and

flexibility to meet the municipality’s reporting needs
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1 Introduction

Endumeni Municipality (EM), classified as a Category B municipality, was established on 5 December
2000 in terms of the Municipal Structures Act, 1998. EM covers an extensive municipal area and is one
of four local municipalities located within Umzinyathi District Municipality (UDM). EM is located in the
northern section of UDM and shares a border with The Amajuba Municipality and the Uthukela District
Municipality. EM constitutes about 11% of the UDM and has the smallest population in the district yet
has the largest economy of the four local municipalities. EM is approximately 1615 m? in extent and has
a population of about 77,717 people (Global Insight Africa, 2008)

EM has commenced the implementation of a turnaround strategy to enhance the viability of the
municipality as well grow its core and additional sources of revenue. Part of this process entails the
identification of options which could result in cost reductions and additional revenue.

2 Scope and Objective

EM appointed Innovative Government Solutions (IGS) to identify revenue enhancement opportunities
and decide on the optimal solutions for EM and develop a comprehensive revenue enhancement
strategy that will improve core revenue processes, identify areas for cost reduction and additional
revenue streams.

The project focuses on the following areas which have been categorized into three phases with the
focus of this report being phase 1:

Phase 1: Asls Assessment o Ourapproach we have adopted provides a comprehensive
as-is assessment of the revenue value chain focusing on
revenue budgets and tariffs, customer database, customer
management, meter reading and billing, revenue collection
and debt management as well as loss management;

o An as-is assessment report has been prepared for discussion
with all relevant stakeholders; and

o Once agreement has been reached as to the status quo, the
issues agreed on will be included into a status quo report,

Phase 2: Development of o We will develop a strategy by gaining an understanding of
Strategy the makeup of the customer database by debtor’s type.
The identification of customer grouping will make it more
practical to start involving the community and other users
into the implementation of the strategy;
o The strategy will focus on the legislative mandate of the
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municipalities to generate revenue and will address all
circumstances of revenue leakages as well as increasing
revenue through new sources; and

o A strategy implementation and action plan will be
developed once the strategy has been discussed and agreed
with all relevant stakeholders.

Phase 3: Strategy o A multidisciplinary team will be put together that will be
Implementation responsible to assist the municipality with the
implementation of the strategy; and
o The team leaders will manage the process and work closely
with identified officials from the municipality to ensure
transfer of skills.

3 Governance and Legislation

It is of utmost importance that the improvement opportunities identified are aligned to the current
legislative framework. The strategies supporting these opportunities should provide a balance between
the different sources of revenue and the related costs to achieve such revenue targets. The balancing
effect is depicted in the diagram below and relates to the following components:

MFMA

Other revente
Sources .
- Fiscal powers &
i act®,

Funding options
- Revenue optimisation
- Cost Savings
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The constitution — Section (151)3 Status of Municipalities— A municipality has the right to govern,
on its own initiative, the local government affairs of its community, subject to national and
provincial legislation, as provided for in the Constitution. Section 151(4) national or provincial
government may not compromise or impede a municipality’s ability or right to exercise its powers or
perform its functions.
Revenue from core municipal services — The Municipal Systems Act 32 of 2000 (MSA) provides the
legal mandate for a municipality to impose and recover rates, taxes, levies, duties, service fees and
surcharge fees. The Municipal Property Rates Act, 2004 (MPRA) seeks to reform the current system
of levying property rates by municipalities and such introduces fundamental changes to the current
system of property rating provided for in various Local Government Ordinances.
Other revenue sources — The Municipal Fiscal powers and Functions Act 12 of 2007 {MFPFA),
enacted on 7 September 2007, proposes amongst others, the following:
o Regulation of municipalities exercising their power to impose municipal surcharges on
fees for services;
o Authorise municipal taxes that municipalities may impose under section 229(1})(b) of
the Constitution;
o Regulate municipalities exercising their power to impose municipal taxes, if
authorized.
Funding options — Current initiatives within EM which should mainly be focused at recovery and
optimization of related costs of service delivery.

The principle of the Municipal Finance and Management Act (MFMA) need to be incorporated into the
strategy to ensure sound and sustainable revenue management.

4

Current Status of the Municipality

4.1 Location, Demographics and Wards
EM is one of the four local municipalities located within the Umzinyathi District Municipality. EM is

demarcated into 6 wards with active ward committees. EM comprises the towns of Dundee, Glencoe
and Wasbank. The townships of Sibongile, Extension 18, Craigside, Peacevale and Forestdale are
located within Dundee. The township of Sithembile is situated in Glencoe. Approximately 90% of the
population of the municipal area resides within Dundee, Glencoe and Wasbank. The majority of the
balance of the population resides either in commercial farms or small rural settlements.

4.2 Economically Active Population
The majority of the economically active population in EM is employed in nine sectors. These include

the Government Sector as the leading employer followed by the Community and Personal Services,
Finance and Business Services, Agriculture, Manufacturing, Construction, Transport and
Communication, Mining and the least employment Food and Beverage Sector.
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4.3 Organisational Structure

The organizational structure of the EM comprises of a total compliment of 323 permanent employees
as per approved Council organograms. The Council comprises 12 Councilors currently represented as

follows:

ANC-4
DA- 3
IFP -5

The structure of the various service lines and departments are shown below.

Corporate Services

¢ Administration

o Safety and Security

o Health and Legal

o Estate
Finance

e Income

¢ Expenditure
Technical Services

& Sanitation

o Civil Engineering

& Electrical and Mechanical
Municipal Manager

¢ Internal Audit

¢ Strategic Planning

e LED

4.4 Staffing
The composition of staff is shown in the table below.

Corporate Services Technical Services Finance
Admin | Safety | Health Roads | Elect Mech | Sanitation | Income &
Expenditure
Total 60 27 20 40 27 10 90 42
Perm
Posts
Vacant 7 4 9 24 10 3 33 5
posts
Table 1
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Findings
e There are 90 vacant posts as reflected in the table above; and
o A large number of vacancies exist within Technical services. The vacancies have a direct impact
on the level and quality of service provided by the municipality

Recommendations
o The vacant posts should be advertised and filled urgently so the smooth functioning of the

municipality is not compromised.

4.5 System
Section 64 of the Municipal Finance Management Act (MFMA) deals specifically with the management

of revenue. The most relevant issues are to ensure that the municipality has an effective revenue
collection system consistent with Section 95 of the Systems Act:

o Revenue is calculated monthly

e Accounts are prepared

The municipality maintains finance and IT systems which:
o Recognises revenue when it is earned
e Accounts for debtors
e Accounts for receipt of payments

The requirements of a system that can deal with the abovementioned complexities and regulations of
the recommended policy and by-law can be summarized as follows:

 Be specifically designed for municipalities and include all the required processes;

e Have pre-determined workflow processes;

e Have a built in document management system;

o Interface with the municipal financial system;

o Retrieve the arrears list from the financial system;

¢ Contain a filter program to target specific areas or outstanding accounts;

o Enable users to make telephone reminders;

o Provide final demands;

¢ Produce disconnection and reconnection orders;

e |ssue summonses;

¢ Allow arrangements and keep track of arrangements made;

o [ssue judgments;

o Contain a process for indigent support and management;

¢ Handle account queries;

o Perform soft and hard tracing;

e Produce management reports and statistics; and

» Have password control, allowing different levels of access to information to different users.
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Findings
e There are 2 separate systems handling the billing. The conventional metering is managed on
Munsoft and the pre-paid metering is managed on a separate system;
¢ The implementation of a geographic information system is being considered but has not been
implemented;
¢ The handover process to attorneys is not linked to the financial and billing system.

Recommendations

o Integrate of the pre-paid system within the municipal financial system Munsoft;

¢ Implement a GIS system with clear GIS objectives and training;

¢ Fully integrate the indigent support and management system into the municipal financial system
Munsoft;

¢ To ensure control and safekeeping of consumer documents the use of a document management
system should be considered;

¢ Implement payment reminders via SMS to consumers;

o The arrangement to pay (ATP) process need to be linked to consumer accounts on the municipal
financial system Munsoft;

¢ Develop a standard process to perform soft and hard tracing and verification of information.
This could entail the use of external companies scanning 1D numbers to get correct ID and
addresses or verification of personal information by checking information with the Deeds office;

¢ The handover of consumer accounts to attorneys should be incorporated into Munsoft; and

o Compare the pre-paid system to Munsoft and block those in arrears.

4.6 Financial Management

Effective financial management can help EM to transform its local areas into a better place to live and
work. Effective financial management ensures that there are funds available to implement council
policies. This is a great responsibility on municipalities as they are responsible for managing large
amounts of money and delivering services that affect people's lives every day. Councilors, committee
members and officials all have a duty to ensure that these monies are managed carefully,
transparently and honestly. Good financial management is the key to local delivery.

Findings
a) Operating Income

There are various sources of income that can be used by municipalities to finance their expenditure.
The main sources of revenue for EM are from the following sources:

¢ Property Rates - All people and businesses who own fixed property (land, houses, factories, and
office blocks) in the municipal area are charged "Property Rates" - a yearly tax based on the
value of each property. Rates income is used by the municipality to pay for the general services
to all people, which cannot easily be charged to a specific service user as a "service charge" for
example roads, pavements, parks, streetlights, storm water management, etc.
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o Service Charges / Tariffs - For specific services that can be directly charged to a house or
factory, the principle of "user pays" are adopted. That is, to charge a price or "tariff" for services
such as refuse, electricity or approval of building plans; where the exact usage of the service can
be measured, to the person or business that actually used that service.

¢ Equitable share - The equitable share is an amount of money that a municipality gets from
national government each year. The local government equitable share is meant to ensure that
municipalities can provide basic service and develop their areas. The amount a municipality gets
depends mainly on the number of low-income people in the area — rural municipalities usually
get more. Most municipalities only get a small part of their operating budget from the equitable
share, EM is reliant on income from the sale of electricity, refuse, rates and grants (Refer to
Annexure B).

The percentage contribution of revenue is from the following categories:

Sale of electricity —-36%
Rates -23%
Refuse -7%

Grants and subsidies -20%

b) Operating Expenditure
The major expense items impacting EM are:

Salaries, wages & allowances —-39%
Electricity bulk purchase —24%
General expenses - 16%

c) Creditors

The MFMA requires accounting officers to ensure that all money owing by the municipality be paid
within 30 days of receiving the relevant invoice or statement. It is common practice by municipalities
for not making timely settlement of creditors as required by the legal framework.

Findings
An amount of R19, 257,274 is owing to creditors and is made up as follows:

Trade creditors 4,281,375
Deposits 66,557
Staff leave 2,498,720
Retention 965,651
Other 11,444,971
Total 19,257,274
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In terms of National Treasury MFMA circular no. 49 if a municipality fails to make payments when du
and such failures amount in total to 2% of the municipality’s operating budget for that year may
indicate that the municipality is in serious breach of its obligations, which is a factor in considering
whether a mandatory intervention is necessary.

d) Asset Management

e

it is important to maintain a regular inventory of property, plant and equipment, implementation of a

maintenance programme review and insurance cover, This part of the plan will be extended to assist

in identifying and listing unutilised/ uneconomic assets with a view to disposal as previously indicated.

Although directly related to revenue raising it is appropriate to include the monitoring of rental
income and policies with the asset management programme. This aspect of asset management will
ensure that Council is receiving economic rentals from Council owned land and buildings which are
rented out.

Recommendation
¢ Implement a payment with clear objectives regarding payment policies and dates which
objectives are measurable in terms of customer service;
e Councilors and officials should understand municipal finance and budgets so that they are able
to engage and question spending and development priorities;
¢ Review financial management systems and procedures to incorporate the following:
Budgeting methods
Cash forecasts and cash flow monitoring against forecasts
Credit policies with emphasis on minimum debtors
Credit risk management
Investment policies
Management reporting
Supply chain policies
Stock levels for consumer stores
Supplier payment periods
Supplier selection and monitoring procedures
¢ Determine the market value of houses;
¢ Dispose of rental housing stock;
¢ Develop an asset management policy;
¢ Update the asset register;
¢ Review the policy on the use of telephones;
¢ Monitor and control the use of electricity by residents living in hostels;
e Review all financial policies and procedures as per MFMA and document flow; and
¢ Develop business plans and determine operational costs of capital projects.

O 0O 0O 0 0 0 0 O O
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5 Debtor Analysis

The aim is to provide a snapshot of a municipality’s debtor situation. The debtor analysis provides a
comprehensive overview of a municipality’s customer data and financial performance. This overview not
only provides a unique perspective on consumer information, debt and services but also has the ability
to reveal underlying systemic causes for the growing debt and provide an understanding of a
municipality’s situation and provides pointers for strategic interventions.

5.1 Total Debt

This reflects the full ageing of the debt owed to the Municipality as received in the data extract.
Analysis is done to determine possible redundant debt with a view to writing off this debt.

Findings

Total debt provides EM with an overall indication of the size of the debt and how the debt is aged. The
ageing of debt is critical particularly as the debt gets older. Graph 1 below shows 82% of the debt is
over 150+ days. Only 10% of the debt is between 30 days and 120 days. As with most municipalities
EM is only able to show their older debt as 150+ days. The total debt outstanding at 30 June 2010 is
R75, 472,550.

Graph 1 below shows the size of debt and how the debt is aged. The ageing of debt only extends up to
150 days. As much as 82% of the debt is in the oldest age grouping, which has a major impact on debt
collection initiatives. Debt over 3 years 1095 days will prescribe (potentially legally non-recoverable)
and is most probably not collectable. A detailed ageing beyond the 150 days is required depending on
the capability of the current financial management system.

Current,
6,115,248.22,
8%

30 Days,
2,121,283.80, 60 Days,
3% 1,709,245.68,

0,
90 Days, 2% # Current
1,801,314.61,

# 30 Days

3%
# 60 Days
120 Days,
1,605,247.74, % 90 Days
2% % 120 Days

# 150+ Days

Graph 1 - Debtors age analysis
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An Analysis of the debt over 150 days (S months) reflects that 40% of debtors (5233 debtors of a
total of 13072 debtors) owe R62 m (99%) of the total debt over 150 days.

Total Current 30 60 90 120 150+ J
100% 8,1% 2,8% 2.26% 2,39% 2,1% 82,3%
75,472,550 | 6,115,248 | 2,121,284 | 1,709,246 | 1,801,315 | 1,605,248 | 62,120,209

Table 2

5.2 Monthly Rolling Debt
Table 3 below shows the monthly billings and receipts for the 12 months ending 30 June 2010. It gives
an indication of how much debt is rolled over monthly and how much debt is accumulated over a 12

month period.

July | Aug | Sept | Oct | Nov | Dec | Jan | Feb | Mar | Apr | May | Jun
09 09 09 09 09 09 10 10 10 10 10 10
Payments | 3,2m [ 6,1m | 6,6m | 7,2m | 6,1m | 6,4m | 6,2m | 6,1m | 6,6m | 5,7m | 6,4m | 8,9m
Billings 7,4m | 7.6m | 7,6m | 7,3m | 7,2m | 7,5m | 7,2m | 7,3m | 7,4m | 7,1m | 7,6m | 7,0m
82% | 87% | 95% | 84% | 89% | 83% | 85% | 90% | 77% | 90% | 117%
Table 3

The total accumulated debt for the year is R12, 7m with an average collection rate of 86%.

5.3 Debtor Turnover

Debtor’s turnover, which is calculated by expressing total outstanding debtors (before write-offs and

provision for bad debts) as a percentage of possible accruable income consists of rates, electricity and
refuse service charges. This ratio can also be expressed as the number of days required to collect debt
by multiplying the result with 365 days. The formula is:

Debtor Days: (Outstanding debt / accruable income) X 365.

The results obtained can be measured against a norm of between 42 - 56 days.

Findings
2009 2010
Outstanding debt | 77,022,617 84,435,909
Accruable Income | 84,642,851 102,967,771
Debtors days 332 299

Table 4 - EM Debtor days
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EM has a debt turnover of approximately 10 months. Compared to the norm this poses a problem for
EM. Due to a significant part of the debt being over 180 days contributes to the high debtor days. Due
to the existence of long outstanding debt inherited through amalgamation and demarcation, this
norm might not be appropriate for assessing the current debt collection rate. We therefore can look

at debtor's movement.

Debtors’ movement is calculated by expressing the growth in debtors during the last financial year as
a percentage of potential accruable income from rates and service charges. The growth in debtors is
measured by subtracting the gross debtor’s balance at the beginning of the financial year (before
write-offs and provision for bad debts) from the gross debtor’s balance at the end of the financial
year. Accruable income is calculated by adding the potential income for rates and service charges
together.

The result should be measured against a norm of 7.5% if the result exceeds 7.5% the municipality is
not doing well and should consider remedial actions.

2009 2010

Growth in debtors 3,694,232.00 | 7,413,292.00

Accruable Income 84,642,851.00 | 102,967,771.00
%age Debt/Income 4% 7%
Table 5 - EM Debtor Movement

The result shows that if the older debt is excluded the municipality is within the norms for the
collection of current debt. The concern is that the percentage has increased from 4% to 7% within a

year.

5.4 Total Debtors by Service Type
The total debt by service in the table below provides an overview of the composition of the debt in
relation to its services. This enables us to identify services that are most susceptible to the

accumulation of debt.

Service Type Outstanding Debt Percentage

Electricity 1,543,048 2%
Rates 35,911,886 48%
Refuse 9,150,382 12%
Housing 233,163 0%
Interest 6,985,371 9%
Penalties 15,612,620 21%
Collection Fees 2,282,010 3%
VAT 1,941,126 3%
Other 1,812,942 2%

75,472,548 100%

Table 6
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The breakdown of debt by service is crucial, since the service type can greatly affect the subsequent
non collection of debt. The table 6 shows that electricity makes up only 2% of debt and this can be
attributed to the fact that electricity can be disconnected to encourage payments and a pre- paid
metering system as in the case of EM makes management of debt somewhat more manageable.
Assessment rates makes up 48% of the total debt. Although assessment rates are linked to a property
that can be sold to recover debt it is clearly not the case in EM.

5.5 Total Debtors by Debtor or Zone Type
The total debt by debtor type allows us to determine which type of debtor has the highest debt. The
debt is split into various debtor type categories, as per the data received - i.e. Residential, Business

etc.

There are 5 major categories of debt as shown in the table below.

Debtor Type Outstanding Debt Percentage
Household 57,378,391 76,00%
Government 11,582,871 15,35%

Business 4,200,303 5,56%
Other 1,214,666 1,64%
Industrial 1,096,318 1,45%

75,472,549 100%
Table 7

The highest portion of total debt is owed by households (76%) followed by government debt
{15, 35%) and then businesses {5, 56%).

5.6 Total Debtors by Ward/Area
The breakdown of debt by ward is important as it shows the areas in which debt collection is not

working. It assists in identifying and involving councilors in these areas to assist with the debt

collection process.

Area Outstanding Debt Percentage

Sithembile 30,610,353 40.56%
Dundee 16,244,240 21.52%
Glencoe 14,146,187 18.74%
Sibongile 11,443,817 15.16%
Farms 1,312,020 1.74%
Wasbank 1,297,300 1.72%
Housing 242,669 0.32%
Sectional title 100,131 0.13%
Public 75,832 0.10%

75,472,549 100.00%
Table 8
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6

The areas with the highest debt are Sithembile (40, 56%), Dundee (21, 52%), Glencoe {18, 74%) and
Sibongile (15, 16%).

Recommendation
e Expand the debtors age analysis to include debtors beyond the standard ageing category of
150+ days
¢ Ensure the ATP procedures are not abused by consumers. Consumers should not use this as a
means to avoid accumulation of interest
¢ There should be a political will to enforce the credit control and debt collection procedures
¢ The hiring of the right skills and capacity is essential for managing credit control and debt
collection
¢ Undertake a data cleansing exercise
¢ Better manage external contractors by implementing and enforcing new performance
measures:
o Ensure contractors deliver according to service level agreements
o Contractors must report in a manner that gives EM full info on accounts handed
for collection
¢ Develop an approach to deal with government debt (this could include a petition to National
Treasury)
¢ Take decisive action when dealing with debtors in Sithembile, Dundee and Glencoe.

Revenue Management Policies

a) Tariff Policy
In terms of Section 62 (1) {f), of the Municipal Finance Management Act (MFMA) the municipality

must take all reasonable steps to ensure — “that the municipality has and implements a tariff policy

referred to in Section 74 of the Municipal Systems Act (MSA)”.

In accordance with the MSA a Municipal council must implement and adopt a tariff policy. The
policy must reflect the following principles:

¢ Users of municipal services should be treated equitably;
¢ Amount individual users pay for services should be in proportion to usage;
¢ Poor households must have access to basic services, through:
o Tariffs that covers only operating and maintenance cost
o Special tariffs or life line tariffs
o Any other direct or indirect subsidisation
¢ Must reflect the costs associated with the service;
o Must be set at levels that facilitate financial sustainability of the service;
e Provision must be made for surcharge on tariffs;
¢ Provision may be made promotion of local economic development;
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o Efficient and effective use of resources must be encouraged; and
o Extent of subsidisation of tariffs must be disclosed.

Findings
The tariff policy consists of 6 sections which deal with the following aspects:

¢ Purpose

¢ Service Classifications
¢ Pricing Strategy

¢ Type of Tariffs

o Legal Requirement

Recommendations
in general it can be concluded that the tariff policy deals with most of the relevant aspects. It,

however, can be improved by including the following matters:
o Insert a section on definitions explaining key words and expressions in the document;
o Elaborate on how EM intends catering for the poor households and the provision of free and
basic services; and
¢ Expand on the pricing strategy and explain the calculation of tariffs outlining the basic tariff
structure and method of calculation.

b) Credit Control and Debt Collection Policy
Sect 96 (b) of the Municipal Systems Act (MSA) states that a municipality must adopt, maintain and
implement a credit control and debt collection policy which is consistent with its rates and tariff
policies and complies with the provisions of this Act. Sect 98 (1) of the MSA states that a municipal
council must adopt by-laws to give effect to the municipality’s credit control and debt collection
policy, its implementation and enforcement, In terms of Section 97 (1) of the Systems Act a credit
control and debt collection policy must provide for:
¢ credit control procedures and mechanisms;
¢ debt collection procedures and mechanisms;
¢ provision for indigent debtors that is consistent with Its rates and tariff policies and any national
policy on indigents;
o realistic targets consistent with
o General recognised accounting practices and collection ratios and
o The estimates of income set in the budget less an acceptable provision for bad debts
¢ interest on arrears, where appropriate;
o extension of time for payment of accounts;
¢ termination of services or the restriction of the provision of services when
© payments are in arrears;
o matters relating to unauthorised consumption of services, theft and damages and;
o any other matters that may be prescribed by regulation in terms of section 104.
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Findings
EM has a credit control and debt collection by-law but no policy. The by-law consists of the following
sections:

¢ Chapter 1 - Definitions

o Chapter 2 - Provision of municipal services to customers other than indigent customers
o Chapter 3 - Assessment rates

¢ Chapter 4 - Provision of municipal services to indigent consumers.

¢ Chapter 5 — Businesses who tender to the municipality.

¢ Chapter 6 — Unauthorised services

¢ Chapter 7 —Offences

e Chapter 8 - Documentation

¢ Chapter 9 - General provisions

Recommendations
A credit control policy needs to be developed for EM and the existing credit control by-laws revised

and adjusted to give effect to this policy.

c) Indigent Policy

The national indigent framework states that “An indigent policy will only be fully functional once
subsidies are targeted in such a way that the indigent benefit and those who are not indigent pay.”
A municipality needs to develop and adopt an indigent policy to ensure that the indigent can have
access to the package of services included in the Free Basic Services (FBS) programme.

The municipal indigent policy is not a standalone policy which is independent from municipalities
IDP’s, its debt and credit control procedures, its municipal by laws etc. Due to the varying
circumstance and conditions within municipalities it is recognised that municipalities should exercise
their right to apply the national indigent framework and these guidelines according to their own
circumstances.

The indigent policy should define:
¢ A municipality’s approach to dealing with poverty;
e A municipality’s approach to assessing the indigent;
o Who will benefit from FBS;
e Which services will be delivered;
¢ How much of a particular service will be provided to beneficiaries;
o What level of service will be offered to indigents;
e What process will be used for managing the indigent;
e An indigent policy should detail (emphasise) the linkages between the various poverty
alleviation programmes that will result in the indigent moving away from the poverty trap;
o Resources allocated by a municipality to enable their indigent policy;
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¢ Process for tracking and assessing the service received by the indigent, as well as the real
benefit that has resulted from the subsidies;

¢ Projected implementation targets (milestones) for the rollout of FBS to the entire indigent
population within the municipal area; and

¢ Allow a municipality to map out their own progress against the national implementation target
dates.

Findings
o The municipality has a separate indigent support policy which deals with the following aspects:
o Objectives

General conditions

Financial restraints

Indigent arrears

Service levels

o Control measures

¢ According to EM’s indigent policy indigent applications are to be made during March and
September each year and should cease after six months. All applicants are to reapply bi-
annually. Currently this is not the practice and indigent applications continue to exist indefinitely
without any reapplication process;

¢ Only households with a total household income of less than R800 per month may apply for
support. Considering the fact that the monthly old age grant pension is R1010 per month the
threshold of R80O is very low; and

¢ One of the most difficult parts of administering the indigent policy depends on applications
from potential beneficiaries and verifying application details.

o 0 0 ©o

Recommendations
In general it can be concluded that the indigent policy deals with most of the relevant aspects. It,

however, can be improved by including the following matters:

o Itis important that the households of indigent consumers are visited on a regular basis, One
cannot carry on subsidising a consumer if the situation has changed and the household does not
qualify anymore. f resources to perform these audits are limited a staggered approach must be
adapted. This implies that applications for indigents must be allowed all year round and a well-
controlled auditing system must be in place to audit a certain number of households per month;

e Integrate policy with strategic management plans and procedures so as to ensure that the
municipality will be able to sustain its FBS programme;

¢ EM should consider visits to dwellings and utilise ward committees as a means of verification of
indigent applications; and

e Amend policy to reflect the recommended changes by Council.

d) Rates Policy
In terms of the Municipa! Property Rates Act, 2004 {Act 6 of 2004) the owner of a property is liable
for rates, but it may also be recovered from tenants or occupiers and agents, subject to the
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provisions of Chapter 9 of the Municipal Systems Act. The Act requires EM to develop and adopt a
Rates Policy which should also refer to credit control and debt collection and must be prepared in
accordance with the following principles:

o Treat persons equitably

e Determine criteria-

(@]
(@]

(o]

Findings

Different rates

Exemptions

Grants, rebates or reductions to specific categories of owners or category of
properties

Increases in rates

Categories of properties or owners of properties

Any exemptions, rebates or reductions must comply and be implemented in
accordance with national framework

No relief may be granted other than by way of an exemption, a rebate or a reduction

e EM has an approved rates policy.
» The policy comprehensively covers all the basic principles in terms of the Municipal Property

Rates Act, 2004 (Act 6 of 2004)

Recommendations

None

7 Tariffs

Tariffs represent the charges levied by Council on consumers for the utilisation of services provided by

the Municipality and rates on properties. Tariffs may be calculated in various different ways, dependent

upon the nature of the service being provided. Tariffs may be set in such a manner so as to recover the

full cost of the service being provided or recover a portion of those costs, or to bring about a surplus
that can be utilised to subsidise other non-economical services.

Findings

The services provided by EM are classified into four categories:
Trading Services — tariffs charged to vield a surplus such as:
o Electricity
¢ Waste Management
Economic Services - tariffs set at a level to ensure that expenditure is recovered and the service

break even. Tariffs are fixed in such a way that the full cost of providing the service is recovered
without incurring a surplus or deficit.

o Commercial and Industrial Refuse

¢ Road Transport
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Subsidized Services - services are funded from revenue obtained from rates. User charge is payable
for using the service, but the tariff is much lower than the real cost of providing the service

o Community Services

e Fire

¢ Building Plans

¢ Housing

¢ Municipal facilities

¢ Town Planning

e Cemeteries

¢ Health

Recommendations
We would recommend a financial ring-fencing of each service to determine the true cost of service

which would prove invaluable in determining the tariff for a service.

8 Free Basic Services to Indigents

In its quest to fulfill its constitutional mandate, Local Government finds itself in a position to deliver
other related services and deal with the issue of indigents and how they have to be accommodated
within the spirit of co-operative governance,

In accordance with Chapter 9, Section 97{1) {c) of the Local Government Municipal Systems Act, 2000
{Act 32 of 2000}, provision for indigent debtors that is consistent with its rates and tariff policies and any
national policy on indigents must be included in the Credit Control Policy. Cabinet approved the National
Policy for the Provision of Basic Refuse Removal Services for indigent households. This is in line with the
adoption of the Free Basic Services Policy

Free Basic Services are municipal services provided at no charge by the Government to the registered
indigents within municipal boundaries. The services include water, electricity, sanitation and waste
removal. These services are provided by municipalities and include a minimum amount of electricity,
water and sanitation that is sufficient to cater for the basic needs of a poor household. Subject to the
extent of the equitable share contribution received and affordability levels council may provide, free of
charge to consumers, certain basic levels of services, These include the offering of the following services:
e Free Basic Electricity {energy) — S0kWh per month per household for a grid energy system

e Free Basic Waste Removal — 100% of rate/charge

Findings
¢ The monthly indigent support provided for electricity is SOkw/h;
¢ Due to the Council’'s Water and Sanitation Services being transferred to the Umzinyathyi
Regional Council, the provision of 6kl per month per household is not applicable;
¢ Currently households earning less than R1150 per month qualify for an indigent subsidy;
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¢ The indigent benefit is as follows:
o If they earn between RO and R500 they receive R48 towards their rates and 50 unit's
electricity free.
o If they earn between RS00 and R1150 they receive R13 towards their rates and 50
unit’s electricity free.
¢ There is currently a once off application for indigents;
¢ The councilors verify the information is correct and sign off; and
¢ The indigent is then added onto the system.

Recommendations

¢ Update the indigent management policy and procedures;

¢ Register, verify, screen, and approve indigents;

¢ Establish and maintain an indigent register;

¢ Communicate the indigent management processes and procedures to all stakeholders;

¢ Indigent consumers must be isolated from the normal credit control and debt collection
processes;

¢ A process should be introduced where the monthly accounts can be compared to the subsidies
granted;

¢ Invite indigents to reapply annually for the indigent subsidy;

¢ Place adverts and public notices in the local newspapers and in public areas;

¢ Assess and verify indigent information through the use of councilors and officials;

¢ The qualifying threshold of R1150 needs to be assessed and revised;

¢ The use of qualified personnel the like of a social worker is needed to investigate those cases
that are in dire need of assistance e.g. homes run by orphans, the very old and frail etc.

9 Customer Care Management

In terms of the Municipal Systems Act: In relation to the levying of rates and other taxes by a
municipality and the charging of fees for municipal services, a municipality must, within its financial and
administrative capacity:

o establish a sound customer management system that aims to create positive and reciprocal
relationship between persons liable for these payments and the municipality, and where applicable,
a service provider;

e establish mechanisms for users of services and ratepayers to give feedback to the municipality or
other service provider regarding the quality of the services and the performance of the service
provider;

e take reasonable steps to ensure that users of services are informed of the costs involved in service
provision, the reasons for the payment of service fees, and the manner in which monies raised from
the service are utilised;
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where the consumption of services has to be measured, take reasonable steps to ensure that the
consumption by individual users of services is measured through accurate and verifiable metering
systems;

ensure that persons liable for payments, receive regular and accurate accounts that indicate the
basis for calculating the amounts due;

provide accessible mechanisms for those persons to query or verify accounts and metered
cansumption, and appeal procedures which allow such persons to receive prompt redress for
inaccurate accounts;

provide accessible mechanisms for dealing with complaints from such persons, together with
prompt replies and corrective action by the municipality;

provide mechanisms to monitor the response time and efficiency ; and

provide accessible pay points and other mechanisms for settling accounts or for making pre-
payments far services.

Findings
¢ The absence of a customer care policy creates confusion and ambiguity in terms of Council's
obligation to the customer;
¢ Dissemination of information is not communicated to consumers by means of a customer care
charter;
s There isn’t astandard procedure for handling customer queries; and
¢ Customer relationship management capability does not exist that monitors satisfaction levels.

Recommendation

¢ Develop and implement a customer care policy and customer care charter;

¢ Develop and implement a standard procedure for logging complaints, referring the matter to
the correct departments and receiving feedback on the status of the complaint;

¢ Invite customers to give feedback on municipality’s performance in relation to service delivery
and customer satisfaction. This could be done with questionnaires or electronic tools;

¢ Provide accessible mechanisms for dealing with complaints. As previously mentioned, a
dedicated customer care unit is required. All complaints must be recorded in a register and
followed up to ensure prompt responses by the officials;

¢ Customers must be allowed to pay an amount equal to the average consumption of the previous
three months until the query has been resolved. Disconnection or legal action must be
suspended until the query has been resolved; and

¢ Enquiries received should be acknowiedged in writing by the relevant department. After the
query has been attended to, the consumer should again be informed in writing about the
outcome and ensuing status of the account. The complaints register should be reviewed by
members of senior management. Numerous complaints of a similar nature should be
investigated internally.



10 Customer Information/Data Cleansing

Customer information is dynamic. Changes to the data must be identified and captured in time in order
to maintain the integrity of the billing system. Incorrect data results in undelivered municipal accounts
or incorrectly addressed and, therefore, rejected municipal accounts. This results in unpaid accounts,
triggered either by the consumer not receiving the account or the consumer becoming unwilling to pay
due to incorrect information reflected on the account.

Data cleansing is an important link in ensuring that the information on which the municipal billing
system is based is accurate and up to date. Accurate and diligent billing is not only basic to sound
accounting practice but is also absolutely essential to the financial well-being, and therefare viability, of
all municipalities, since it achieves two critical objectives: the maximisation of revenue potential and the
prevention of losses resulting from incorrect or inadequate information.

Findings
Information was not accessible from the financial system in the following categories:

¢ Number of accounts without names.
¢ Number of accounts without postal addresses
o Number of accounts without physical addresses
o Number of irregular payers
¢ Number of indigent consumers and level of their indebtedness.
¢ Number of owners.
¢ Number of non-owners
s Number of stands without all services charges attached to it.

Recommendations

e Conduct a customer information audit to establish a sound basis for the billing of service
charges:

o Verify and rectify customer information for purposes of accurate billing; and

o Collect additional information about consumer households that could improve customer
service,

o Design appropriate data collection and maintenance procedures that meet basic legal and
functional requirements. To achieve this, the customer information audit is divided into three
distinct, complementary parts:

o Collect basic customer information. This part also includes a service evaluation that
could be used to assess consumer perceptions about the customer care function in the
municipality. In addition, a service meter audit may be added to this part to check the
accessibility and functionality of measuring various devices, such as electricity meters,

o Develop an economic profile of each consumer household with the primary aim to
derive at an indigent indicator, hence the focus on questions around income and
expenditure and asset ownership.

32



(o}

Identify skills within households that could be useful during the implementation of
municipal works (capital projects, etc.). The primary aim of this part is to establish a
basis for poverty alleviation programs through job creation and local economic
development initiatives.

o Undertake the data cleansing process which is divided into three stages:

(o}

Desktop Data Cleansing - check ali billing data held by the municipality for inaccuracies
and anomalies;

Returned Mail Cleansing - all returned mail must be carefully analysed to determine
why bills were not received by intended recipients:

« All returned mail should be split into the following categories;

» The customer is no longer residing at the given address;

= The postal address is incorrect;

* The physical address is wrong;

= The account is flagged inactive, while, in fact, it is active and therefore
not being billed; and

= The account is wrongly flagged ‘active’.

« Once the reason for non-delivery has been established, contact should be made
with the owner of the property. There are various ways in which this can be
done:

= Check the system for telephone numbers and make contact
telephonically to clarify details, if possible;

= |f contact cannot be made telephonically, do a title deeds search to
determine where the owner of the property is located;

* Another method is to do a credit check on the customer through a
credit bureau, which should reveal the customer’s latest physical and/or
postal address and, possibly, telephone number;

s Allthe correct details should be captured in the system once the
customer has been located; and

» Should this desk research proof fruitless, it will then be necessary to
physically visit the property concerned to interview the current occupier
in the hope that s/he could provide a forwarding address or advice on
the current whereabouts of the missing customer. (See below for
further details on field work methodology).

< If an account is wrongfully flagged ‘active’, it is important to check that no bills
are sent out, as not only is this wrong, but it also distorts the outstanding
debtor’s figure. It is equally necessary to check that if it is wrongfully flagged
‘inactive’ services are nevertheless being provided and not charged for. This
should be rectified immediately.
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% Physical Field Audit Surveys - Where neither the billing system or desk research
is able to resolve the situation regarding anomalous accounts, undertake
fieldwork to determine what the situation is ‘on the ground’.

11 Metering and Billing

Accurate billing for services is a critical element of the municipal revenue management business model.
Due to poor billing and revenue collection municipalities are becoming increasingly dependent on
intergovernmental funding to balance their budget. This component specifically focuses on billing
Integrity as the basis of municipal revenue. The phrase “garbage in, garbage out” does apply in this
instance.

Findings

o There are approximately 8000 pre-paid electricity meters;

¢ The billing software is Munsoft with staff having adequate knowledge in using the system.
There is adequate support available for the system when required;

¢ There are two separate systems for prepaid and conventional metered consumers;

e There are 2 vending machines (1 each in Dundee and Glencoe) for pre-paid electricity;

e There are 3 third party vendors of pre-paid electricity;

o There are 2 cashiers in Glencoe, 3 cashiers and a temp in Dundee and 1 cashier working half
day in Wasbank;

¢ The following payment methods are available to customers:

o Easypay o ACB Banking

o Direct deposits o Cash

o Debit orders o Third party vendors
o PayAT o Vending machines

e The reading of meters begin around the 20th of the month;

¢ Micro Mega are employed to do the meter reading of conventional meters with the use of
hand held cell phones;

s The bulk meters are read by electricity staff; and

e Returned mail are opened and filed.

Recommendations
¢ |t is Important that relevant controls are put into place that to ensure complete and accurate
billing;
¢ Consolidate the two separate systems for prepaid and conventional metered consumers into
one;
e |tis critical that the property base of the municipality is accurate ensuring:
o accurate property information;

34



o accurate customer information: all customers sign contracts with the municipality for
services to be delivered to the property on which they are registering the services for
connection;

o accurate tariffs associated to the properties, which can be done through varicus
variables, including land usage, debtor type, land zonage, and service type;

o accurate ward information per property; and

flexibility to meet the municipality’s reporting needs

¢ Research customer account layouts with a view to simplifying them, if necessary. Redesign
them, if necessary;

o Launch a drive to inform the community on the billing system using an illustrated information
pamphlet written in English and appropriate vernacular language(s). Advice should also be
included on recommended conservation measures to help individual households reduce
consumption and cost of services;

¢ Provide training to ward committee members on all aspects of the billing system, including
the compilation and layout of accounts. Supply committee members with sufficient copies of
the pamphilets so that they are available for further distribution if and when necessary;

o Publish the information pamphlet in community newspapers, if available;

e Combine the above awareness campaign with the promotion of the indigent;

o Investigate reasons for mail being returned and ensure correct addresses are updated on the
system; and

¢ Undelivered accounts and summonses should automatically be directed to a tracing process.

(o}

12 Revenue Collection and Credit Management
In accordance with the Systems Act the Municipality must:

e Collect all money that is due and payable to it;
e Adopt, maintain and implement a credit control and debt collection policy;
¢ Interms of the MFMA The Accounting Officer is responsible for the management of revenue and
must ensure that:-
o The Municipality has effective revenue collection systems
Revenue is calculated monthly
Accounts are prepared monthly
Money received is promptly deposited
Internal control for debtors and revenue is in place
Interest in charged on arrears
o Revenue is reconciled weekly
¢ The Accounting Officer must inform National Treasury of late payments due to the municipality.

O O O O

Findings
o There is excessive tampering and non-payment for services in Sithembile and Sibongile;
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e Staff and consultants are afraid to go into these areas. No action Is taken and none of these
accounts are being handed over to attorneys;

* Consumer deposits have remained unchanged for a long time. The low deposits give the
council very little recourse against the consumers for non-payment;

¢ The customer found guilty of tampering is charged a tampering fee and given the liberty to
negotiate payment on arrears;

« Non-payment of government accounts is a significant problem; and

o ATP’s (Arrangement to pay) for consumers with conventional meters are recorded and stored
manually. This makes monitoring of the ATP and following up on defaulters difficult.

Recommendations

¢ Enforce stringent penalties and full payment of arrears if meter is found tampered with;

¢ Consider the revision of deposits charged on new and existing accounts;

¢ In terms of the Municipal Finance Management Act, an accounting officer "must immediately
inform National Treasury of any payments due by an organ of state to the municipality in
respect of municipal tax or for municipal services, if such payment is regularly in arrears for
periods of more than 30 days"; and

o Review the arrangement to pay processes and procedures:

o A consumer should be allowed to make an arrangement at any stage of the credit
control process, Defaults on an arrangement should automatically result in further
legal action, depending on the policy. Municipalities should not agree to an
arrangement without a written admission of liability or consent to judgment in terms
of Sections 57 or 58 of the Magistrates Court Act;

o The arrangement should not be for an extended time period with very small monthly
payments, therefore a limit must be placed on the minimum installment amount. Also
note that the arrangement amount should be the sum of the installment plus the
current value for that month;

o Section 57 provides for a written admission of liability by the defendant and an
undertaking by the defendant to pay the debt in installments or otherwise. This
admission of liability is coupled with an agreement that in the event of the failure of
the debtor to carry out the terms of the offer, the plaintiff may refer the matter to the
Clerk of the Court for judgment to be entered against him/her. Under Section 57,
judgment is therefore not entered until the debtor has failed to carry out the terms
that were offered and accepted by the creditor; and

o Under Section 58, the debtor unconditionally consents to judgment. The matter Is
immediately referred to the Clerk of the Court, who grants judgment. Where
applicable, an order for payment in installments is made. Under this Section, the
debtor therefore consents to judgment, and judgment is iImmediately entered into. it
is recommended that municipalities use Section 58 as far as possible.
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13 Loss Management

Electricity loss occurrences are divided into two categories technical and non-technical losses,
Reducing these losses ensure that the cost of electricity to customers will be reduced and in turn
improve the profitability of the electricity business.

a) Technical Losses
Technical energy losses naturally occur when electrical energy is transferred from one point to
another. The medium through which electrical energy is transferred imposes a resistance to the
flow and thereby some of the energy is dissipated as heat. Technical losses are normally
between 6% and 8%.

b) Non-Technical Losses
Non-technical energy losses can be calculated as the difference between total energy losses and
technical losses. These are typically caused by electricity theft (illegal connections, meter
tampering), data and billing errors, etc.

Findings

s EM has appointed KD to conduct meter audits, remove tampered meters and reconnect after
consumer pays a tampering fine;

¢ Meter audit does not include a clean sweep audit of all meters. KD only deals with those
meters that have been tampered with;

s Meter tampering and electricity theft is highest in Sithembile and Sibongile. KD is not able to
audit meters and disconnect tampered meters due to intimidation by consumers;

¢ Manager from KD not full time in Dundee and only visits twice a month. The Engineer ends up
supervising KD staff;

o A manual system exists for recording information on those consumers that have tampered,

s Electricians working standby get time off during normal working time resulting in them being
unavaifable when needed during regular working hours; and

» In some instances consumer’s information on the system regarding the type of electrical
installation is incorrect. Consumers with 3 phase electricity are being charged for a single
phase.

Recommendations

» Revlew the contract of KD against what is actually being delivered. If need be revise contract
and measure performance of the contractors;

e Conduct a comprehensive audit of all meters at regular intervals. Implement meter audit cycle
periodically during the year;

o Work in tandem with the SAP and ensure disconnections are carried out in Sithembile and
Sibongile;

» The information pertaining to the incidents of theft and tampering needs to be linked to the
consumers account in order to identify and take action against repeated tampering;
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¢ Review overtime policy and agreements with labour with the objective of ensuring qualified
technical staff do not get excessive time off during normal business hours; and
¢ [dentify and correct consumer information regarding type of electrical installation.

14 Customer Communication

A sound communication strategy is a critical element to building local government long term
sustainability. It is only through communication that customer and municipal expectations can be clearly
articulated and understood by all relevant parties. Communication is a two-way process and involves
community participation, which is enshrined in our constitution and municipal systems act. The
communication process should facilitate alighment between municipal goals and community
expectations. Furthermore, is also only through communication that the relationship between the
municipality and its customer can be enhanced. Effective communications is a cross cutting critical
success factor in building sustainable local government.

Effective communication is a process of conveying the right message to the right person or people in the
right manner and at the right time. While this definition may seem simplistic there are many
complexities hidden within its simplicity.

Findings

¢ Although EM has structures in place and frequently shares information with the community
there is a need to develop an effective communication strategy;

¢ There is a need to communicate EM service levels and quality needs to be communicated to
the community through a consumer charter;

e The linkage between service payments and revenue allocation needs to be emphasised in the
communication process;

¢ The ‘user pays’ principle needs to be explained, placing the onus of payment primarily on the
user of the services and not on the owner of the serviced site (where the user is a tenant or
occupier other than the registered owner); and

¢ Consumer’s need to understand their obligation to inform a municipality of changes to
personal and other details.

Recommendations
¢ Develop a sound communications strategy built on sound, forward-looking programmes,
projects, and policies;
¢ Determine who can and cannot pay for their services and why they can or cannot pay.

o Target stratification is essential to ensure that the right message gets to the right
people in a manner that they understand and can react to. From information obtained
in the status quo assessment, as well as municipal reports, income surveys, social
surveys, and debtor records, socio-economic profiles should be drawn up so that
target markets can be identified according to those profiles. This information should
then be used to design audience specific communication strategies. In sum, socio-
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economic profiles are useful tools for identifying who should receive what
communication message; and

Attitude and perception studies related to municipal services, service delivery, and
payment for those services should be done in key target areas to identify and
understand perceptions and attitudes, as well as misconceptions, prejudices, and
community priorities.

¢ Use the following communication media as a means of getting through to the community:

o]

Pamphlets have the advantage of being relatively inexpensive to produce and easy to
distribute. However, market research done in the commercial sector has shown that
ideally a pamphlet should have little copy and maximum use should be made of
graphics and illustrations. Pamphlets provide an appropriate medium for reinforcing
positive messages and for supplementing knowledge where certain identifiable gaps
may exist;

The ideal use of posters is to remind people of something that they already know, or
to heighten their interest in something about which they have some knowledge.
Therefore, use of posters to effect behavior change should be restricted to reinforcing
what is already known;

Workshops are important forms of communication when properly facilitated and
managed. They allow for challenge and discussion and, if well attended and properly
promoted, are able to stimulate awareness quickly and cost-effectively. Indeed, at the
commencement of any programme of social intervention, workshops involving the
community and its structures are an indispensable communication tool;

Public meetings are best suited for disseminating information, in other words for
providing one-way communication and they therefore fulfill a very limited role in
development communications, which require a free two-way flow of information; and
Radlo is ubiquitous and yet it is personal; this is its great strength. However, unless
there is a popular local radio station aimed at a local listenership, its use will be very
limited, as radio is best suited for more general communication at regional, provincial,
and national levels.

15 Credit Control and Debt Collection Department Structure

Credit control and debt collection at municipal level are processes that require a systematic approach.
This structure has to cater for three very critical aspects in any municipality, namely Credit Control, Debt
Collection, and Customer Care. Customer Care is included since most queries and complaints are of a

financial nature.

There are several tasks that need to be allocated to staff members in the credit control and debt
collection environment. In smaller municipalities a single staff member will have to multi-task and can
be expected to fulfill many different roles, while at the same time a larger municipality can have one
task divided between several staff members.
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Findings

e The structure of the credit controf and debt collection function revolve around a few key staff

¢ There is very little emphasis on debt collection

e The customer care function has also a very limited scope in terms of what is needed

Recommendations

Although it is not a steadfast rule, municipalities with typically around 12 000 accounts fall into this

category. More actions are combined to one person and in some cases the same person must take
responsibility for more than one task. Below is a recommended structure for the credit Control

Function that will be tailored prior to implementation.

FINANCE

| Chief Financial Officer |

, INCOME HSystem Administrator ]

1

[

o

Credit Control and Debt
Collection
Head of Division

Customer Care
Head of Division

Billing

Head of Division

Credit Control Clerks l

Enquiry clerks

il T
Connection/Disconnection Admin Clerks for ATP
Clerks & Indigents

Internal or External Resources

Contractors Meter Reading
Disconnections/Reconnections

Wardens
Delivery Final Demands

' Summons/ Judgments

Sheriff

When assigning work to users, it is important to keep in mind the dissemination of duties. In many

cases the system allows you to distribute the tasks in such a way that one person does nat have all

the power to control the debt collection process, but especially in smaller municipalities certain
checks and balances must be built into the process. Below are some of the tasks that need to be

allocated.

TASKS

¢ Manage and control debt collection process
o Allocate accounts to different credit controllers

¢ Telephone consumers
¢ Send reminder letters
¢ Grant extensions
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Audlting standards applled when conducting the annual audit

4. We will conduct our audit in accordance with the International Standards on
Auditing (ISAs) read with General Notice 1111 of 2010, issued.in Government
Gazette No. 33872 of 15 December 2010. Those standards require that we

- ...comply with ethical requirements and plan and perform the audit to obtain- .

-, - ireasonable assurance about whether the fi nanclal statements and report on -

. ~predetermlned objectlves are free from material misstatements ' EI

Plannlng and perfonnlng the audlt

5. Our audit involves performing procedures to obtain audit evidence about the
amounts and disclosures presented in the financial statements and report on
predetermined objectives as well as compllance with applicable laws and
regulations related to financial matters, financial management and other related- -
matters. The procedures selected depend on the auditor's judgement, Including
the assessment of the risks of material misstatement of the financial statements
and report on predetermined objectives, whether due to fraud or-error, and

: generally Include -

° .. evaluatlng whether all accountlng policies are approprlate in terms of SA
Standards of GRAP, and are applied consistently; :

* . determining significant risks of material mrsstatement whether due to fraud
or error,

e evaluating the information systems used to record and report flnanclal and
non-financlal information;

o verifying samples of transactions and account balances
> . evaluatrng the reasonableness of accounting estimates and Judgements
.. made by management; .

o  confirming year-end balanceS'

o  performing analyses to Identlfy anomalies In reported data;

‘o determining whether all financlal statement disclosures are adequate

e  determining whether information supplled is relevant, rellable comparable
_ and understandable; . : . t

e evaluating the overall fair presentation of the financlal statements; and

s  considering whéther the financial statements, after adjustinents, are
consistent with the auditor's understanding of the entity and its environment.

6. 'We do not examine every transaction, nor do we guarantee complete -accuracy of -
the financlal statements or the report on predetermined objectives, or compliance

~with all applicable leglslation.
7. Because of the test nature and other lnherent llmltatlons of an audlt together with
the inherent imitations of internal control, there is an unavoidable risk that some,
even material, misstatements may not be detected, even though the audit s
.properly planned and performed in accordance with the ISAs.

8. Wa svaluate the overall adequacy of the presenitation of lnformatlon In the
financlal statements and the manner In which the predetermined oblectives are

. reported. We also read other Information accompanying the financlal statements . : -

- to ldentify whether there are materlal inconsistencles between. the audlted x
financlal statements and the report on predetermined objectives.. - B
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9. In making our risk assessments, we consider internal control relevant to the
entity’s preparation of the financial statements, and its report on predetermined
objectives, in order to design audit procedures that are appropriate in the

- circumstances, but not for the purposes. of ¢ expressmg an oplnlon on the

- effectiveness of internal control .

10 We will communicate to you, in ertlng. anyslgnlﬂcant deftclencles ‘In lntemal
control felevant to the audit of the financial statements, the reporton °
predetermined objectives and non-compliance:with. laws and regulations that we
have identified during the audit. We will also Include In the audit report reference. -
to the deficiencies that may have resulted ina quallﬂed adverse or dlsclaimer of

our audit opinion.
Materlal misstatements : _
11, Misstatements Identified during the audit are either as a result of:

+. adifference between the amount, classification, presentation or disclosure
of a reported financial statement amount and the amount, classification,
_presentation or disclosure that is required for the item to be in accordance
with SA Standards of GRAP as well as appllcabte laws and regulatlons

or
+ alimitation on the scope of the audit. Thls occurs when we are unable to

" apply our audit procedures to a selécted item that we consider necessary
for the purposes of our audit due to the requested lnformatton not havtng

been submitted.
12. Misstatements can arise from fraud or error. In evaluatlng mlsstatements we will
also consider.the nature, cause and clrcumstances of their occurrence.

* 13. When misstatements are detected, we will request'management to examine the

~class’of fransactions, account balance or disclosure and correct the

~ misstatements or to confi irm that they are unable to supply the missing
documentation. _

~'Reports arlsing from the annual audit

. 14. The reports arlsing from the annual audi are:

o the auditor's report on the financial statements arid other legal and regulatory
. requirements, covering the report on predetermined objectives, compliance
with laws and regulations and intemal control (ﬂnancial management)

"o the management report provided to the accounting officer.

‘ Audltor's report _

15. In order to form our audit oplnion, we conclude on whether we have obtalned
reasonable assurance about whether the financlal statements are free from
material misstatement due to fraud or error. This conclusion takes Into account
whether sufficient appropriate audit evidence has been obtained and whether
.uncorrected misstaternents are materlal, individualiy or. in aggregate..

18.The audit report arising from the annual audit c'ontatns,finter alla: -

. an opinlon as to whether the financial statements, in all materlal respects,
fairly present the financial position, results of-operations and cash flows-of -
the Endumen|.Municipality, In accordance with SA Standards of GRAP and o

i the manner required by the MFMA ,' -



* a basis for a qualified/adverse/disclaimer of opinion paragraphs, as
appropriate, that describe the matters grvrng rise to the modifications of the

auditor’s opinion.
»  (an) emphasis of matter paragraph(s) when, in the auditor's jJudgement, it Is

. necessary to draw-the user's attention to a matter which' is approprlately
presented or-disclosed:in the-financial statsments but which:Is: fundamental

" 'to the user's understanding ofthe financial statements (thls does not Impact “ :

. onthe audit opinion).-

 (an)additional matter paragraph(s) that is relevant to the users
understanding of the auditor’s responsibilities or the auditor’s report (thls

 does not Impact on thie audit opinion).

o otheriegal and regulatory requirements which lncorporates audit findings on
whether the reported performance-against pre-determined objectives Is
reliable, accurate and complete based on predetermined criteria; findings on
compliance with key laws and regulations; and an assessment on the status’
of internal control as it pertalns to the matters included in’ the audlt report.

17. The audltor’s oplnlon does not:
-e - provide a guarantee of absolute accuracy inthe flnanclal statements and
report'on predeterminéd objectives. . ,

e  express a view on the adequacy of the munlcrpalrty s information and mternal
control systems or the effectiveness and efficiency with which the accountlng

. officer has conducted the affairs of the municipailty.

o guarantee the munrclpalrty s full compliance with all appllcable laws and
' leglslatron .
e provide absolute assurance on the aohlevement of the mumclpallty s
performance objectlves . 4

o  provide assurance that all internal controls necessary to address rlsks over
" financial and performance reporting have been Implemented

“ o provide an opinion or view on the passible outcome of any lnvestlgatlons in.
progress, lrrespectlve of who is conductmg the investigation. -

) guarantee the munlcrpalrty s future viability.

Management report to the eccountlng officer

18 The management report Is provided to the accounting officer and communlcates
any matters that came to our attention during the audit which, in our oplnlon are
televant to the municipallty. Thes'e findings will be presented as follows: . -

Significant findings 'frorn the a_udlt of the ﬁnancial statements; - ‘
Significant findings from the audit of the report on predetermined objectives:; -

+ Significant findings from the audit of compliance with key laws and
regulations as they pertain to financial matters; 4

o Significant flndlngs concernlng the systems of internai control
Se Slgnlflcant ﬂndrngs from specific focus areas; and
. , lnformatlon on other audrts conducted other than on the flnanclal statements

ot L Detalled audlt frndlngs rated as follows ";'; I U N e
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o Matters affecting the auditor’s report.
o Other Important matters.

Administrative matters.

e 49) The report will include the auditor's recommendations on. how the matters
0. -reperted should be addressed: Management will be requested fo Indicate -

P agreement with the facts of the findings as well-as to comment on.how. the matter i

..will be-rectified and the anticlpated:date by which such actionwould have been
.- completed. The accounting officer remains responsible for all comments ‘
submitted. The accounting officer should ensure that the appropriate senior .
officials are avallable to provlde the required responses wrthin the agreed time
frames.
20. The report will be issued at least at the conclusion of the audit or at such intervais
during the audlt as may be appropriate in the cIrcumstances

Other comm‘unlcatlon with those charged with governence'end meneg‘ement

21. In addition.to the audit report and the management. report, it will be necessary to
. communicate other matters with those charged with governance and
. "‘management which may Include persons inthe municlpality’s governance
* structure other than the accounting officer and management, such as the audit
committee. .
22, The form, timing and generai content of this communication will depend on the
circumstances and may include: t .

.. gainmg an understanding.of the municipailty and its environment,

o . gaining an understandmg of the municipality's objectives and strategies and :
the related risks . that may result in the misstatement of the fi nancial :
statements. and the performance report; . .

. ‘e discussing the audit strategy,
' e reguiar discussions on the status of key controis relating: to fi nancial
. :reporting, compliance with laws and reguiations and performance of
predetermined objectives; and

o discussion of audit fi findings and required action to address them

23, Although most of this communication will be initiated by the auditor, .
communication from those charged with governance will also be required..Such
two-way communication Is important in developing an understanding of the
matters related.to the audit and a constructive working relationship. To this end

we will require. that those charged with govemnance make themselves avallable at .

the times agreed with the audltor ta provide and discuss information relevant to
- the audit. .

Our Independence

24. It Is essential that we remalin independent of the munlcipallty This Involves beIng,‘ :

. and appearing to be, free of any Interest that might be deemed incompatible with
~ Integrity, objectlvlty and Independence. in this regard we have a code of conduét
as prescribed by sectrdn (3)(b) of the PAA which governs Our professional e

conduct

- 25 To protect our independence speciﬂc irmitations are piaced on us ln acoepting PO T
~ engagements with the municipality ather than the annual audit. We may accept: - ';
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certain types of other engagements, subject to the requirements of the auditing
standards and section 5(1)(a) of the PAA. Furthermore, we cannot be involved Iin
any management decisions or assist management and those ¢charged with
govermnance with the discharge of their statutory responsibliities.

- 26, Any-such other engagements wllt be the subject ofa separate .wrltten .
engagementtetter [ R

Responslblllttes ot menegement end those cherged wlth governance

‘General responsibliities .

27. Our audit will be conducted on the basis that management and those charged
with governance acknowledge and understand thelr responstbilltles for, amongst

others, the matters set out below.

28. The responsibility for the preparatlon of financlal statements that fairly present the
financlal position, financial performance and cash flows of the municipality in
accordance with SA Standards of GRAP, [s that of the accounting ofﬂcer with the

assistance of management.

- 29. The responsibility for the preparatron of the report on predetermined objectlves
that accurately, completely and reliably reports on actual achtevements, '
indicators and targets, tn accordance with: R

. appltcable laws and regulations;

. the framework for the managing of programme report on predetermrned
. objectives, issued by the National Treasury; and -

o relevant frameworks, circulars and gutdance issued by the National Treasury -
-and the Presidency regarding the planning, management, monttorlng and
reporting on the report on predetermined objectives. R

30. The responslbtllty for destgning, implementing and maintaining internal control
‘relevant to the preparation and fair presentation of financial statements and
report-on predetermined objectives that is free from material misstatement; .
effectiveness and efficlency of operations; and compiiance with applicable
legisiation. The systems of financial and risk management and internai control -
ghould provide reasonable assurance that adopted policles and prascribed -
procedures are adhered to for the prevention and detection of errors and
Irregularities, including fraud and illegal acts. They shouid also provide for the
reguiar monitoring of performance against objectives, and ensute that waste is

.- minimised.and buslness is conducted with due regard to probity.. :

~ 31, Disclosing known instances of non-comptlance or suspected-non-compliance with '
laws and regulations, of which the effects shotild be considered when preparing

financial statements and the performance report.
.32, Dlscloslng all matters concerning any risk, allegetton or instances of fraud.
33, Accounting for and dtsclostng related party relationships and transactions.

34. The accounting ofﬂcer Is also responsible to provtde us with:’

¢ all information, such as records and documentatlon and other matters that
- are relevant to the preparatlon and fair presentatlon of the financlal .-

statemente and the report on predetamtined objectlves,. SRR ; ——



*  any additional information that the auditor may request from management
and those charged with governance; and

* unrestricted access to.those within the entity from whom we determlne tt
necessary to obtaln evrdence :

. .'.l.|'-. :

-Speclﬂcresponslbllltle.s L ﬁ..‘-,"f" L
35. The accounting officer has Specrﬂc responslbtlltles relatlng to the, preparatton of -

the financlal statements and report-on predetermined objectives and In respect of o

financlal management and accountabliity matters. These specific responsibilities
are set out In the attachment to this letter. We assume that the accounting officer
Is famlilar with those responsibiiities and, where necessary, has obtained advice

on them.

Representation letter

38. As part of our normal audit procedures, we will request written conﬂrmatton of -
representations that we have received during the.course of our audit and of the
respansiblilities of management and those charged with governance as qutlined

above. Fallure to provide the auditors with the requested representation letteror .

Inconsistencles between its content and other audit evrdence may Impact on the
audit opinion. :

37. Where management has refused to correct some, or- aIl of the misstatements
communicated, management will be requested to make a representation
concerning the reasons for not making the corrections.

i General matters

" Statutory reporting deadllnes, submleelon of Information for audit aml
" correction of material misstatements

38. In order to meet the statutory reporttng deadiines, we are dependent on recelvtng ‘

the financial statements and report on predetermined objectives within two
months after the end of the financial year, that is, by 31 August 2011 These
statements and information must: '

e comply with ail applicable iaws and rﬁsu'ati_ons:
e comply In full with SA Standards of GRAP; and
" o be supported by complete evidential information.

39 Durmg the audit, information wili be requested by the auditor whlch willbe’ used In
. arriving at the conclusions on which the audit opinion will be based. If this -
Information Is not received within.the agreed time.period of two.days from the
date of the request, the lack thereof will be reported as a misstatement of the
financial statements and report on predetermined objectives.

40, Audit findings concerning identified misstatements will be communicated during -
the course of the audit. Submission of a response to these communiqués-
whether It be comments, information or documentation in support of correcting
entries, will be requlred wtthln two dnys ofthe date of the communlcatlon of the

ﬂndlng

o 41 The draft annuat report and all other lnformatron that s to be lssued wlth the .
o ® ﬂnanclal statements should be submltted by no later than 31 October 2011 |n, .

order for: usto determfne any Inconslstencles wlth the audited fi hanclal ... _;-3 oy f:_', SRR
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- statements and report on predetermined objectives. If this information is not
recelved as agreed, it may have a significant impact on the audit due to additional
time that will be required to review events subsequent to the date of the auditor's
report.. , . : .

42 We will complete the annual audit and submit the final audlt reportto the-

'acéoUntlng officer within three months of recelipt of the. f‘nanclal*étatements and.

- " the,report on predetermined objectives; unless that is‘not practicable due fo the -

" condltlbn ‘of the financlal statements and report on predetermlned objectlves or
for some other reason beyond our control. in these clrcumstances. a suitable
date/timetable, to be agreed to by all parties, will be determined. "

43. We look forward to full cooperation from your staff as contemplated by section 15
of the PAA.

Worklng papers

44, The working papers produced In conducting the audit are the confldentlal
property of the AGSA and are not available for lnspectlon

Contracted auditors

45. it is posslble that your audit could be conducted by an mdependent audit firm
contracted by us. These auditors will conduct the audit under our supervision and
* on the same terms and conditions as set out in this Ietter The AGSA remains

responslble for the audit and the audit report.

Fees
46. Our fees are based on the time spent on your affalrs by our managers and staff -
pius out-of-pocket expenses. Time may be spent on the audit at your premises or
our premises as necessary. . Individual hourly rates vary. .according  to- the
experience and-skills required and the responsibility involved. Our fees will be
" billed mid-month and at month end during the course of the audit and settlement
Is due within 30 days of date of invoice. Where the fees due are not pald at the.
- end of this period, interest will be charged and legal proceedlngs may be -
Implemented to collect amounts outstandlng

Llalson

47.The content of thrs letter and the accompanylng document may be used by the
AGSA as the basis for a relationship survey after completion of the audit process.

48.If you have any questions about the annual audit generally, or have .any concerns
about the quallty of service you recelve, you should contact ‘Jonathan

800bramoney on 033 284 7400 as soon as possible.

' Staff accommodatlon and resources

.‘49 Section 18 of the PAA requires you to render reasonable asslstance to the AGSA
or the authorised auditors performing this audit. You are further required to
accede free of charge all reasonable requests of the AGSA or authorised auditors
to facliitate the- expeditious completion of the audit, including-the- provision of .

sultable office-accommodation and parking at your premises, logistical:support - - .-

.. and.access tq office equipment.. Please ensure that the authorlsed-auditorsare
.. made. aware of any securlty and admlnlstratlve arrangemenis wlth whlch they.--

" shibuld comply, - !



Acknowledgement of the terms of the engagement

50. This letter will remain effective until a new audit engagement letter Is Issued. We
would be grateful if you could confirm your-agreement to the terms of this letter
and acknowledge your responslbllltles a8, lhe accountlng ofﬂcer by slgnmg the

.anclosed copy.

A 51 If 'you. require any further lnformatlon or’ wlsh, te discuss lhe lerms of the audlt o
e f_"; S engagement further: before replylng, P lease do hot hesltate tocontact me, ;. o

Yours sincerely,

" Vanuja Maharaj ZS

Operational Leader: KZN

Enquirles:  Sharifa Chenla
Telephone: (033) 264 7400

Fax: ~ (033) 264 7596
. Email: sharifac@agsa.co.za
Acknowledgement

,' The terms of this audlt engagement letter are ecknowledged and agreed to by the
Accountmg Ofﬁcer on behalf of the Endumeni Munlclpallty <

4 I R N N Y Ry N Y Y T N PN

" Signed

MrMaltmanDale
.Acting Accounting Officer o



ANNEXURE TO THE AUDIT ENGAGEMENT LETTER

RESPONSIBILIT IES OF THE ACCOUNTING OFFICER AND.THE AUDITOR.IN .

PREDETERMINED OBJEGTIVES oo

' RESPECT OF THE FINANCIAL STATEMENTS AND THE REPORT ON L

Reapons%llltlb& ithe accountlng
o?ﬂcer In raspact of the financlal
ntatemam #anid the report on
“predeterminkd objectives

Responslbllltles -of tha audltor ln

‘respect of the financlal statemen!

‘and the report on predetermln‘
"objectives < .- i

| municipality's operations and cash flows
| as well as service performance

- .| The accounting offlcer must also ensure

-predetermined objectives.

the balance date, that Is, by 31 August -

The accounting officer Is required by the
MFMA to prepare financial statements
that comply with SA Standards of GRAP
and to report on performance against
predetermined objectives.

The financial statements and the report
on predetermined objectives must fairly
present the financlal position of the

achrevements

that any accompanying Iinformation in the-
annual report is consistent with that
reported In the audited financial
statements and the report on

The accounting officer Is required by the -
MFMA to prepare the financial
statements and the report on
predetermined objectives and fumish
them for auditing within two months of

2011. it is normal practice for accounting
officers to set thelr own timetable in order
to comply with statutory reportrng ‘
deadlines.

| the public interest.

.| information to the financlal statements

-I to identify whether there are material

| As part of our audit, we wNI ask the .

|-« elimaterfal transactions have been o
" Included In the financial statements = ;[ -

_e_allactual achievements against pre-

Our responsibilities are to conduct an
annual audit and to form an opinion on
whether the municipality’s financilai
statements comply with SA Standards of

GRAP.

We form an opinion on whether these
financial statements falrly present the
municlpality’s financlal position and the
results of the municipality’s operatlons :
and cash flows .

We oonclude on material shortcomings In
the process, systems and procedures of
reporting against predetermined
objectives that come to our attention
during the audit and that may rmpact on

We will also review other accompanying
and report on predetermined objectives’

Inconsistencies with the audited financial
statements and report on predetermrned
| objectives. .

accounting officer for written confirmation

-concerning representations ‘made to-us In

connection with the financlal statements

and the report on predeternmiined

objectives. In particular, we will seek

confirmation that:.

¢ the adoption of the going concem

-~assumptlon is appropriate

o all applicable legislative, regulatory
and contractual requirements have
been complled with- '
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Responsibliitias of the accounting
officer in respect of the financial
statements and tha report on

Responsibiiities of the auditorin - .
respect of the financlal statements - |
and the report on predetermlned .

' objectives :

predetermlned ob]bctlves

*. dnnual performance repért. .
» " uncorrected misstatements’ noted

. | appropriate audit procedures and make °
| enquiries.

determined objectives, lnd‘leators and
targets have been included in the ‘

during the audit are Immateral to the
financial statements and the report on
predetermined objectives.

Any representatlon 'made does notin any
way reduce our responsibliity to perform

Responslbllltles In respect of the Informatlon systems

Resporisibilities of tgZaccounting
officer In respect/bf:tHa it ctal
' staterhents ajnd th ;g&

- predetermined;object

'p.

1+ 3Responsibliities of the audltor n.
- raspbct of the financlal statemente
and the repdrt oh: predetermmed

- objectives i i

The accounting offlcer s responslble for

maintaining records that. ~ :

» correctly record.and explain the.
transactions of the municipality

. 1+ enabie the municipality to monitor the

-resources, activities and entities
under its control

« enable the financial posltion of the

municipality to be determined with
reasonable accuracy at any time
» enable the accounting officer to
. prepare financlal statements and the
‘report on predetermlned objectlves
that comply with the MFMA and other
“applicable legislation'and allow'the;
. financlal statements and the report on
predetermined objectives to be
readlly and properly audited.

' 'We wlll examine whether the mtlrticipality

 reasonable audit assurance as to

kept proper accounting and the report on
predetermined objectives records.

We will perform sufficient tests to -obt’aln

whether the underlying records are
relable.and adequate as a basis:for the
preparation of the financial statements
and the report on predetermined . . .
objectives.

Where, in our opinion, the récords are
not sufficlently refiable or accurateto . .
enable the preparation.of the financlal . .
_statements-and report on predetermined
objectives and we are unable to obtain'
the evidence we require by other means,
we will need ta consider the impact on
_our audit report.

Responslbllltlos ln respect of lnformatlon and lnternal control syatems

”
: prodetermlned *ébﬁtftztlves. '

-iResponsibllities. of the-auditor: ln
robpect of tha financlal statemerit
and the report on predetermlned S
__oblectives - S

- by written policles and.procedures,
‘| designed.tc provide reasonable -
_assurance as fo the integrity and. ,

The accounting officer Is responsible for"

| establishing and maintaining information’

and Internal control systems, supported -

| AThe ennua'l audit is not deslgned to )

.. '|-control systems. We review the :
.~ accounting and Internal-control: systems
._.L.only to'the extent requlred do.enable: us

identify ail significant weaknesses in.the
municipality’s information and tnternal .

11



. ‘Responsibllities.af the accounting
. officer In respact of the financial
. statements and the report on
predetermined-objectives

Responsibilities of the auditor.in - -
raspect of the financlal statements
and the report on predetormlned :
objoctlves S

- | reliability of financial and non-ﬂnancial
| reporting. Lo

| to express an opinion on the fi nanc:al
. " |.statements'and to report on report on

' predetermlned objectlves

We wil raport to the accounting officer
. | separately any deficiencies in the

_to our attention and we conslder them to

| municipality’s information and lntemal

] control systems.

municipality’s information and internal
control systems, provided that they come

be of relevance to the municipality. Our
management report will provide
constructive recommendations to assist
you and your management team In
addressing any deficlencies in the

Responalbllltles in res 'ct of the preventlon and detection of fraud and error

T ReapbralblaF BrihD; accqunﬂng
g HQ‘% StoLibainanglal.

-;Reaponsibllities of the-auditor:in i;?
ra;pect of the financlal statements-
;and the report on prodetermlneﬂ '
‘objactives = < : it

The accountlng oﬁ'cer is responsible for
the prevention and detection of fraud and
error through the application of internal
control systems (appropriate to the size
of the municipality), supported by written
'pollcles and procedures.

In the event of identified, suspected or
alleged fraud, the accounting officer has
to deal with the‘matter as set out in the

.| MFMA. The auditor should be informed
immediately of any identified, suspected
or alieged fraud.

-and internal control systems only to the

As part of our audit, wewilaskthe . - |

We will design our. audit to obtain
reasonabie, but not absolute, assurance
of detecting fraud or error.that would
have a material effect on the financial
statements and the reporton.
predetermined objectives.

Although we will review the accounting

extent required for us to express an -

opinion on the financial statements and

to report on the report on predetermined
objectives, we will:

» assess the effectiveness of internal
control systems and procedures by
which fraud and error are prevented
and detected within the municipality

o report to the accounting officer .
deficiencies in internal control
systems and procedures related to
moniltoring the prevention and
detection of fraud and error, provided
that the weaknesses come to our
notice and we consider them to be of
‘relevance to the municipaiity.

actounting officer for written confirmation
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Responsibllities of the accounting
officer in respect of the financlal
statements and the reporton - -

Responsibilities of the auditor In ..
respect of the financial statements-
and the report on- predetermlned

-.__objectives . - - - -

predetermined ob]e’ctl\_l_es:. i

s >\ f

" ffwe become aware of the possible

| fromthe municlpality's management or

... | that he municipality has dlsclosed to. us ... -'"'..A TR
L :‘, all known instances of fraud or suspected P
IEEURPRTI fraud affectlng it. ‘ e

* l:n l' '

existence of fraud — whether through the .
application of audit procedures, advice

any other means — it Is our responsibility
to communicate this to the accounting
offlcer with the expectation that action
will be taken in compliance with the
munlclpallty S fraud preventlon pollcy

Rosponslbllltles ln respect.of compllance with laws and regulatlons

- Responsibliities of the auditor.in:. -

réspectof the financial statemenh

y d-the report on prodetennlned
§ --objectives ..

“The accounting officer Is responsible _for
ensuring that systems, policles and
procedures (appropriate to the size of the
‘municipality) are in operation that will
ensure that all applicable legislative,
regulatory and contractual requiremerits
-1 that apply to the aotivltles and functlons'_ ,
“of the municipality are compiied with.’
Such systems, policies and procedures N
shouid be documented.

-+ | Wewill also report to the aocounllng
¢ .+ officer deficlencies that we observe in ..
s lnlernal control 8ystems, pollcles and

| those legislative, regulatory and

~ | consider to be material.

-{-complied with the following leglslation as

-] The way in whloh. lnstancesof non-

{-reported wiil depend on thelr significance.
‘All significant Instances of non-.

We wnll assess during the. course of lhe
audit whether the municipality has.
systems, policies and procedures in
operation (to the extent that such
systems, policies and procedures are -
“appropriate given the size of the
munlcipality) to ensure compliance with

contractual requirements that we.

We will specifically perform audit tests to
assess whether the municipality has
applicable:

MFMA '
Dlvlslon of Revenue Act (DoRA)

compliance that come to our attention are

compilance wili be reported to the
accounting officer and Included in the
audlt report. . :

13




Responsibilities of the accounting
officer in-respect of the financial
statements and the report on

Responsibliities of the auditor In
respect of the financial statements -
and the report on pradetermlned
objectives

predetermined objectives

procedures relating to monitoring
complignce with laws, regulations and
contractual requirements where felevant,

. Responslbllltles in respect of establishing and malntalnlng approprlate
- standards of conduct and personal inte

rity -

Responsibliities of the accounting
o_ff[cer'ln’_rpa ! o_t of: thp"ﬂnanc]al :

Responelbllltles of the’ audltor in

‘respect of the financial atatemenu =]

.and the roport on predotermlnod
‘objectives - -

The accounting officer should at aii tlmes
take all practicable steps to ensure that
members and .empioyees of the
municipality maintain high standards of
conduct and personal integrity. The
municipality’s expected standards of .
conduct and personal integrity should

. . preferably be documented In a code of

conduct and, where applicable,be

supported by policles and procedures.

| Integrity that are expected of them.

During the audit we wiil consider
whether the accounting officer maintains
high standards of conduct and personal
integrity. Specifically, we wiil remain alert
to significant instances where members
and employees of the municipality may
not have acted in accordance with the
standards of conduct and personal

Responslbllltles ln respect of conﬂlct of lnterost and related parties

- -Responsibllities of the auditor In:...:;} -

respact «of the financlal statements: i’
and the report on predetermlned

“objectives . - S

The accounting ofﬁcer ehould have '
policies and procedures in-operation to

1 ensure that members of the municlpality
| carry out thelr duties free from bias. In

particular, the accounting officer must
comply with the requirements of the
'MFMA and DoRA. ‘

The accounting officer should maintain a
full and complete record of related.parties
and their interests. It Is the responsibility
of the accounting officer to record and
disclose related party transactions in the

.| financlal statements in accordance with

ln order to help determine whether

| free from bias, we will review Information

members have carried out thelr duties

provided by the accounting officer that
Identifies related partles and will be alert
to other material related party .
transactions. For related party
transactions that come to our attention,
we will check that the accounting officer:
has complied with any statutory
requirements relating to confllcts of
interest and whether these transactions
have been.properly recorded and -
disclosed in the financial statements.

SA Standards of GRAP.
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Avvexure S

RESOLUTION TAKEN DURING THE MEETING OF THE EXECUTIVE
COMMITTEE/MUNICIPAL COUNCIL HELD ON 28 JULY 2010 IN THE COUNCIL
CHAMBER, CIVIC CENTRE, 64 VICTORIA STREET, DUNDEE

B 02/19/07/10-1 LABOUR FORUM COMMITTEE MEETING  {P3/16(a)}
RESOLVED

THAT the following recommendations as contained in the
Minutes of the Local Labour Forum meeting held on 15 July
2010, be adopted as resolutions of the Executiye Comnnt_tge:

B 02/19/07/10-1.2 RECRUI NT AND SELECTION POLIC
RESOLVED

HRO THAT the minutes of the Council Workshop
which was held on the 01 July 2010 including the
Recruitment and Selection Policy as amended be
approved and adopted by Council.

éoénene
B 02/19/07/10-1.2

RESOLVED TO RECOMMEND

THAT the minutes of the Council Workshop
which was held on the 01*t July 2010 including the
Recruitment and Selection Policy as amended be
approved and adopted by Council.

énenene
‘6. RECRUITMENT AND SELECTION POLICY TS
REPORT: MANAGER CORPORATE SERVICES

The committee will recall that at its previous Local Labour Forum meeting held
on the 22™ June 2010 it recommended that the Recruitment and Selection
Policy be work shopped by Council. The said policy has been work shopped by
Council on the 01* July 2010, the minutes of which is attached as Annexure A.

Tis
RECOMMENDED

THAT

1. The amended Recruitment and Selection Policy attached as Annexure B be
approved and adopted by Council. '

* ¥ e K K



RESOLUTION TAKEN DURING THE MEETING OF THE EXECUTIVE
COMMITTEE/MUNICIPAL COUNCIL HELD ON g8 JUNE 2010 IN THE COUNCIL
CHAMBER, CIVIC CENTRE, 64 VICTORIA STREET, DUNDEE

B 02/14/06/10-8 LABOUR FORUM COMMITTEE MEETING  {P3/16(a)}
RESOLVED

THAT the following recommendations' as contained in the
Minutes of the Local Labour Forum meeting held on 22 June
2010, be adopted as resolutions of the Executive Committee:

B 02/14/06/10-8.2 RECRUITMENT D SEL ION AND
TRAINING POLICY

RESOLVED

THAT it be noted that these policies have been
tabled and will be work shopped on Thursday, 01
July 2010 at 10h00

aBheee
- 8. CRU NT SELECTION AND POLICY
RESOLVED TO RECOMMEND

THAT it be noted that these policies have been tabled and will be work
shopped on Thursday, 01% July 2010 at 10h00

LA R R B



RECRUITMENT AND SELECTION AND TRAINING POLICY

REPORT: MANAGER CORPORATE SERVICES

Attached as an annexure is the under mentioned policies:

> Recruitment and Selection Policy
> Training Policy

SUBMITTED FOR CONSIDERATION

¥ K K K ¥
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1. PREAMBLE

- Endumeni Municipallty is an equal opportunity, affirmative action employer and pays
significant attentlon to the recruitment and selection of staff in order to ensure fair
treatment of all applicants and to secure the appointment of persons who will be able to
contribute towards the long term success of the Councll.

2. APPLICATION OF THE POLICY

2.1 This policy is applicable and binding to both the Municipality and all candidates and
shall become operative on the date on which it is approved by Council.

2.2 The need to meet the requirements of the Employment Equity Act No.55/1998 and
to ensure consistency between this policy and Councils Employment Equity Policy.

2.3 To ensure that recruitment occurs in a standardized, unbiased and effective manner
and that candidates are selected objectively and on merit.

3. THE NEED FOR A POLICY

The need for a policy stems from the inherent requirement that all applicants and
candidates are treated equally, fairly and without bias. It further ensures effective and
efficient administration of the recruitment and selection process.

4. DEFINITIONS
In this policy, unless the context otherwise indicates: - “Relevant Legisiation® means:

The Labour Relations Act, 1995 (Act No. 66 of 1985)

The Basic Conditions of Employment Act, 1997 (Act No. 75 of 1997)

The Employment Equity Act, 1998 (Act No.55 of 1998)

The Skills Development Act, 1998 (Act No. 97 of 1998)

The Municlpal Systems Act, 2000 (Act No. 32 of 2000)

Councils conditions of empioyment as determined by the South African Local
Government Bargaining Council (SALGBC)

VVVVVY

4.1 Candidate: means an applicant for a vacant post

4.2 Canvassing: means campaigning and soliciting support for appointment to realize
an unfair advantage.



4.3 Contract Employees: means employees who are employed for a specific 'project
which is to be finalized within a specified period of time

4.4 Councll: means the Executive Committee of the Endumeni Municipality, and a
Standing Committee thereof dealing with Human Resource related
matters, or any person with delegated authority to deal with such matters.

4.5 Employee: means any person who is permanently employed by the Council.

4.6 Internal Applicants: means permanent, temporary and contractual employees that
are currently working for the Endumeni Municipality. -

4.7 Municipality: means the Endumeni Municipality

4.8 Panel: means a committee consisting of the HOD or Supervisor, an official from the
Human Resources Department and representatives of IMATU and SAMWU with the
sole purpose of short listing, interviewing and appointing candidates in posts.

4.9 Reference Check: means the gathering of information about a candidate's past
history from people with whom such candidate has been
associated.

4.10 Suitably Qualified Person: means any one of, or any combination of that
Person/s:

> A: Formal Qualifications

> B: Prior Learning

> C: Relevant Experience

> D: Capacity to acquire, within a reasonable time, the ability to do the job.

4.11 Temporary Employee: means employees who work for an unspecified period but
no more than 45 hours a month

4,12 Trade Union: means organized labour as represented in the Endumeni
by IMATU (Independent Municipal and Allied Trade Union) and
SAMWU (South African Municipal Workers Union).

4.13 Vacant Position: means a position that is on the approved Organizational
Structure of Endumeni Municipality, which is vacant or has

become vacant as a result of resignation, death, dismissal,
-demotion, promotion or medical boarding.
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5. RECRUITMENT PROCESS
5.1 GENERAL PRINCIPLES

6.1.1 Every post must have an approved job description which outlines the key
functions and requirements of that particular job and indicating the position of the post in
the approved Organograms of the Endumeni Municipality.

5.1.2 The Job Description must contain the dentified qualifications and competencies,
abilities, proficiencies, recommended educational requirements, relevant experience
required as well as other basic abilities and skills required in order to perform the job.

56.1.3 The recruitment of candidates shall be undertaken by the panel and recruitments
shall be done only in the event of vacant position(s) existing on the Municipality's
approved Organizational Structure.

5.1.4 The Human Resource Department must ensure that the correct recruitment and
selection procedure is followed. .

5.1.5 Any candidate who canvasses to be recruited by the Municipality shall be
disqualified (this will be stated in the advertisement).

5.1.6 All vacancies shall first be advertised internally on all notice boards to ensure that
existing employees are informed of all vacant positions. Heads of Departments and
supervisory personnel shall take necessary steps to ensure that advertisements are
timeously placed on all notice boards.

5.2 AUTHORISATION FOR FILLING A VACANT POST

5.2.1 Upon the creation of a new position, the Head of Department will submit a report
to the Local Labour Forum Committee motivating the filing of such post.

5.2.2 On approval from the Local labour Forum the Head of Department together with
the Human Resource Department shall verify the foliowing:

5.1.2.1 Specifications
5.1.2.2 Funding for the post
5.1.2.3 Applicable terms of employment & condltlons of service.
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5.3 ADVERTISING OF VACANT POSTS

6.3.1 The Human Resource Department will place the advertisement for the vacant post
once it has been determined whether the post should be advertised internally or
externally.

5.3.2 Advertisements for the vacant position shall clearly specify:

> The job requirements

> The qualifications and experience required to perform the job in terms of the jOb
description for the specific post

> Salary and benefits of Council

> Closing date

» The strict prohibition of canvassing

5.3.3 Advertisements shall inform all applicants that:

> Endumeni Municipality is an affirmative action and equal opportunity employer
and adheres to the requirements as contained in the Employment Equity Act.

> All applicants may be required to undergo a proficiency test.

> If no response has been received after 3 weeks after closing date, applicants
must regard their application as unsuccessful.

> No applications that are received late and/or after the closing date will be
accepted.

- 5.3.4 The choice of newspaper for the display of external advertisements will be at the
discretion of the Human Resource department and all external advertisements should

also be advertised in the local newspaper in order for members of the local community
to have access to information regarding vacancies.

5.3.5 Internal advertising of vacant posts will occur by advertisements or circulars being
placed on all Councils notice boards.



5.4 APPLICATION PROCEDURE

5.4.1 All enquiries about any advertised post shall be directed to the Human Resource
Department unless otherwise stipulated in the advert. Preferably all enquiries should
wherever possible be directed to the supervisor of the Department were the post is
being advertised.

5.4.2 All employment applications must be submitted on the Official application form
together with a Covering Letter, Curriculum Vitae and Certified coples of all
Testimonials, Qualifications, Certificates, ID coples and Drivers License.

5.4.3 The format of the Official Application Form should be simple and based on job
- related information.

5.4.4 All applications shall be received by the Registry Department.

5.4.5 All received applications shall be stamped with a date stamp and captured in the
master list of applicants by the Registry Department.

5.4.6 Testing of applicants may be done to determine the shortlist and/or the number of
applicants. The tests will be compiled by the relevant department in conjunction with the
Human Resource Department and the Trade Unions. Where test results are used in the
final assessment of the candidate, the candidate with the highest test mark may not
necessarily be the successful candidate.

6. SHORTLISTING

Short- listing is the process during which all applications received in time for a specific
advertised position are evaluated against the actual minimum job requirements of the
position as reflected In the required formal Qualifications and/or experience.

6.1 A panel consisting of representatives from the Human Resourpe Department, the
Unions (IMATU and SAMWU) and the Supervisor and/or Head of Department
concerned draws up a short-list.

6.2 Internal applicants should be given preference.

6.3 Short-Lists must be kept as short as possible (maximum of 6 candidates as far as
possibie).

[
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6.4 Once the short-list has been drawn up all parties must sign the short-list and no
other candidate will be included without the consent of all the parties. The panel must
then determine when interviews for the vacant position will take place.

6.5 The Secretary and/or Personal Assistant, the Supervisor and/or the Head of
Department for the relevant department must type the shortlist and contact all short-
listed applicants and arrange for the interviews.

7. THE SELECTION AND INTERVIEW PROCESS

7.1 FORMAT FOR THE INTERVIEW

~ The structure for the interview should be decided in advance. The chairperson,
(preferably the Head of Department and/or Supervisor), of the interview panel will agree
and record a format for the interview. This format should include:

» A welcome by the chairperson

> An introduction to the panel members

> A brief explanation of the interview format

» A questioning session with reference to the person specifi catlon for the post
» A section where candidates are offered the opportunity to ask any questions

7.2 EQUITY CONSIDERATIONS IN THE SELECTION PROCESS

Within the selection process, to ensure fairess and accountability, and to meet the
_requirements of the Council's Employment Equity Policy, the following must take place:

7.2.1 A structured interview with open questions related to the job will be
conducted.

Questions will vary from general career information to deterrmine certain
personality dimensions and general knowledge and experience related fo the

job.

7.2.2 To ensure consistency all applicants must be asked the same core
questions in an interview.

7.2.3 All applicants must be assessed using the same techniques (e.g. if
applicants are to give a presentation, all applicants must do so)
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7.2.4 The questions to be asked are related to the relevant job competencies
[note that the questions will have been determined at the short-listing
meeting) '

7.2.5 Careful consideration must be given to the use of any questfons that
may be perceived to be unfalr or discriminatory by candidates.

7.2.6 The interview will be preferably conducted in the English language and
ts)hould the candidate not clearly understand the language, an interpreter can
e used.

7.2.7 Interview questions will be evaluated on a 5 point rating scale of which 1
is the lowest and 5 the highest score. Score rating form will be provided by
the HR department (See attached Score sheet) For consistency, this score
sheet will be used when conducting all interviews

7.2.8 Every member of the panel should at all times be present during the
interview. Questions of a discriminatory character will be avoided.

7.2.9 All members of the interview panel shall keep all information obtained
during the selection process confidential.

7.2.10 The practice of employing relatives of existing employees and/or
councilors in preference to other applicants Is to be strongly discouraged. -
Family Relatives of existing employees and Councilors who apply for
employment by the Council will be dealt with in the same manner as any
other applicant.

7.2.11 Due to there being no fixed qualification requirement for General
Workers such candidates be appointed on the basis of performance and
reliability, while currently being employed in a temporary.basis in the
Municipality’s service.

8. SCORING AND VOTING PROCEDURE

8.1 Scoring will be based on the competency of the candidate in answering the
questions.

8.2 The Interviewee with the highest score may not necessarily be appointed, due to
other factors such as working experience, language abilities, interpersonal
relationships and leadership style.

8.3 Where possible affirmative action and employment equity will be‘taken into
account.



8.4 The interview discussion will take place immediately after the interview.

8.5 Individual scoring, notes and other relevant information from each member of the
panel, will be discussed to enable the panel to reach consensus.

8.6 A recommendation for appointment shall be supported by a simple majority of
the members of the panel present.

8.7 An interview selection form will be completed and signed by all rele\)ant persons
agreeing on the choice of candidate.

8.8 Union representatives attend the interviews solely as observers and are not
entitled to score.

9. FEEDBACK TO CANDIDATES

9.1 All shortlisted candidates are to be advised of the outcome of their applications
as soon as possible after the interviews.

9.2 The Supervisor and/or HOD must inform the successful applicant of their
appointment via telephone.

9.3 All other short-listed application forms must be returned to the HR Officer, for
letters to be sent to the unsuccessful applicants advising them of their unsuccessful
application.

10.THE APPOINTMENT PROCESS

10.1 The completed applicaﬁon for vacancy form of the successful applicant must
be given to the Human Resources Department together with the Interview selection
form duly signed by the Interview panel.

10.2 The HR department will in turn complete all the necessary documentation [e.qg.
appointment letter] etc and forward same to the appointed appllcant and the
salaries department for processing.

10.3 The supervisor must ensure that on the day that the new employee
commences work he/she must be brought to the HR Department where the HR
Officer will explain leave rules, pension, etc to the employee.

10.4 Since the new employee is on a six [6] months probationary period, the HR
Officer will inform the HOD in writing when the time period has expired. The HOD



will in turn call upon the supervisor of the employee to discuss the employees’
permmanent appointment.

" 11.DISPUTE RESOLUTION AND AMENDMENT

11.1 In the event of any dispute as to the application of this policy the dispute shall be
determined in accordance with applicable labour legislation and specifically the Labour
Relations Act, 1995 (Act 66 of 1995) and the Councils conditions of employment.

11.2 Any amendments to this policy will be negotiated by the parties and referred to the
Local Labour Forum Committee of the Endumeni Municipality were a consensus is to be
~reached.

15



Nccoee. B

PREAMBLE

The principal aim of this policy is to provide clear

guidelines and provide a framework for training,
development and education of the staff of the Council.
Integration of training initiatives and alignment of the

training strategy with the strategic plan and other human
resources policies is the key to a meaningful and successful implementation of the
Council’s training policy. This policy is aimed at achieving all this as well as to
ensure the alignment of the Council’s Tralmng policy with the Skills Development
Plan.

PURPOSE AND OBJECTIVES

The main aim of this policy is to establish a clear policy framework that will guide
and give direction to all Education, Training and Development initiatives in the
Endumeni Municipality.

To ensure that training interventions are linked to the municipal transformation
processes.

To strive towards enabling an employee to reach and perform at his/her optimal
level.

To ensure that training presented with an internal focus, whether by internal or
external providers, will be appropriate and accessible to all employees of the
Municipality

EQUITY AND EMPOWERMENT

Training initiatives in the Council should be aligned with the broader plans and
programmes aimed at promoting equity and empowerment of the previously
disadvantaged groups. For this reason it is of vital importance that the Council’s
training and development policy is aligned with the Council’s Employment Equity
policy as well as its recruitment and selection policy.

ADEQUATE FINANCIAL RESOURCES
Training and the Council’s objectives cannot be achieved without a Skills
Development Plan whereby funds are received from SETA.

CONSULTATION AND PARTICIPATION

Identification of training plans and the development of tralning and development
programmes should be done in consultation with and participation of staff and
other relevant stakeholders. :
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MONITORING AND EVALUATION

Ongoing monitoring and periodic evaluation of training and development
programmes should be done to ensure that training and development of staff is in
accordl.:nce ‘;Nith the training plans and that the desired impact and set objectives
are achieve

FUNCTIONS OF THE HUMAN RESOURCES DEPARTMENT
Development of the Workplace Skills Plan

Implement the Skills Plan

Facilitate the appointment of service providers

Report progress regarding the implementation of the Skills Plan
Establish database for accredited training providers at local level
Monitor effectives of training

Monitor and Allocate SETA funds for training purposes.

SKILLS PLAN

The development of the Workplace Skills Plan is a requirement of the Skills
Development Act. The Council’s Skills Plan will be based on three levels i.e. the
organisation, post level and the individual.

Organisational Level
An organisation analysis will be conducted to determine organisational needs based
on the Council's long and short-term objectives, and priorities, to ensure that

training is targeted.

Post Level

e Job profiles will be developed for all posts

e These will be used for the recruitment, career pathing and job evaluation
process

e The skills audit will be conducted to determine the skills and knowledge
requirements of the Council. These will enable different departments and
sections to develop individuals in line with the requirements of the post.

o The skills plan for the Council will inform the Workplace Skills Plan which
will be submitted to the relevant SETA

TYPES OF TRAINING

o |dentification of training needs should be done in respect of both functional
and generic training _

e Development of training plans should take into consideration both “on the
job” and “off the job” training. On the job training refers to training that
takes place at work and is also experiential, Off the job training refers to
training where individuals are taken through a formal programme away from
the job.

TRAINING PROCESS
Competency based approach and development

e For the purpose of this policy, competency requirements will be described
as skills, knowledge and attitudes required to effectively perform various

jobs with the Council.
e Each department and section should identify competencies required and use

this, as the basis for needs assessment.
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» The HR department with the purpose of determining both job specific
competencies and core transversal competencies will complete a skills audit
form for all employees.

o Head of Department in conjunction with Sectional Head to determine the
training needs in their departments.

o The information in respect of the training required to be given to the HR
Officer who in turn will:

1. Determine the best accredited training provider and in cases where
training would be required for example electricians this will be done
in conjunction with the sectional Head

2. Receive quotes for in-house training where there are a number of
employees to be trained in the same field for example ABET training

3. Receive quotes for training to be conducted away from the
workplace.

4, Arrange consultation with chairman’s of the two unions, head of
department and sectional head with the view of determining date,
times etc for the training to take place should this be in-house

5. Arrange for the training should staff be required to attend training
away from the workplace.

6. Ensure that the Skills Development Plan and statistics are updated.

7. Ensure that Head of Department are informed about the status of
training in each of their department.

CONCLUSION

The goal of the Training Policy is to assist in developing loyal employees whose aim
is to keep their customers satisfied. Management's cominitment to training and
development will be an essential tool in creating a corporate culture conducive to
learning.

The Training Policy emphasises the need to:

Provide for induction programmes and orientation training of all new staff
Provide employees who have been disadvantaged by the educational history
of our country, with an opportunity to obtain an educatwn [ABET] that
- would ensure a fulfilling quality of life

e Provide for the attendance of short courses, conferences etc that will add
to the value of the individuals' performance in the Municipality

o Ensure that appropriate training is available to all employees to reach and
maintain satisfactory performance in their job.

¢ Provide training required by potentially promotable employees, so as to
prepare them for their new responsibilities.

¢ Establish a culture of life-long learning in the municipality.

Training and development initiatives within the Municipality will strive to bring
about planned change that involve all employees to ensure that we achieve
effectiveness and efficiency as the Municipality that is accountable to the general
public.
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