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Chapter 4 - Organisational Development Performance -

(Performance Report Part Ii)
Component A: Introduction to the Municipal Personnel

1.1 Employee Totals, Turnover and Vacancies

Employees (T4.1.1)

Year -1 20162017

Employees | Approved | Employees | Vacancies .
Description No. Posts No. | No, No. WIZhe
Amenilies 46 46 41 5 5
Electricity 18 18 06 12 12
Environmental Services 13 13 5 8 8
Housing ] 9 8 1 1
Local Economic
Development 10 10 10 0 0
Public Safety 51 51 18 33 33
Roads 20 20 20 0 0
Solid Waste
Management Services 70 70 35 35 35
Total 237 237 143 94 94

Vacancy Rate : Year 2016/2017 (T 4.1.2)

Vacancies  (Total  Time  Vacancies (as a
ik Total Approved : o . .
Description vacancies exist using fulltime | proportion of total posts
Posts No. : .

eguivalents) No. in each category) %
Municipal Manager 1 0 0%
CrO 1 0 0%
Other S56 Managers (excl. Finance Posts) 5 1 20%
Law Enforcement 36 20 55.6%
Fire Fighters 6 6 100%
Middle Managemenl Level (excl. Finance
Posts) 17 6 35.3%
Middle Management Level (Finance Posts) 3 0 0%
Highly Skilled Supervisors (excluding Finance
Posts) 44 22 50%
Highly Skilled Supervisors (Finance Posts) 1 0 0%

124 55
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4.1.2 Comment on Vacancies and Turnover

ELM is undergoing an overview of municipal programmes, roles and responsibilities, linking them to Directorate
mandates and function. This is done in order to allocate appropriale human resources so as to achieve service
delivery targels.

28 appointments were made during 2016/2017 financial year of which 8 were new budgeted vacant positions
and 20 were vacaled posilions due fo resignations, retirements, deaths and dismissals.

Component B: Managing the Municipal Workforce
1.2 Introduction to Municipal Workforce

Warkforce management is a core function of each line manager in municipality. In order to ensure reasonable
standardisation and consistency in the handiing of the workforce, disciplinary procedures and conditions of
service are developed at a central level by the National and Provincial divisions of the South African Local
Government Bargaining Council (SALGBC) and, where relevant, at a local level between management and the
representative unions SAMWU and IMATYU and are then implemented by line management. Conditions of
service of senior managers are based up on the regulations promulgated by the Minister of Cooperative
Governance and approved by Council.

In addition to the above, a wide range of policies, procedures and direclives are approved by relevant approval
authorities after due consultation with stakeholders such as Council, the Municipal Manager and Senior
Managemenl. Such policies, procedures and direclives are then circulated to all staff for implementation and
compliance.

Palicies, procedures and directives are revised as the need arises.

1.2.1  Policies

The following policies were developed and reviewed during the 2016/17 financial year:

L= iy __"J,,T,;m;__“; KR Pollcles and’ Plans - _— SR
o "'"‘-Eﬁﬁ _ NameofPolicy "7 |[ Completed || Reviewed
1 Supply Chain Management Policy 100% 100%
2 Credit Control Policy 100% 100%
3 Asset Management Policy 100% 100%
4 Leave Management Policy 100% 100%
5 Policy on Civic Funeral 100%
6 Bereavement Policy 100%
7 Exlended Public works Programme Policy 100%
8 Contributions for in service employees and pensioners Policy 100%

The following strategies were developed and approved by Council for implementation during 2016/17:
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Occupational Health and Safety Strategy
Skills Development Stralegy

LED Strateqgy

Communicalion Strategy

Public Participation Stralegy

SPU Strategy

Heritage Celebration Strateqy

ICT Strategy

The period of the approved Organisational Structure is expiring in June 2016 and no new structure has been
adopled yel because the municipality is currently undertaking a Business Process Reengineering to ensure that
there is proper alignment of human capital to the IDP objeclives. The project started in May 2016 and will be
completed in December 2016 for implementation in July 2017.

1.2.2  Comment on Workforce Policy Development

Council had adopted a framework for policy development which is currently being utilised when developing or
reviewing policies and strategies. In the 2016/17 Financial year, the municipality developed and reviewed its
policies in line with the adopied framework. The finalisation of the Human Resource Development Policy will
close a major gap which currently exisis in the organisation. This policy has been drafted and is under
consultation with the stakeholders.

On abroad level, the municipality is undergeing a process of reviewing all policies to ensure that they are relevant
and up {o date.

1.3 Occupaticnal Health and Safety (OHS)

During the 2016/17 financial year, the OHS Strategy that was adopted in 2015/2016 financial year was
implemented. The strategy consists of the following six projects:

» Occupational Health and Safety Policy

Waorkmen's Compensation (compliance with workmen's compensation commissioner and a lelter of good
standing)

Training and competencies

QOperational controls and procedures

Personal protective equipment/clothing

Contractors controf

Al OHS structures are functional and they are convened as per the approved Council Calendar of Events.

~190~



4.4 Labour Relations

The Labour Relations Unit has conducted workshops 1o bring awareness on vision, mission and values of the
municipality, Code of Conduct and Ethics and to promiote discipline in the workplace.

NUMBER AND PERIOD OF SUSPENSIONS:

Tahle below illustrate the management of cases by the Labour Relations Unit during 2016/2017 financial year.

SUSPENSIONS DISMISSALS PENDING CASES | WARNINGS
ISSUED
1 2 1 13

The Local Labour Forum is fully functional and the employer and employee relations are stable.

Afier the inauguration of the new Council on 19 August 2016, the Local Labour Forum was reconstituted with
the inclusion of the new councillors on the employer component,

4.5 Fleet Management
For effective service delivery within the municipality 3 pool vehicles and 5 plant machinery were purchased (1
Grader, 2 TLB'S and 1 Roller} in total 3 dedicated vehicles, two vehicles for the Honourable Mayor and Speaker

were {raded in and two (2) new vehicles were purchased.

LIST OF AVAILABLE FLEET IN 2016/2017
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VEHICLE ALLOCATION
Toyata Fortuner: HXB-860-EC Mayor

Toyota Fort: HXB — 855-EC Speaker

Nissan Qashaqai: FVL-916-EC Traffic Section
Nissan Hardbody: HPJ-274-EC

Nissan NP 200; HBV-669-EC iDHS department
Nissan Almera: HPJ-271 EC

{suzu Double Cab: HMP-886-EC

Chev Cruze: HGW-347-EC Traffic Section

Isuzu Single Cab bakkie: HMD-711-EC

Community Services Department

Traclor-FT8-135-EC

Refuse Truck: HMG-965-EC

Tata: FBP-04€ -EC

Electrical Services section

Mahindra-HLN-752-EC Community Services/ Disaster
Nissan Hardbody: HJP-267 EC Community Services Indwe unit
Tractor-FTS-128-EC

Tractor-CKM-266-EC

PLANT & EQUIPMENT

Grader-DFG-421-EC

TLB-loader-DDX-995-EC

We-truck-DFD-935 -EC

Tiruck-DFD-932-EC

Grader-DFG-421-EC

TLB-loader-DDX-995-EC

We-truck-DFD-835 -EC

Titruck-DFD-932-EC

Grader-DFG-421-EC

TLB-loader-DDX-995-EC

We-truck-DFD-935 -EC

Thruck-DFD-932-EC

Roller
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Roller Bomag

Excavator

Pad foot roller
Titruck —-HFT-991-EC
wic truck-HGB-926-EC
TLB HVK 291EC

TLB HVK 292 EC
Thruck-HFT-986-EC
Grader HVK 283
Lowbed-HGH-813-EC
HGK 495EC Trailer
BWR 774 EC

BZY 096EC

BZY 100EC

BZY 102EC

FBZ 279EC

BVB 264 EC

FFG 382 EC

FTS 142 EC

FTS 139 EC

Five accidents and one (1) theft incident were reporied during 2016/17 financial year.

4.6 Records Management

The Praovincial Archives issued a destruction certificate for old documents that have been selected for disposal
in line with the relevant Act. EDMS that was procured in the 2015/16 financial year is being and 75% of paper
based filing has been converied. The employees (Directorate champions) have been trained on the system.

4.7 Weliness
A Service Level Agreement effective from 01 January 2017 to 30 June 2017 was signed with MobiGym and
sixty-five (65) employees participated in the healthy lifestyle programme. The programme has reduced the rate

of absenteeism within the municipality. Employees became cautious aboul their wellbeing. During 2016/2017
financial year, three Wellness Programmes were implemented:
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Financial advice,

Subslance abuse

HIV/TB/STI and Diabetic Information Day

Healthy lifestyle (Consisted of weight loss, body weight maintenance and body building
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48.1 Comment on Skills Development and Related Expenditure and on the Financial Competency
Regulations

The HRD strategy was developed and approved for implementation in December 2015. The projects on the
strategy were implemented as follows:

Seventeen Training programmes were implemented out of thity Training programmes approved as per the
Workplace Skills Plan. The remaining thirteen training programmes were rolled over to the 2017/2018 financial
year due insufficient funds.

Electrical Engineering Leameship has been implemenied for ten (10) learners with the Ikhala TVET College
(Ezibeleni Campus). The Learnership is fully funded by the Emalahleni Local Municipality.

Component D: Managing the Workforce Expenditure
Introduction to Workforce Expenditure

Employee expenditure is closely monitored and contralled each month by the respective line managers. The
Budget office submits monthly reports on any over- or under-expenditure and line managers are required to take
the necessary corrective actions in order to comply with the amounts that are on the budget.

The Municipality seeks to obtain value for money from its workforce expenditure through various initiatives, such
as: the Absenteeism Reduction Palicy. Line managers are required to ensure that employees are productive.
The implementation of the Employee Performance Management System will assist with this. In addition to the
above procedures, when a vacancy arises, line managers are required to motivate the reasons for the post to
again be filled.

Employee Expenditure 2016/2017
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EMALAHLENI MUNICIPALITY

FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2017

2017

EMPLOYEE RELATED COSTS R
Salanes and Wages 45416,093
Annual bonus 2.944 805
Bargaining Council Levy .
Contnbutions for UIF, pensions and medical aids 8.295,585
Group Life Insurance -
Housing Subsidy 83,652
Leave Reserve Fund 2,321,669
Long service awards 381,946
Overtime 840.378
Post Employment Health 716,360
Scarce Skills Allowance 7.569
Performance bonus 1.078.808
Skills development levy 491,149
Travel, moter car, telephone. assistance and other allowances 3.226.653
Provision for Ex-Gratia payment- CFO .
Workmen's Compensation 370,524
Total Employee Related Costs 66,175,192
KEY MANAGEMENT PERSONNEL

Municipal Manager and all ather Senior Managers are appomted on fixed term
contracts

REMUNERATION OF KEY MANAGEMENT PERSONNEL

Remuneration of the Municipal Manager (MM Dr VS Vatala)

Annual Remuneraticn 1.610,510
Performance Bonuses 204 974
Leave encashment 148,167
Telephone, assistance and other allowances 31,680
Contributions to UIF, SOL, Bargaining council 18,464
Totsl 2,013,795
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2016
R

38,455 904
2,230,296
6,791,347

62300
702.667
281,148
839.790
601,840

3301
1.031.547
350 456
2803.215

14 472
374 B37

54,543,120

1464 100
186 340

26136
16.641

1,693,217
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Remuneration of the Manager Corporate Servicas (Manager Corporate Services - P Sohe)

Annual Remuneration 1,208 458
Pedormance Bonusas 153.804
Laave encashment 38671
Acting Allowance 33504
Telephone. assistance and other allowances 27.240
Contributions to WIF. SOL. Bargaining council 12.614
Toxal 1,474,291

Remuneration of the Chilef Financial Officer (GP de Jager)

Annual Remuneration 1.261.433
Perormance Bonuses 160 546
Leave encashment 170.546
Telephone, assistance and other allowances 27.240
Contnbutions ta UIF. SOL. Bargaining council 14 307
Towal 1,634,071
R fon of the M. gar IPED Services (N Mntuydwa) 2017

Annual Remuneration 1.208.459
Perfoemance Bonuses 153.804
Telaphone, assistance and other allowances 27.240
Leave encashment 38.671
Acting allowance 9.138
Contritwnions 1o UIF. SOL, Bargaining council 12.447
Tounl 1,449,758

Remuneration of the Director Infrastructure and Human Settfernents (D Njifo)

Annual Remuneration 1.208.453
Performance Bonuses 153,804
Acting Allowance -
Leave encashment 198.187
Tealephone assistance and other allowances 27.240
Contribntions to UIF, SOL . Bargaining council 15216
Tednl 1,602,906

Remuneration of the Director Community Services (N Nyezi)

Annual Rernuneration 1.208.099
Perdormance Bonuses 153,804
Telephone assistance and other allowances 27.240
Leave encashmaent 135347
Contnbutions to UIF. SOL . Bargaining council 14 436
Totnal 1,538,926
REMUHERATION OF COUNCILLORS R

Mayor 768.799
Spaakar 616 382
Execuinve Commitiee Members 2772644
Councilors 7.027.131
Total Councillors’ Remunaration 11,184,958
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1.098 599
109 B6O

1.146.757
145 951

18 600
13 517

1,324,825

216
1.098 529
A49.936
1B 600

11 BE3

1,179,018

1.098 539
139 B22
15,783
18 600
13 866

1,286,670

1.098 599
139 g22
16 600

13.149

1,270,169

776 880
627.278
27063 673
6.775 005

10,884,836



Chapter 5
Financial Performance

Component A: Statements of Financial Performance

Introduction

The Annual Financial Statements reflect the continued progress being made by the Municipality to ensure a
financially viable institufion, which can withstand a cerlain degree of financial volalility and continue to operate
for the benefit of its inhabitant.

Government grants and subsidies remains the main conltributor in terms of Revenue received by the Municipality,
however there has been a significant increase in internally generated revenue. This is particularly important as
it has a direct impact on the lives ELM's constituent community.

ELM is exposed to continued inflationary pressures and continues to attempt to manage these pressures through
cosl containment initiatives. These on-going initiatives attempt to alleviate any undue pressure being placed on
the community through excessive general expenditure.

An area of concem is the need to increase spending on the maintenance of ageing infrasiructure and other
assets so as to enable them {o achieve their full estimated useful lives, The Municipality has recognised that it
is imperative for additional funding to be provided within the repairs and maintenance budget to address this
need.

5.1 Statements of Financial Performance
5.1.1 Introduction to Statement of Financial Performance

The operating deficit for the year is R 24,5 million, before transfers arising from capital, which is a
favourable variance of R 8, 1 million in comparison to the budgeted operating deficit of R 32.6 million.

Total revenue is more than the expected budget expectations and there was an overall increase in
collection of R2. 1 million, or overachievement in collection — as per 546 report.

Income from service charges increased by R 390 thousand compared to the budgeted amount and
Properly rates decreased by R 169 thousand.

Total expenditure lofalled R187.1 million in comparnison to & budgeted amount of R193.1 million, thus

resulting in a favourable variance of R 5.9 million. The largest contributors to this posilive variance were
the decreases in Depreciation, Bulk purchases and other expenditure.
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5.1.2 Statements of Financial Performance

STATEMENT OF FINANCIAL PERFORMANCE FOR THE YEAR ENDED 30 JUNE 2017

EMALAHLENI] MUNICIPALITY
STATEMENT OF COMPARISON OF BUDGET AND ACTUAL AMOUNTS

COMPARISON OF ACTUAL FIGURES TO FINAL BUDGET

REVERUE BY SOURCE

Property 1ates

Servica charges

Rental of facilities and equipment
Interest aamed - axtamal investments
Interest eamed - outstanding debtors
Fines

Licences and permils

Agency services

Governmeant Grants and Subsidies - Operating
Gains on Sale of Fixed Assils

Other ravenue

Total Operating Ravenue

EXPENDITURE BY TYPE
Employesa related costs
Remuneration of councillors
Dabt impawment
Bad debis wniten-off
Depreciation & asset impairment
Finance charges
Bulk purchases
Contracted semces
Other expenditure
Loss on dispesal of PPE

Total Operating Expenditure

Opearmting Daficit for the year
Government Grants and Subsidies - Capial

Hat Surplus/(Delicit) for the year

5.1.3 Comment on Financial Performance

5.1.31 Revenue by Source

« Property Rates - penalties & collection charges: A 4.1% negalive variance was
experienced which is a resull of the data cleansing underiaken where a number of the
accounts were found to have been duplicated. these were then written off resulling in lesser
billable accounts as compared to the initially budgeted amounts, hence the difference.

= Services Charges: A 2.6% positive variance was experienced which is considered to be
reasonable and in fine with the budget estimates made, also it is important to note that the
positive variance was also accompanied by an increased collection rate which is currently

above 60%.

2017 7 2017 T
R R R R
(Adjustment
{Actual) Budger) (Variance) %
4 146.296 4.315.664 {169,368) <4 1%
14,798 087 14 408 824 390,263 26%
727.068 520,411 206,657 28 4%
2,312,651 2,307 446 5,205 02%
4,708,714 4,832,916 (124,142) -2.6%
115,918 98,100 17.819 15 4%
1.072,974 216,613 156,361 14 6%
BB B27 64,754 1,873 28%
132,075,185 132,354,000 (218,895) 02%
490,000 490,000 100 0%
2.101,9%65% 692,597 1,409,372 67.1%
162,616 471 160,511,325 2,105,146
66.175,132 62,909 290 3.265,902 4.9%
11,184,958 11,337,000 (152,042) -1.4%
2327 348 7.155 583 {4 828 235) -207 5%
5.079.0%6
20,563 846 24 954 103 {4,390,256) -213%
1.363 144 649,600 713,544 52 3%
12,946,236 13.745,175 (796,939) -6.2%
6,282 007 3 800,000 2482007 3% 6%
59,953,043 68 565,062 (8.612,018) -14.4%
1.244.154 E 1,244 154
187,121,023 193 115,812 (5994,789) 32%
{22,504 552) (32,604,487} 8,099,314 33 1%
26,170,100 25,670,000 500,100 1.9%
1,665,548 {6.934,467) 8,600,034 516 3%
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Interest earned - external investments: Investment revenue yielded R 5 thousand more
than anticipated, due to interest eamed on unspent grants invested. This is a 0.2% more
than budgeted, meaning the budgeted amount was in line with the actual amount received.
Transfers recognised - operational A negative variance was experienced of R279
thousand (-0.2%). Revenue is recognised when funds are spent or when conditiens of the
grants are met. The positive variance is as a resull of Library Grant that was not fully spent
in the prior year and was only utilised in the current year.

All Other revenue: Other revenue received was R2, 157 million more than expected,
meaning the municipality has improved its ability to generate other revenue and reduce its
dependency on Government grants.

5.1.3.2 Expenditure Type

Debt impairment: The debt impairment figure is calculated using the approved methadology
on the debt book as at 30 June 2017. This figure allows ELM to make a realistic provision
considering the ageing of the oulstanding debtors at year end. The budget for debt
impairment is based on the 12 months' average collection rate. Debt impairment as at 30
June 2017 was 7.5% more than the budget. This was a result of Debtors nof paying their
debts and the municipalily using the above methodology concluded that these amounts are
unlikely to be recovered.

Employee related costs: R3.3 million over expenditure was experienced, this was due fo
the provisions raised been calculated based on total cost to company values as opposed to
budgeted amounts which were based on the net amounts as that was the methed vsed in
prior years.

Other expenditure: Other expenditure was R8.6 million less than budgeled, due to more
confrols being put in place in terms of excess and unnecessary spending and also
Directorates had to be contralled on their spending due to anlicipated lower income due to
deblors not paying on time or not paying at all.
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52 Grants

APPENDIX D - Unaudited
EMALAHLENI MUNICIPALITY
DISCLOSURES OF GRANTS AND SUBSIDIES IN TERMS OF SECTION 123 OF MFMA, 36 OF 2003

Operating | Capital
Restated expenditure |expenditure
UNSPENT AND UNPAID Balance | Comedions Balance Grants | Total Grants | Write Offs/ | during thring Balance
GOVERNMENT GRANTS AND RECEIPTS $JULY 296] prior year L Reteived | Available | Translers | theyear | theyear |30JUNE2017
Transferred | Transferred
torevenue | torevenue
R R R R R R R R [
nal Gov n -| 152,099,008 | 152,099,000 S 128928906 | 2,170,100
Equiable share - | 114,539,000 | 114,539,000 -| 114,593,000
Local Government Financial Management Grant (FMG) 2010000| 2,610,000 -1 2,010,000
Municipal Infrastructuze Grant (MIG) 24,758,000 24,755,000 -1 1587,900| 23,170,300 .
Inteqrated National Electrifcation Grant (NEF) 9,317,000 9,317,000 9,317,000
Extended Public Works Pragram (EPWP) 1415000 1,415,000 1415,000 .
incial Goveroment Gran 1,157 442 {157,442 2694898 3852340 8300000 1927.442] 20000001 (126509
Library 27442 2741 500,000 1127442 .| 1,127,442 - B
Rusral Development 930,000 930,000 0 930,000 530,000 -
Department of Roads and Public Works 1LB4R98| 1,794,898 3,000,000 (1,205,102,
ct Bunicipality Grants . 239250 23m5m( 208,764 [ W%
Paving and beautdieation - 1,000,000 1,000,000 1,456,764 486,764,
r2nspert 132,000 132,000 132,000 .
Construction of Feedlot 500,500 800,500 800,500
Greenest Mumcrpality 200,000 200,000 200,000 .
(T Support 200,000) 200,000 200,000 .
Total 1,152,402 1,157,442 157,126,358 | 158,283,840 930,000 132,075,106 26,170,100 [891,366)

5.2.1 Comment on Conditional and Operating Transfers and Grants

The Opening Balance for Grant Funding at the beginning of the year stood at R1,157 million.
Contributions received during the financial year amounted to R 157 million.

Operating Grant Conditions met during the financial year and transferred to revenue amount to R 132
million whilst conditions met for Capital Conditional Grants fransferred to revenue amount to R 26,170

million.

Grants have been effectively used and there were no under spending on these grants. The only grant
that was not used in the current year was R 800 500 received from Chris Hani District Municipality for the
construction of a feedlot as it was received late in the year and the SCM processes would not be timeously
followed, the amount was rather deferred to the next year.
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No amount was sent back lo the National Treasury as all funds were used in the current year.
53  Asset Management

5.3.1 Introduction to Asset Management

ELM's Management Team has conlinued {0 ensure that a strang asset management function is implemented.

The following initiatives and principles were in place during the year under review.

o Management recognised the importance of optimal investment info the municipality's asset base and of
ensuring that the investment maintained in working capital is kept to a minimum.

. The credit conirol policy was actively implemented, so as o encourage consumers to settle amounis
owing lo the Inslitution in a timely manner.

53.2 Comment on Asset Management

Improving asset management centinues 1o be a focus for ELM, as it is the area from which services are delivered
to the inhabitants of the Municipality and subsequently the primary area of revenue generation.

In deciding which projects lo implement, the relevant ELM depariments undertake needs analyses to establish
the communities' priority needs. This information is then fed into the IDP and used to make informed decisions
with regards to which assets require pricritisation,

53.3 Comment on Repair and Maintenance Expenditure

ELM spent R5.9 million on repairs and maintenance during the year under review. Due to the changes in GRAP
standards, the repairs and maintenance is no longer disclosed as a separate line item on the face of the
Statement of Financial Performance but rather shown as a note disclosure on the notes of the annual financial
statements. The amount incurred in the current year is less than the amount spent in the prior year, this is due
to the overall decreased expenditure due fo limited funds and the facl that the Municipality has been spending
heavily on new assets and their current conditions are still excellent and repairs of such is minimal. The
Municipality will continue to budaget accordingly for any unforeseen repairs which may be required.

The Municipality is budgeting, on average, 30% of its service revenue for repairs and maintenance, The
allocation has decreased by 5% from 2015/16 as the Municipality's objeclive is to invest less into infrastructure
maintenance and upgrading.

54 Financial Ratios Based on Key Performance Indicators

Liquidity ratio: Current Assets/Current Liabilities
33706763 /41 379490
0.81:1

Debt Caverage: Net Operating Income/Total Debt
1461 3087295 485
495

Total Outstanding Service Debtors: Debtors current year / Total Service revenue x 100
7 340101 /30 541 336 x 100
24.03%
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541

Capital Charges to Operating Expenditure: Capital expenditure / Total Service revenue
36 844 076/ 30 541 336
1.21

Employee Costs as a percentage of Operating Revenue; Employee related costs / Operating revenue
77 360 149 /162 616 471 x 100
47.57 %

Repairs and maintenance as a percentage of Total Revenue: R+M / Operaling Revenue (excl. Grants)
5922 553730 541 336 x 100
19.39 %

Comment on Financial Ratios

Liquidity Ratio: The rate of 0.81: 1 is regarded as below normal and indicates the municipality's
inability to pay Current Liabilities with available Current Liquid Assets. The normis setat 1. 1, so the
municipality's Liquidity Ratio is slighily below the Municipal Industry norm.

Debt Coverage Ratio; This rate is steadily improving, due primarily to no additional loans having been
taken on. The current debt coverage ratio is 4.95, which means the municipality would be able to pay
its long-term debt at least 4 times with its operating revenue, this is a positive sign as this would assist
the municipality should it need to obtain more debt as this indicates that the debt level is low and the
municipality would be able to afford to pay for its other debts should a need arise to oblain these.
Total Qutstanding Service Debtors: The rate of oulstanding debt is sleadily decreasing. l{is currently
24.03 %. Qutstanding debtors continue to be a focus for the Municipality which is continuously
implementing methods to decrease this rate to within a manageable range.

Creditors System Efficiency: The Municipality maintains its policy to pay its top 20 creditors within
30 days. The constant 100% payment levels to creditors highlights this achievement.

Capital Charges to Operating Expenditure: This rale is steadily improving and is considered lo be
low. Contributing factors include no new loans having been taken up combined with an increase in
Operating Expenditure year-on-year,

Employee Costs as a percentage of Operating Revenue: The rate of 47.57% (including Councillors
Remuneration} is slightly higher than the expected norm of 35 — 40 %. The Municipality should try and
increase ils revenue base to cover its employee related costs.

Repairs and maintenance as a percentage of Total Revenue {excl. Capital Transfers and
Contributions}: The rate has decreased from 25% in the past year to 18 % in the cument year. The
reason for the decrease were provided under section 1.3.3 above.
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Component B: Spending Against Capital Budget

5.5 Capital Expenditure
5.5.1  Introduction to Spending Against Capital Budget

Capital expenditure relates mainly to construction projects that will have value lasting over many years. Capital
expenditure is funded from grants, borrowings and operating expenditures and surpluses. Component B deals
with capital spending indicating where the funding comes from and whether Municipalities are able to spend the
available funding as planned. In this component, it is important to indicate the different sources of funding as
well as how these funds are spent

5.5.2  Capital and Operating Budgets

horised nditure current year - capital 2017 2017 2017 2017
R R R R

(Actual) {Budget) {Variance) {Unauthorised)
Budget and Treasury - . - -
Communty and Sociat Services 6,507,909 6.508,191 (282) -
Corporate Semices 2588 942 2,590 000 (1,058} -
Executve and Councit 499974 5,600,000 (266}
IPED 1.113.590 1.114 456 {867}
Technical Senvices 20 833.91 20 834 453 {552)

36,644,076 36,847,100 (3.024)

5.6  Sources of Finance

EC136 Ematahleni (Ec) - Table C5 Monthly Budget Statement - Capital Expenditure {municipal vote, standard classification and funding) - 412 June

LU ) - Budget Year 201617
Vote Description Ref| Audited | Original | Adjusted | Monthly | YearTD | Yeard | YiD | YD | Full Vear |
Outcome | Budget | Budget | actual | actusl | budget | variance |variance| Forecast
R thousands 1 %
Funded by:
Nazional Govemment »5E| W0 23490 sl Bl o o B
Provincial Govemment 750 3,000 15 3ol 300 o} % 3000
Disrict Municipaity -
Ohher eansirs and grants ’ : -
Transters recognised - capita) 1 wss|  en| ®mwmel  aeui w0l san: om ex | &
Public contributions & donationa 5 | =
Borrowing E 3 | -
Intermaily generated funds | owmasr|  sew]  weml ] wen! wem! @l ok | nsw
Total Capital Funding 1 | ems| ami wse] s3] weul s G 0% M7

5.6.1 Comment on Sources of Finance
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Grants and subsidies continue to comprise the most significant portion of the funding ulilised for capilal
expenditure. The largest being the National Government, which is focused on developing new urban areas for
habitation. This Grant is utilised to ensure service infrastructure is installed in new areas so as fo allow for
housing developments in these stralegic areas

Component C: Cash Flow Management and Investments
5.7 Introduction to Cash flow Management and Investments

Managing the cash resources of ELM remains a key requirement lo ensure the liquidity of the Municipality in
order to meet its financial obligations, both currently and into a sustainable future.

Cash flow is actively monitored by ELM, with daily cash flows being prepared and reported on in order to provide
a clear indication of the current cash position. This enables the Municipality to meet its obligations as they
become due. Both major revenue (grants, equitable share and high revenue inflow periods, etc.) and
expenditure (bulk purchases and loan repayments, etc.) categories have been identified and accounted for
appropriately 1o ensure thal repayments are made on time and that surplus funds are invested in order fo earn
a favourable return on investment.

ELM's cash generating ability remains stable. While own funds invested have decreased, there is an increase
in both current and long-term debtors. The effects of the global economic crisis are also a cause of real concemn
to the Municipality. Operations have setiled and tight cash controls have ensured that cash optimization in
spending occurs, rather than a focus on cash generalion. The area of revenue collection requires close atlention
50 that it can be improved. This is critical to the financial sustainability of the Municipality.

ELM makes payments to creditors in line with the MFMA requirements, ensuring that investments remain in
place in order to maximize the interest-earning potential of any surplus funds. investment diversification is in
practice at ELM, in an attempt to minimize risk and maximize interest eaming potential.

Operating activities have not changed significantly aver the past financial year.

The cash fiow summary clearly indicates the decrease in Cash and Cash Equivalent at the year-end: from R28
419 million in 2015/16. fo R 13 134 million in 2016/17. Some of the key factors that have resulted in the decrease
include increased capital expenditure funded by intemal funds.

Unspent conditional grants have decreased to R 800 500 thousand, from R 1 157 million in 2015/16, this has
been caused by the amount thal was received from Chris Hani District Municipality for the building of a feedlot
but the project was differed to the next year due to lime constraints. Further there is an amount of R 1 682 million
which was still not received at year end. This amount is made up of an amount owed by Depariment of Roads
and Public Works for the expenditure incurred on the development of a Park for which the expenditure had been
claimed back from them but not yet received, the other amount included on this balance is an amount incurred
onh behalf of Chris Hani District Municipality for Paving done also this amount had not been received from the
District at year end.
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5.7.1 Cash Flow

EMALAHLENI MUNICIPALITY

CASH FLOW STATEMENT FOR THE YEAR ENDED 30 JUNE 2017

Notes
CASH FLOW FROM OPERATING ACTIVITIES
Receipts
Ratepayers and other
Govemment - operating 18
Government - capital 18
Interest
Payments
Suppliers
Employees 2
Counciilors 23
Finance charges 26
Cash generated by operations ]|
CASH FLOW FROM INVESTING ACTIVITIES
Purchase of Proparty, Plant and Equipment 13
Proceeds on disposal of PPE
Purchase of Hentage Assels
Purchase of Intangible Assets 11

Net Cash from Investing Activities

CASH FLOW FROM FINANCING ACTIVITIES
Loans repaid

Net Cash from Financing Activities
NET {INCREASE) JDECREASE IN CASH AND CASH EQUIVALENTS

Cash and Cash Equrvalents at the beginning of the year
Cash and Cash Equivalents at the end of the year 32

NET INCREASE [ {DECREASE) IN CASH AND CASH EQUIVALENTS

5.7.1.1 Comment on Cash Flows
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30 JUNE 2017 30 JUNE 2016
R R
19,852,674 20,958,765

132,075,105 145,189,559
26,170,100 30,614,700
7.021.425 8,479,083
(92,901,055) (101,137,107)
(57 758.869) (47.932.214)
(11.184,958) (10,884,835
(1.363.144) (120,034)
0311473 45,167,917
(36.561.540) (48,577.807)
359,989

(282 540) (10.950)
(36,844,080) (48,228,768
(352.862) (296,088)
(352,862} (296,088)
(15,285,464) (3,356,939)
28 419,461 31,776,400
13,133,998 28 419 461
(15,285,464) (3,356,939)




. Interest earned: | esser than previous year due to lesser grants received in the current year.

) Finance Charges: Finance charges increased due to the unwinding of discounted interest on the
landfill site provision and interest charged on the employee benefits.

) Cash and Cash Equivalents: overalf decreased due 1o increased spending on capilal projecls
funded by intemally generated revenue.

57.2 Borrowing and Investments
5.7.3  Introduction to Borrowing and Investments

The Municipality currently only has a hire purchase and a finance lease which have been capilalised and there
are no cther long-term liabilities.

The Municipality's investments held with financial institutions have decreased from R28 million, to R13 million in
2015/16 due to increased capital spending.

APPENDIX A - Unaudited
EMALAHLENI MUNICIPALITY
SCHEDULE OF LONG-TERM LIABILITIES AS AT 30 JUNE 2047

L ONG-TERM LIABILITIES | Rate Loan  |Redeemable| Balance | Comection | Balance | Redeemed | Balance al
Number at at  [|orwritten offf 30 JUNE
30 JUHE {JULY2016 | duringthe | 2017
016 Restated | period

HIRE PURCHASE
Standard Bank 9 00%] 43454526/0007| 2017/0601 73062 - 73062 13,062 0
Total Hire Purchase 13,062 - 13,062 13,062 0
LEASE LIABILITY
Aloe Office & Busiess Soluions | 17.38% 2018105/26 267 881 1 B7e| 10783] 136098
Aloe Office & Business Selutions | 17.72% 201816611 25919 1 259 %53 10904
FINTECH §75% 018478 101425 [ 10142 53080 48345
Total Lease Liabilities 5,28 - 58S 29801 |  295484
TOTAL LONG-TERM LIABILITIES 648,347 - GBI 362862 295,485
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5.8 Public Private Partnerships

The municipality had no public private partnerships in the financial year 2016/2017.
Component D: Other Financial Matters

59  Supply Chain Management
5.9.1 Introduction to Supply Chain Management

The Annual Financial Stalements refiect the continued progress being made by the Municipality to ensure a
financially viable institution, which can withstand a certain degree of financial volatility and continue to operale
for the benefit of ils inhabitants

Government grants and subsidies have also contributed to the significant increase in revenue, resulting from
improved capital spend cccurring within the Municipality. This is particularly important as it has a direct impact
on the lives ELM's constituent community,

ELM is exposed to continued inflationary pressures and continues fo attempt o manage these pressures through
cost containment initiatives. These on-going iniliatives attempt to alleviate any undue pressure being placed on
the community through excessive general expenditure.

An area of particular concem is the need o increase spending on the maintenance of ageing infrastructure and
other assets so as to enable them to achieve their full estimated useful lives. The Municipality has recognised
that it is imperative for additional funding fo be provided within the repairs and maintenance budget to address
this need.

5.10 Generally Recognised Accounting Practices Compliance

“‘GRAP is the acronym for Generally Recognized Accounting Practice and it provides the rules by which
municipalities are required to maintain their financial accounts. The Municipality is currently in full compliance
with all provisions of GRAP.

The financial statements have been prepared on an accrual basis of accounting and are in accordance with
histarical cost convention unless specified otherwise.

The annual financial statements have been prepared in accordance with the Municipal Finance Management
Act (MFMA) and effective standards of Generally Recognised Accounting Practices (GRAP), including any
interpretations and directives issued by the Accounting Standards Board (ASB) in accordance with Section
122(3) of the Municipal Finance Management Act, {Act No 56 of 2003)."

sk 2 8 By



Chapter 6 - Auditor General Audit Findings

Component A: Auditor-General Opinion of Financial Statements Year ~ 1 (2015/16)

6.1 Auditor General Report Year - 1 (Previous year- 201516}

Auditor-General Report on Financial Performance: 2015/2016

Audit Report Status*: Unqualified with findings

Non-Compliance Issues Remedial Action Taken
As per audit action plan

6.1.1  Audit Report General Report 2015/16
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Emalahleni Municipality
Audit Report

For the year ended 30 June 2016



Report of the auditor-general to the Eastern Cape
Provincial Legisiature and the council of Emalahleni
Municipality

Report on the financial statements

Infroduction

1.

| have audited the financial statements of the Emalahleni Municipality set out on pages ... to
..., which comprise the statement of financial position as at 30 June 2016, the statement of
financial performance, statement of changes in net assets, cash flow and the statement of
comparison of budget information with actual information for the year then ended, as well as
the noles, comprising a summary of significant accounting policies and other explanalory
information.

Accounting officer’s responsibility for the financial statements

2.

The accounting officer is responsible for the preparation and fair presentation of these
financial statements in accordance with the South African Standards of Generally Recognised
Accounting Practice (SA Standards of Grap) and the requirements of the Municipal Finance
Management Act of South Africa, 2003 {Act No. 56 of 2003) (MFMA) and the Division of Revenue
Act of South Africa, 2014 (Act No. 1 of 2014) (Dora), and for such internal control as the
accounting officer determines is necessary 1o enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor-general's responsibility

3.

My responsibility is to express an opinion on these financial statements based on my audit. |
conducted my audit in accordance with the International Standards on Auditing. Those
standards require that | comply with ethical requirements, and plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material
missiatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgement, including the assessment of the risks of material misstatement of the financial
statemenis, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the municipality's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well
as evaluating the overall presentation of the financial statements.

| believe that the audit evidence | have obtained is sufficient and appropriate o provide a basis
for my audit opinion.



Opinion

6. In my opinion, the financial stalements present fairly, in all material respecis, the financial
position of the Emalahleni Municipality as at 30 June 2016 and its financial performance and
cash flows for the year then ended, in accordance with the SA Standards of Grap and the
requirements of the MFMA and Dora.

Emphasis of matters

7. | draw attention to the matters below. My opinion is not modified in respect of these matters.

Restatement of corresponding figures

8. As disclosed in note 32 to the financial statements, the corresponding figures for 30 June 2015
have been restated as a result of errors discovered by management during the 2015/16
financial year in the financial statements of the Emalahleni Municipality at, and for the year
ended, 30 June 2015.

Unauthorised expenditures

9. As disclosed in note 37.1 to the financial statements, unauthorised expenditure of
R21,6 million was incurred by the municipality during the year ended 30 June 2016. This was
a result of depreciation and debt impairments that had not been adequately budgeted for.

Irregular expenditure

10. As disclosed in note 37.3 to the financial statements, irregular expenditure of R 7,2 million was
incurred by the municipality during the year ended 30 June 2016. This was as a result of non-
compliance with procurement requirements in the prior financial year.

Material losses and impairments

11, As disclosed in note 37.4 to the financial statements, material electricity distribution losses of
5.6 million kilowatt units (42,75% of units purchased) (2015: 5,6 million units — 38,57% of units
purchased) were incurred.

12. As disclosed in the statement of financial performance and note 25 to the financial statements,
debt impairments of R8,5 million (2015: R13,6 million) were incurred.

Additional matters

13. | draw attention to the matter below. My opinion is not modified in respect of this matter.

Unaudited disclosure notes

14, In terms of section 125(2)(e) of the MFMA the municipality is required lo disclose particulars of
non-compliance with the MFMA. This disclosure requirement did not form part of the audit of
the financial statements and, accordingly, | do not express an opinion thereon.



Report on other legal and regulatory requirements

15. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and
the general notice issued in terms thereof, | have a responsibility to report findings on the
reported performance information against predetermined objectives of selected development
priorities presented in the annual performance report, compliance with legislation and internal
control. The objective of my tests was to identify reportable findings as described under each
subheading but not to gather evidence to express assurance on these matters. Accordingly, |
do not express an opinion or conclusion on these matters.

Predetermined objectives

16. | performed procedures to obtain evidence about the usefulness and reliability of the reported
performance information of the following selected development priorities presented in the
annual performance report of the municipality for the year ended 30 June 2016:

» Infrastructure development and service delivery, on pages x to x

17. | evaluated the usefuiness of the reparted performance information to determine whether it
was presented in accordance with the National Treasury's annual reporting principles and
whether the reported performance was consistent with the planned development priorities. |
further performed tests to determine whether indicators and targets were welt defined,
verifiable, specific, measurable, time bound and relevant, as required by the National
Treasury's Framework for Managing Programme Performance Information (FMPPI).

18. | assessed the reliability of the reported performance information to determine whether it was
valid, accurate and complete.

19. The material findings in respect of the selecled development priority are as follows:

Infrastructure development and service delivery

Usefulness of reported performance information

20. | did not raise any material findings on the usefulness of the reported performance information
for the infrastructure development and service delivery development objective.

Reliability of reported performance information

21. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and store
performance information to ensure reliable reporting of actual achievements against planned
objectives, indicators and targets. The reported achievements against planned targets of 24%
of the selected indicators were not reliable when compared to the source information or
evidence provided.

Additional matters

22. | draw atiention to the following matters. My conclusion is nol modified in respect of these
matters:



Achievement of planned fargets

23. Refer to the annual performance report on pages xx to xx for information on the achievement
of the planned targets for the year. This information should be considered in the context of the
material findings on the reliability of the reported performance information in paragraph 21.

Adjustment of material misstatements

24. We identified material misstatements in the annual performance report submitted for auditing.
These material misstatements were on the reported performance information of the
infrastructure development and service delivery development objective. As management
subsequently correcled the misstalements on usefulness, | did not raise any material findings
on the usefuiness of the reported performance information.

Compliance with legislation

25. | performed procedures 1o obtain evidence that the municipality had complied with applicable
legislation regarding financial matters, financial management and other related matters. My
material findings on compliance with specific matters in key legislation, as set out in the
general notice issued in terms of the PAA, are as follows.

Expenditure management

26. Reasonable steps were not taken to prevent unauthorised expenditure, as required by section
62(1){d} of the MFMA.

Strategic and performance management

27. The adopted integrated development pian did not reflect and identify a financial plan, as
required by sections 26 and 41 of the Municipal Systems Act, as well as municipal planning
and performance management regulation 2(1)(c).

Internal control

28. | considered internal control relevant to my audit of the financial statements, annual
performance report and compliance with legislation. The matiers reported below are limited to
the significant internal control deficiencies that resulted in the basis for the findings on the
annual performance report and the findings on compliance with legislation.

Leadership

29. The leadership tone that promotes accountability was evident; however, it was not embedded
in the performance reporting discipline at the municipality. There was still a lack of oversight to
ensure consistent implementation and monitoring of controls over performance information
and compliance with legislation. This was mainly due to insufficient guidance on the retention
of sufficient appropriate audit evidence.



Financial and performance management

30. The maintenance of supporting information was deficient for performance reporting. This was
due to the municipality not having approved standard operating procedures to ensure that all
documentation is properly maintained for performance management. Therefore, the
municipality did not identify errors timeously, resulting in material findings being raised.

Governance

31. Although the audit committee and internal audit carried out their mandate during the financial
year under review, the municipality stil had compliance findings and malerial findings on
predetermined objectives. This was because management did not adequately implement all
recommendations of the internal audit unit and the audit committee.

AUDITOR - GENERM-

East London
30 November 2016

AUDITOHR G ENERAI
S OUTH A FRITA
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Component B: Auditor-General Opinion of Financial Statements Year ~ 0

6.2 Auditor General Report Year - 0 (Current year-2016/17)
Audit Report

Auditor-General Report on Financial Performance: 2016/2017

Audit Report Status*: Unqualified with findings

Remedial Action Taken
As per audi action plan

Non-Compliance Issues

6.21  Audit Report
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Report of the auditor-general to the Eastern Cape Provincial
Legislature and council on the Emalahleni Local Municipality

' Report on the sidit of the inanclal stalements

Opinion

1. { have audited the financial statements of the Emalahleni Local Municipality set out an
pages ... o ..., which comprise the statement of financial position as at 30 June 2017,
and the statement of financial performance, statement of changes in net assets, cash
flow statement and the statement of comparison of budget information with actual
information for the year then ended, as well as the notes to the financial statements,
including a summary of significant accounting policies.

2. In my opinion, the financial statements present fairly, in all material respscts, the
financial position of the Emalahleni Local Municipality as at 30 June 2017, and its
financial performance and cash flows for the year then ended in accordance with South
African Standards of General Recognised Accounting Practice (SA Standards of GRAP)
and the requirements of the Municipal Finance Management Act of South Africa, 2003
(Act No. 56 of 2003} (MFMA).

Basls for the opinion

3. | conducted my audit in accordance with the Intemational Standards on Auditing (ISAs).
My responsibilities under those standards are further described in the auditor-general’s
responsibilities for the audit of the financial statements section of my report.

4. | am independent of the municipality in accordance with the International Ethics
Standards Board for Accountants’ Code of ethics for professional accountants {|IESBA
code) and the ethical requirements that are relevant to my audit in South Africa. | have
fulfilled my other ethical responsibilities in accordance with these requirements and the
IESBA code.

5. | believe that the audit evidence | have obtained is sufficient and appropriate to provide
a basis for my opinion.

Emphasis of matters

6. | draw atlention to the matters below. My opinion is not modified in respect of these
matters.

Restatement of corresponding figures

7. Asdisclosed in note 30 to the financial statements, the corresponding figures for
30 June 2016 have been restated as a result of errors only corrected during the year
ended 30 June 2017.
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Material losses

8. Asdisclosed in note 35.4 to the financial statements, material electricity distribution
losses of 2,8 million kilowatt units (2016: 5,6 million kWh) were incurred which
represents 26,81% (2016: 42,75%) of the total electricity purchased.

9. Asdisclosed in notes 13 and 14 to the financial statements, material impairments of
R42,3 million and R13,8 million respectively were incurred as a result of a provision of
impairment of irrecoverable trade and other recesivables from exchange and non-
exchange transactions.

Irregular expenditure

10. As disclosed in note 35.3 to the financial statements, the municipality incurred iregular
expenditure of R1,9 million, mainly due to non-compliance with supply chain
managemaeant legisiation.

Other matter

11. | draw attention to the matter below. My opinion is not modified in respect of this matter.
Unaudited disclosure notes

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

Responsibilities of accounting officer for the financial statements

13. The accounting officer is responsible for the preparation and fair presentation of the
financial statements in accordance with the SA Standards of GRAP and the
requirements of the MFMA, and for such intarnal control as the accounting officer
determines is necessary to enable the preparation of financial statemants that are free
from malerial misstatement, whether due to fraud or esror.

14. In preparing the financial statements, the accounting officer is responsible for assessing
the Emalahleni Local Municipality's ability to continue as a going concern, disclosing, as
applicable, matters relating to going concern and using the going concem basis of
accounting unless the accounting officer intends to liquidate the municipality or cease
operations, or has no realistic alternative but to do so.

Auditor-general’s responsibilities for the audit of the financial statements

15. My objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due io fraud or
error, and to issue an auditor's report that includes my opinion. Reasonable assurance
is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with the ISAs will always detect a material misstaternent when it exists.
Misstatements can arise from fraud or error and are considered material if, individually
or in aggregate, they could reasonably be expected to Influenca the economic decisions
of users taken on the basis of these financial statemants.
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16. A further description of my responsibilities for the audit of the financial statements is
included in the annexure to the auditor's report.

[ Rapert on tha audit of the annual porformanss ropert

Introduction and scope

17. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004)
(PAA) and the general notice issued in terms thereof | have a responsibility to report
material findings on the reported performance information against predetermined
objectives for selected development priorities presented in the annual performance
report. | performed procedures to identify findings, but not to gather evidence to express
assurance.

18. My procedures address the reported performance information, which must be based on
the approved performance planning documents of the municipality. | have not evaluated
the completeness and appropriateness of the performance indicators included in the
planning documenis. My procedures also did not extend to any disclosures or
assertions relating to planned performance strategies and information in respect of
future periods that may be included as part of the reported performance information.
Accordingly, my findings do not extend to these matters.

18. | evaluated the usefulness and reliability of the reported performance information in
accordance with the criteria developed from the performance management and
reporting framework, as defined in the general notice, for the following selected
development priorities presented in the annual performance report of the municipality
for the year ended 30 June 2017:

Development priorities | Pages in the annual
i performance report

Basic infrastructure and service delivery X—X

Local economic development X—X

20. | performed procedures lo determine whether the reported performance information was
consistent with the approved performance planning documents. | performed further
procedures to determine whether the indicators and related targets were measurable
and relevant, and assessed the reliability of the reported performance information to
determine whether it was valid, accurate and complete.

21. The material findings in respect of the usefulness and reliability of the selected
development pricrities are as follows:

Basic infrastructure and service delivery
Indicator: number of households with electricity backlog eradicated

22. The reported achievement for the electrification of 363 households in Noluthando (114),
Helushe (176) and Sokolani (73} villages (wards 5, 13 and 6) by 30 June 2017 is not
reliable. During the physical verification the absence of an electricity box was identified
in one household and some households could not be located in the villages visited.
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These houssholds are, however, included in the actual achievements reported in the
annual performance report.

Other matters

23. | draw attention to the matters below.

Achievement of planned targets

24. Refer to the annual performance report on pages x to x for information on the
achievement of planned targets for the year and explanations provided for the under- or
overachievement of a significant number of targets. This information should be
considered in the context of the material findings on the usefulness and reliability of the
reported performance information in paragraph 22 of this report.

Adjustment of material misstatements

25. | identified material misstatements in the annual performance report submitted for
auditing. These material misstatements were on the reported performance information
of the basic infrastructure and service delivery development priority. As management
subsequently corrected only some of the misstatements, 1 raised material findings on
the reliability of the reported performance information. Those that were not corrected
are reported above.

‘Repart on audit ¢f compiisnce with leglslation

Introduction and scope

26. In accordance with the PAA and the general notice issued in terms thereof | have a
responsibility to report material findings on the compliance of the municipality with
specific matters in key legislation. | performed procedures to identify findings, but not to
gather evidence to express assurance.

27. The material findings on compliance with specific matiers in key legislations are as
follows:

Strategic planning and performance management

28. The service delivery and budget implementation plan was revised during the year
without the approval of the council as required by section 54{1)(c) of the MFMA.

_Other nformation

28. The accounting officer is responsible for the other information. The other information
comprises the information included in the annual report, which includes the audit
committee's report. The other information does not include the financial statements, the
auditor’s report and those selected development priorities presented in the annual
performance report that have been specifically reported on in the auditor's report.
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30. My opinion on the financial statements and findings on the reported perfarmance
information and compliance with legislation do not cover the other information and § do
not express an audit opinion or any form of assurance conclusion thereon.

31. In connection with my audit, my responsibility is to read the other infarmation and, in
doing so, consider whether the other information Is materially inconsistent with the
financial statements and the selected development priorities presented in the annual
performance report, or my knowledge obtained in the audit, or otherwise appears to be
materially misstated.

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

33. | considered internal control relevant to my audit of the financial statements, reported
performance information and compliance with applicable legislation; however, my
objective was not to express any form of assurance thereon. The matters reporied
below are limited to the significant internal control deficiencies that resulted in the
findings on the annual performance report and the findings on compliance with
legislation included in this report.

34. The municipality has adopted a formal action plan to address the previous year's audit
findings. However, the implementation of the plan was not effective as similar issues
were still evident in the year under review, particutarly around performance information.
Performance information reports are not adequately reviewed to ensure that complete,
accurate and valid information is available to support reported performance.

AUDVTOR - QeNERAL

East London

30 November 2017

AUDITOR-GENIRAL
SOUTH AFRICA

Auditing to build public confidence
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Annexure — auditor-general’s responsibility for the audit

1. As part of an audit in accordance with the 1SAs, | exercise professional judgement and
maintain professional scepticism throughout my audit of the financial statements, and the
procedures performed on reporied performance information for selected development

priorities and on the municipality's compliance with respect to the selected subject
matters.

Financial statements

2. In addition to my responsibility for the audit of the financial statements as described in
the auditor's report, | also:

s identify and assess the risks of material misstatement of the financial statements
whether due to fraud or error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for my opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve collusion,

forgery, intentional omissions, misrepresentations, or the override of intarnal
contro},

e obtain an understanding of internal control relevant to the audit in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the municipality's internal control.

= evaluate the appropriateness of accounting policies used and the reasonableness
of accounting estimates and related disclosures made by the accounting officer.

« conclude on the appropriateness of the accounting officer’s use of the going
concern basis of accounting in the preparation of the financial statements. | also
conclude, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the
Emalahleni Local Municipality's ability to continue as a going concesn. If | conclude
that a material uncertainty exists, | am required to draw attention in my auditor's
report to the related disclosures in the financial statements about the material
uncertainty or, if such disclosures are inadequate, to modify the opinion on the
financial statements. My conclusions are based on the information available to me
at the date of the auditor’s report. However, future events or conditions may cause
a municipality to cease operating as a going concern,

= evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the
underlying transactions and events In a manner that achieves fair presentation.

Communication with those charged with governance

3. | communicate with the accounting officer regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that | identify during my audit.
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