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OVERSIGHT REPORT OF THE CITY OF JOHANNESBURG
GROUP AUDIT COMMITTEE ON THE MONITORING OF THE 30
JUNE' 2013 STATUTORY YEAR END AUDIT, THE EVALUATION
OF THE FINAL AUDITED ANNUAL FINANCIAL STATEMENTS,
THE AUDITOR GENERAL MANAGEMENT REPORT AND FINAL
AUBIT OPINION FOR THE YEAR ENDED 20 JUNE 2013
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3.1

STRATECGIC THRUST(S)

Good Governance:  Responsive, accountable, efficient and productive  metfropolitan
government.

Good Governance: Financial and administratively sustainable & resilient Ciiy.

OBJECTIVE

The purpese of this report is to communicate 1o the Mayoral committes: and thersfore
Councl, the Group Audit Committee’s (GAC) progress to ddte in carrying .out s oversight
respongibiiities in terms of the Municips! Finance Management Act (IMFMAY, section 158,
Including oversight over the statutory audit process for the financial vear ended 30 June
2013, as mandatad In terms of section 168 (Z){(5) of the MFMA. The report also summarises
he recommendations of the Group Audit Committee in accordance with secticn 124 {3} of
the MFMA that have been made and discussed with the administration

SUMMARY
BACKGROUND

The mandate of the Group Audit Committee is legislated in terms of section 188 of the
Municipal Finance Management Act, which requires the Audit Commities o advise the
Acoounting Officer and Council on matiers relating to internat financial contral and intema;
audits; risk. management, accounting policiss; adequacy, reliability and accuracy of
fingncial reporting and information; performance management and parformance evaluation;
effective governance: compliance with the Municipal Finance Management Act (MFIA],
the Annuai Division of Revenus Act, and any other applicable legislation; and any other
issues referred to it by the municipality.

The MFMA also requires the Audit Committee to review the annual financial statements,
respond to Council on matters raised by the Audiior General, and carry out invesiigations
inta the financial affairs of the ruunicipality. The responsibiliies of the GAC inciude
oversight of the Municipal Entities of the City of Jehannesburg from a group perspective,
although each af the Municipal Owned Entities {("MOE's") of the City has its own Audit
Committee which reports to the Board of Directors.
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3.2 DISCUSSION

The GAC reports that it has complied with its responsibifities arising from sectionr 166 (2) (b} of
the Municipal Finance Managemeant Act (“MFMA™), and the. Council approved Terms of Reference
which require the Group Audit Commities of the City to review the annual financial statements.

3.2.1 Group Audit Committee (GAC) Attendance of mesetings
During the financial year ending 30 June 2012, the GAC held eleven {11) mestings comprising of
scheduled ordinary (4) meetings and special meetings (2); and ancther five special meetings.

| | Financial Year 201213 |
! ot
Namesof Members ‘ Pericd of Membership Tﬁw]___ . Numh‘ef of
_ Numberof Mestings. |
meetings attended. |
i 1) Ms Jocelyn Armstrong Appointed (April 20123 11 11
(CA) SA MBA H DipTax (Interim member previously)
(Chairperson) ]
2] Mr Paul Samuels*™ Appainted. (Aprii 2012) ail nia
Resigned (Sept: 2012)
3) MrMdu Zakwe (CA) SA » Appointed: (April 2012) 1 10
Resigned (November 2013 post:
yearend) .
4; Ms Thandi Sihlaba ACCA | Appointed (April 2012) ! 11 ! 10
CIA | g
'5) Mr Langa Diomo-Niul | Appointed (April 2012) ! 11 11
8) Mr Griffiths Zabaia Member deployed from 3 3 |
Group Performance Audit ;
Committes (GPAC) (April 2013}
7y MrAbet Diamini CA (8A, Alternate member nfa
18] Mr Piet.Fourie CA(SA) Alternate member nfa:

TABLE 11 GAC ATTENDARCE OF ¥EETINGS

3.2.2 Group Audit Commitiee Responsibilities in terms of the MIEMA Section 168

a} independent oversight committees and integrated approach
The Commmities reparts that in carrying out its oversight responsibilities, there are significant
areas where the Group Audit Committee must place reiiance on the oversight carried out by
the other two independent group oversignt committees of the City, namely the Group Risk
Governance Committee (GRGC) and the Group Performance Audit Committee (GPAC)
who have oversight over risk governance oversight, compliances and organizational
performance management and evaluation respectively.

The City of Johannesburg has elected to use the three independent group oversight
commiitees, ramely, GRGC, GPAC, and GAC, to coflectively provide: the required
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assurances (o the administration, the Mayoral Committee and Council on the marers
covered by the MFMA Section 186, This has taken into account ithe King Il guidslines for
good corporate governance, complexity of the City's operstiong and group organizational
design; and therefore zppropriate mechanisms 1o ensure effective govermnance oversight,

In order to ensure the optimal performance of the 3 committees and assist e achisvement
of a collaborative approach, comprehensive assurance in respect of thewr mandates, cross-
.memberships have been introduced, as well as forma reporting between the commitiess
on thelr activities for the prior quarter. The terms of reference of the independent group
oversight committess are currently being reviewed 1o ensure appropriate and complete
coverage of the areas outlined in the MFMA Section 168 and streamlined advice and
assurance is provided to the Accounting Officer, Mayoral Committes ana Council ingether
with its Committees, as appropriate:

The City approved an integrated assurance model and has implemeanted some strugiural
changes to the administration o support this appreach, including the introduction of a
Group Governance unit, together with a restructuring of what was previously know as JRAS
{(Joharnesbure Risk and Audit Services) into "GRAS" (Group Risk and Assurance
Services), which now includes compliance. BRAS has been tasked with the roll-out of the
combined assurance model ag per King il guidelines for good corporate govemance
practices. As at year-end, the City had developed a draft integrated assurance framework
and combined assurance model, and therefore impiementation is axpected g commenss
during the 2013/14 financial year.

3.2.3 Evaluation of the Annual Financial Statements for the yvear ended 30 June 2012
g} The GAC reperts that it has reviswed and discussed with the management of the City:

* the unaudied annual financial statements of the Ci#y of Johannesburg Core
Administration and the unaudited consolidated annual financial statements of the City of
Johannesburg for the financial year ending 30 June 2013, prior to the submission hereof
to the Auditor Generat (SA} for year- end audit purposes:

+ the.accounting policies and practives:

»  the year-end accruals for revenue, related iournals and potential impact on prior vear
figures:

= material or significant adjusiments resulting from the audit

» ke prior year adjustments and reasons therefore;

« confingent liabilities:

« fruitless, wasteful and irreguiar expenditure as reporfed in the annual financial statements:
including deviations from normal supply chain management processes granted in terms of
section 36 of the MFMA SCM Regulations:

 the going concerm basis for the preparation of the annual financial statements of the core
administration and the municipal antities; and the consalicated group. annual Tinancial
statements;

¢ the drait and final AGSA management reports on the interim regularity audit 2012/13 and
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managemeant's regponse thereto:

o the final audited annual financial statements of the Chty of Johannesburg Cors
Administration and the unaudited consolidated annuai financial statements of the City of
Johannesburg for the financial year ending 30 June 2013 ang

¢ the final AGSA management report and final audit report on the consolidated group
annual financial statements for the vear ended 30% June 2013.

B} Submission of draft unaudited annual financial statements

= The City of Johannesburg Core Administration and its Municipal Entities met the
mandatory deadlines in terms of the MFMA for the submission of unaudited snnual
financial statements and the consofidated annual financial statsments,

+  The annual financal statements were preparad on the going soncern basis: and the
Committes recommended the submission of the unaudited AFS lo ihe AGSA subject to
the Group Chief Financial Officer effecting the adjustments that were highlighted and
agreed {o at the meeting

¢} Resolution of previcus audit findings
The Committee sought management representations and assurance: redating to:
»  The Flan of Action report submitted by the Chigf Operations Officer and Acting Group
Chief Financial Officer which details management action plans to resolve pravious audit
findings, and progress achieved.

= Progress in the resolution of prior year AGSA audit findings that resulted in the
qualified audit cpinion, as well as other significant matiers,

= Management and Accounting procedures over Wark in Progress and appropriate
disclosures: (assets under construction),

= The resolution of the accounting treatment of the lease of the Rea Vayal BRT buses
which, i the prior financial year. the City did not classify as g finance leass
agreement, in accordance with the Stancards for e Generzlly Recognised
Accounting Practice, GRAP 13; Leases, resuiting in a qualified audit epinian in the
2012 financial vear.

¢ The AGSA findings from the interim audit 2012/13 and actions being taken 10 address
these o ensure that they were addressed by the year-end; and would therefore not he
repeated n the final vear-end audit.

= The consideration of the annual organizational performance report by the Group
Parformance Audit Commitier: and submission to the AGSA.

s Progress in the resclufion of internal audit findings taking into account the previcus
internal audit reports on defays by management to implement action glans.

[
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d)

Municipai Entitias

The GAC has conducted the following oversight responsiiliies in retation {o the Municipat

Erntities of the City:

» Obtained assurance fraom the Chairperson of the Municipal Entilies’ Audit Commitesas
on the timely submission of the unaudited annual financial siatements in accordance
with the MFMA provisions.

+  Considersd a ceport by the Group Governance Department on the status of (he year-

end audit in the Municipal Entites. The report focused o

o The financisl performance and financial status of sach MOE

o The impact and/or mpiications of the re-organisation of the midnicipal entities on the
year and. audit process

o The take-on balances, assels and the reguiatory reguirements in relation to those
mumicipal entities that had sither merged or where. thair operations had been re-
absorbed into the Clty

o Management actions to address the year-end reporting issues 1o snsure attainment
of fair presentation

o Assurance ffom the Chairpersons of the Audit Committees of tha Municipal Entitles,
on the prior year qualification and other significant matters in particuiar: Fikitup,
Jeburg Water; and City Power.

= Appraisal on the financial status of the Joburg Roads Agency which has turned arcund
its financial performance for the year ended 30 June 2013,

3.2.4  OQverall Group Audit Committee Observations and Recommendations

a} The Adequacy, Relfability and Accuracy of Financial Reporting and Information
GAC noted with concern the number of prior period errors that nad to be corrected in the annual

financial statements. This indicates a lack of adeguate skills, training andfor experience in
the Finance Department. GAC has brought this concern 1o the atention of the City Manager
and his team and through this report fo the Mayoral Committee and Councll, A Chief
Financial Officer was appointed after year end and GAC will engage with nim to ensure that
adequate steps are timeocusly taken 10 ensure that gaps in the Finance Department in terms
of both quality and quantity are appropriately addressed.

Effectiveness of Internal Audit Unit

The internal Audit unit carried out #ts activities in accordance with the risk based internai
audit olan for the year ending 30 June 2013 and submiited its quarerly reports 1o tha
Group Audit Committes for the purposes of oversight. The Uinit reported that 77% of audits
weare completed during the year.

Internal audit has reported some internal control wesknesses [dentified during. the
performance of audits; conducted follow-up audits and highlighted management’s progress
in the resoiution of both internal and external audits,
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The Committee commends the City that the internal audit function has been re-positiched
as a group internal audit unit with City-wide responsibiiity for leading the provisioning of
audit assurance; but has yet 10 sse the siructural changes and planning requirad to achisve
this group focus from GRAs and will engage pro-actively with the City Manager and ED:
GRAS to ensure that this is implemented urgently in the current year.

The Committee remains extremely concerned around the adequacy of human resources
within the Internal Audit Depantment. andg will engage with the EDGRAS and the Head of
internal Audit to ensure that the strategies being taken ia augment capacity in the group
agsurahee funciions are successiul.

The GAC also notes the, hopsfully short term, weaknesses in its abiiity to exercise effective
oversight of the designated Chief Audit Executive as is reguired in terms of the MFMA and
King i}, partiafly due to the restructuring arising from the combined assurance approach
angd partially due {0 inadegquate involvemsnt in the setting of and oversight over the
performance management process. GAC will engage further with the City Manager in this
regard in the currentiyear.

internal and Financial Control Systems :
The system of internal controls is designed to provide cost effective assurance that assets
are safeguarded, liabilities and working capital are efficiently managed; and there iz
compliance with applicable legisiation. Internal audit provided risk assurance on the high
risks identified during risk assessments by prioritizing these areas in the risk based internal
audit plans. Howevsr, the timing of finalization of the internal sudit pian for the 201314
financial year (requiring completion and approval prior to the end of the 2012/13 financial
yeary was delayed due to the resource problem raised in the previous section and the lack
of timeous review of the risk matix of the City, affecting the scope of the internal audit pan
which is déveloped (o address the key risk areas.

VWeaknesses identified in internal controls were reported 1o management and follow-up of
managemen actions was underiaken by Group internal Audit Unit:

The Committee aiso focused on the City's information and communication technoiogy (ICT)
environment which included the review of the ICT Governance framework and Strategy.
This covered, for example, asswance on the adoption of the King [ recommendations on
iCT risk management and ICT security, ICT governanee structure, the ICT process-maturity
level, the budget spend versus return to the City, ICT support standards, data QOVEInance,
disaster recovery and outsoursing, as well as project governance and project management.
GAC confinues to raise concerns regarding the -adeguacy of the above, but notes the
progress made subsequent {o the appeintment of the CiO and will continue 1o keep this on
{he agenda until significant improvement and risk reduction is notad,

Fraud and lrregular Activities
GAC has brought to the aftention of the administration and the Mayoral Committes s
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concems regarding the continued high levels of fruitless and wasteful expenditure, iregular
expenditure and supply chain deviations, also fighiighted in the Auditor-General's report
and management report, GAC has requested focus of management on clearing of the
amounts included in debtors from prior years and conclusion of investigations.

The responsibility for fraud cetection and investigations focates with the Group Faorensic
lrvestigations Unit. An anonyinous fraud hotline was introduced during the second guarter
of the financial vear: and it is independently managed by an external party.  This has
enhanced incident reporting and detection. Further, fraud risk assessments are conductad
in coliaberation with the City's Group Risk Agvisory Unik

The fraud hotline has hesn centralized to snable city-wide monitoring of the nature and
number of alleged incidents. The Unit has reported on significant investigations conducted,
and the results thereof. This included investigations into incidents of hon-compliance with
Supply Chain Management regulations in paricuiar regulation 44 investigations relating to
deviations in terms of section 32 are aiso conducted.

It iz recommended that management takes appropriate discipiinary actions, based on he
outcomes of the investigations.

Performance Managemaent and Performance Evaluation

The Group Audit Commiltes places reliance on the oversight carried out by the Group
Performance Audit Committee which monitors the performance management systerny and
evaluation of organizational performance. Internal Audit reports to both the: GAC and the
GPAC on the outcomas: of the audits of performance information.

There have been significant improverments noted. during the 201213 financial year
However, audit findings have been raised around the lack of achievement of a significant
number of targets and key performance indicators that did net mest the SMART principles
in accordance with the Performance Management Framework: as well as the refiability of
performance information.

Enterprise Risk-Governance and Risk Management

The City has a Group Risk Governance Framework, policy and a risk assessment
methodoiogy. The responsibility for risk oversight resides with the Group Risk Governance
Committes (GRGC) and the GAC therafore places refiance on the Commitiae. The. Groug
Risk Governance Committes monitors the City-wide top strategic risks and key operations!
risks at the level of Deperments andg Municipal Entities; and appraises the GAC
accordingly.  Confinuous risk assessments are conducted and resicual risk profiles
updated,

Compliance Management
Comptliancs oversight has been included in the GRGC mandate. The GRGO has
recommended the adaption of the draft Group Compliance Framework.
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The Group Compliance Unit monitors incidents of unauthorized, ersgular, fruitless ang
wasteful expenditure using compliance registers: and reporis- herson to the Group Risk
Governagnece Committae and Mavorst Committse.

BAC notes the lack of sufficient resources in the Compliance Unit and will monitor, throug
its reports from GRGC, the improvements in this arez as compiianes is one of the areas on
which the Auditor-General expressed low levels of comfort.

Combined and Integrated Assurance:

The City is-in the process of implementing a combined assurance model in line with King ¥
recommendations, and the Group Assurance Department has been tasked with the
leadership and rofi-out of this model and approach. In the current year focus was on the
development of the appropriate frameworks and guidelines.

In the short term. the move towards a combined assurance model has resulted in
inefficiencies which have negatively impacted the abii fty of the oversight commitiees io
functicn as effectively as required. This includes the failure of GRAS o deiiver reports
timeously to the GAC to enable i lo report effectively to both Mayoral Committes and
Councii through the Municipal Public Accounts Committee. The GAC will monitor tha
improvements in this regard closely in the current year o ensure that the perceived benefits
of the moda! transiate into actual bensfits and fo | improve the reporting of GAC o Mayoral
Committes-and Coungil.

The GAC is aiso in the process of ensuring that the creation of PRAS does not negatively
impact the indapendence of the Chief Audit Executive or GAD's aversight of the Chief Audit
Executive and that there Is clear accountabil ity of the various exscutives within GRAS.

Going Concern statement for the vear ended 30 June 2013
The GAC s satisfied, based on the audifed annual financial statements and cash flow
statement that the Clty of Johannesburg is a going concern.

The GAC notes the significant improvement in the audit outcoma and concurs and accepts
that the consolidated annuaj financial statements preserd faitly, im afl material respects the
financial position of the City of Johannesturg Metropolitan Municipality as at 30 June 2012
and its financial performance and cash flows for the vear then ended.

The GAC is thersfore of the opinion that the audited annual fnancial statements be

accepted and be read together with the Report of the Auditor-General,

PGLICY IMPLICATIONS
Group Audit Committes Charter and Terms of Reference
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LEGAL AND CONSTITUTIONAL IMPLICATIONS
tunicipal Finance Managemant Act,
Murdcipal Systems Act

FINANCIAL IMPLICATIONS
None.

COMMUNICATION (MPLICATIONS
Group Risk Management Committes, and Audit Committees of Municipal Entities,

CONSULTATION WITH OTHER STAKEHOLDOERS
o Accounting Cfficer 7 City Manager
Chief Operations Officer
o Acting Group Chief Financial Officer
o Executive Director; Group Assurance Services

RECOMMENDATIONS

IT IS RECOMMENDED THAT:

The Mayoral Committee notes the contents of this report and the oversight
responsibilities carried out by the Group Audit Committee as provided in terms of
section 166 of the Municipal Finance Management Act,

The Mayoral Committee actents that zudited group annual financial statements and
the Audlior General audit reportand ungualified audit ofinion.

The: Management of the City designs and implements adequate sysiems of internal
conirols {0 address internal control weaknesses, financial controis, instances of non-
compliance with applicable legisiation, and significant risk axposures that are
identified,

The management of the City implements improvements to the financial reporiing
outcomes through augmentation of the Finance Department skills and resources,

The management of the City pro-actively takes steps to clear the balance in debtors
attributable to fruitfess and wastefui and irreqular sxpenditure and to prevent further
such incidenis.

The management of the City continuss to focus on im proving the City's Supply Chain
Management in order to reduce incidents of fraud and minimize requirements for
deviations.
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