O R Tambo District Municipality

Financial Recovery Plan (FRP)

July 2023

O.R, TAMBO
DISTRICT MUNICIPALITY

O R Tambo District Municipality — Financial Recovery Plan



O.R. TAMBO
DISTRICT MUNICIPALITY

Table of contents

EXECUTIVE SUMMARY .iiiussesrssimnisssssssssss s ssssssssssss s s sssssss s s s sssssssssssssss s s s sssnssssnsnnns 4
STATUTORY AND LEGISLATIVE CONTENT ..ottt 9
OVERVIEW OF THE FINANCIAL RECOVERY PLAN .....cciiiiiiiiiiiiieea e 11
IMPLEMENTATION OF THE MANDATORY INTERVENTION AND FINANCIAL
RECOVERY PLAN ...ttt ettt e e e e e e et e e e e e e e e e annneeees 14
MONITORING AND OVERSIGHT OF THE INTERVENTION AND THE FINANCIAL
RECOVERY PLAN ...ttt ettt e e e e e e et e e e e e e e e e annneeees 15
RISK ASSOCIATED WITH THE IMPLEMENTATION OF THE FRP. .......covvviiiieiiiiiiiee 16
COMMUNICATION PLAN . ...ttt e e e e e e e s e e e e e e e e e e 18

PART TWO: STATUS QUO ...uueiiiiiiiiiiissssnssssssssssssssssss s ssssssss s s ssssssssssssssss s sssssssssnnnns 19
A STATUS QUO ASSESSMENT ...ttt e e 19
KEY ISSUES IDENITIFIED .......coiiiiiiiiiiitiiee ettt e e e e e 19

GOVERNANCE ...ttt e e ettt e e e e e e s ettt e e et e e e e e e s e sabbbneeeaeeas 20
INSTITUTIONAL. ...ttt e et e e e e e e s e e e e e e e e e annnnees 22
FINANCIAL. ...ttt e e e e e e e e e e e e e e e bbb e e e e e e e e e nnnnnees 26
Analysis of key Financial Ratios.............coiiiiiiiiiiiie e 38
SERVICE DELIVERY ..ottt e e e e e et eeaaeens 45
PART THREE: THREE PHASED RECOVERY PLAN...ciiiiiiisenrrss s ssssssssss s ssssnnes 48
PHASE 1: MUNICIPAL RESCUE PHASE ...t 48
GOVERNANCE RESCUE PHASE ...ttt 48
INSTITUTIONAL RESCUE PHASE ......oiiiiiiiiii e 50
FINANCIAL RESCUE PHASE ...ttt 53
SERVICE DELIVERY ..ottt ettt e e e e e e et eeeaeeas 67
PHASE 2: STABILISATION PHASE (12 — 24 MONTHS) .....ciiiiiiiiiieeieiiieeeeee e 69
GOVERNANCE ...ttt e ettt e e e e e e et e e e e e e st e e eeeas 70
INSTITUTIONAL. ..ottt e e e e ettt e e e e e e e e e bbbt et e e e e e e e e nnnneeees 72
FINANCIAL. ...ttt ettt ettt e e e e e e e b bt et e e e e e e e e e e nbb b bt e e e e e e e e e aannseeees 74
SERVICE DELIVERY ...ttt ettt e e e e e et eeeaeeas 77
PHASE 3: SUSTAINABILITY PHASE (24 — 36 MONTHS) ......cuuiiiiiiiiiiiiiiieeeeeee e 78

PART FOUR: REPORTING....cuttttttiiiiisssssnnssessssssssssssss s sssssssssssssss s s ssssssssssssssssssssssssssssnnns 79
MONTHLY REPORTING ON ACHIEVEMENTS OF TARGETS......cooiiiiiiiiiieeee e 79
CONCLUSION ...ttt ettt e e e ettt e e e e e e e s bbbttt e e e e e e e s annnbbbeeaaaeeeaaanns 82
RECOMMENDATIONS: ... etetttte ettt e e e e e e et e e e e e e e e s snbbba et e e aaeeeeaannneeeees 83
APPROWVAL ...ttt e et e et e e e e e e e e s 84

Y 12 T N 85
Annexure A —Financial recovery implementation plan...................eeeeueeeiiiiiiiiiiiei. 85

2

O R Tambo District Municipality — Financial Recovery Plan



O.R. TAMBO
DISTRICT MUNICIPALITY

Abbreviations

The following is a list of abbreviations used in this document and its related attachment/s.

AG Auditor General (South Africa)

CFO Chief Financial Officer

COGTA 'll\'lflat:j(?tri]s:m;)l?ff?:igent of Cooperative Governance and
EC Eastern Cape

EC CoGTA Er?gt_(la_:gd(i:ti)pneal[):f?:i:tsment of Cooperative Governance,
ORTDM O R Tambo District Municipality

FRP Financial Recovery Plan

GRAP Generally Recognised Accounting Practice

GVA Gross Value Added

HOD Head of Department / Directorate

HDI Human Development Index

ICT Information Communication and Technology

IDP Integrated Development Plan

MTREF Medium Term Revenue and Expenditure Framework
MMC Member of Mayoral Committee

MFRS Municipal Finance Recovery Services

MM Municipal Manager

MPAC Municipal Public Accounts Committee

PSC Project Steering Committee

PEC Provincial Executive Committee

PER Provincial Executive Representative

SALGA South African Local Government Association

SDBIP Service Delivery and Budget Implementation Plan
SRP Simplified Revenue Plan

O R Tambo District Municipality — Financial Recovery Plan



O.R. TAMBO
DISTRICT MUNICIPALITY

EXECUTIVE SUMMARY

The Eastern Cape Provincial Treasury conducted an assessment in terms of Section 140 of
the Municipal Finance Management Act (MFMA) and O R Tambo District Municipality met the
criteria of a municipality in financial crisis. The Provincial Executive Committee intervened in
the municipality in terms of Section 139 (5) (a) and (c) of the Constitution read together with
Section 139 of the MFMA.

A Status Quo Assessment in terms of section 139 of the MFMA was done to identify the root
causes of the financial challenges that the municipality is facing. In developing the status quo
assessment report, the team was cognisant that the status quo assessment will inform the
preparation of the financial recovery plan, which adopts a strategic, focused approach which
is time-bound yet comprehensive enough to ensure that the underlying causes of the crisis
are adequately addressed. The status quo assessment focused on the four pillars, Financial
Management, Governance, Institutional and Service delivery. For each pillar, a diagnostic
analysis was performed, followed by the identifications of failures, root causes and the strategy
to remedy the situation.

The financial recovery plan developed from this status quo assessment report present a
phased approach to recovery, differentiating between issues to be addressed in the short,
medium, and long term. The recovery plan is divided into three distinct but interdependent
phases. These include a Rescue Phase (Phase 1) which focuses primarily on cash and
restoring the cash position of the municipality, followed by a Stabilisation Phase (Phase 2)
which expands on the financial indicators to be monitored and emphasises key governance
and institutional issues which must simultaneously be addressed and finally, a Sustainability
Phase (Phase 3) to ensure that indicators are developed that will give effect to the long-term
financial sustainability of the municipality. The approach is designed to ensure that financial
recovery is not only achieved, but more importantly, that progress is institutionalised and
sustained within the municipality.

Key Challenges within ORT District Municipality

The following key issues were identified:

Governance: Council and Council Committees are not effective in their oversight roles to hold
management accountable for their administration responsibilities. This failure by management
resulted in the following:
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e No back-up server for business continuity;

¢ No off-site backup of municipal documentation;

¢ Almost all municipal entity’s allocation funds the payroll costs;

e Unfunded mandates;

¢ Ineffective responsiveness to disasters (inability to spend allocated disaster funds);
e Poor contract management

e System of delegation not approved;

e Poor audit outcomes;

¢ Inadequate risk assessment and weak risk-based approach by Internal Audit;
¢ Slow implementation of the audit action plan;

e Poor IT management amongst other challenges; and

e Escalating Unauthorised, Irregular, Fruitless and Wasteful expenditure.

Institutional Arrangements: The actual remuneration as a percent of total operating
expenditure is way above the norm for the past three years at 43,3%, 46% and 49,2% for
2019/20, 2020/21 and 2021/22 respectively. The final tabled budget as at 31 March 2023 for
the MTREF period 2023/24 to 2025/26 still demonstrate remuneration ratios above the norm.
The budgeted remuneration as a percentage of budgeted total operating expenditure for
current 2022/23, approved adjustment budget, and the MTREF Budget 2023/24 to 2025/26
are 46,9%, 47,5%, 45,8%, 46,2% and 46,33% respectively. This is a clear indication that the
District Municipality’s employment costs are above the norm of between 25%-40%. The
assessment revealed that the Municipality has the necessary policies governing organisation
and human resource management, though the policies were last updated in August 2020.
However, lack of implementation and oversight resulted in the Municipality experiencing the
following challenges:

° Inadequate oversight over the executive and administration

o Disciplinary Board not functional;

o Lack consequence management;

. Non-compliance with minimum competencies requirements;

. Performance management assessment not being done at top management level;
. No cascaded performance management below section 56 managers;

. Lack of Human Resource Strategy and employee audit;
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No qualified engineers in the municipality;

Not all employees are removed from the system after they left the employ of the
municipality;

No competent personnel in the SCM unit;
Revenue management unit lacks requisite skills to enhance revenue generation; and

Occupational health and safety standards not prioritised for implementation by
management which poses risks to the employees. The Local Labour Forum is
established and operational.

Financial Management: The Municipality has been operating in financial crisis mode for the
past three financial years. The ratio analysis for the three years 2019/20, 2020/21 and 2021/22
revealed the following:

Low collection rate at 59%, 83% and 78% respectively, against the norm of 95%;

Cost coverage below the norm at -0.9 in 2019/20; though the municipality was within
the norm of 1,7 and 1.9 months in 2020/21 and 2021/22 respectively. The norm is 1-3
months.

Debtors’ collection period at 191, 193 and 191 days respectively against the norm of 30
days;

Creditors payment period at 99, 147 and 197 days respectively against the norm of 30
days;

Low repairs and maintenance expenditure at 1.2%, 0.61% and 0.2% against the norm
of 8%;

Current ratio below the norm at 0.71, 0.68 and 0.74 against the norm of 1.5-2:1; and

Contracted services as percentage of total operating expenditure above the norm of 2-
5% at 7.9%. 8.9% and 7.9% for the three financial years.

Other notable financial management issues were:

Adopting unrealistic unfunded budgets for the recent two financial years;
Implementation of non-cost reflective tariffs;

Monthly bills not printed for submission to consumers;

Unable to print orders to suppliers from the system;

Poor asset management (incorrect classification of infrastructure assets);

Non-implementation of the budget funding plan (BFP);
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. Over 90% of revenue is generated from KSD LM and less than 10% comes from the
other four local municipalities due to lack of revenue generating infrastructure; and

° No regulated central point for invoices submitted to the municipality, hence an
understatement of current liabilities.

. Material underspending of conditional grants;

° Lack or poorly prepared procurement plans;

. Persistence roll-over of conditional grants;

° Persistence re-allocation of conditional grants at mid-term for the past three years;
o Material under-collection of revenue;

. Material cumulative impairment of debtors;

° Advance payments to service providers;

° Weak Supply Chain Management control environment.

Service Delivery: It is evident that the shortcomings of the governance, institutional and
finance pillars have resulted in poor service delivery. The ORTDM is a water services authority
with the role to provide water services. Inadequate repairs and maintenance and ageing
infrastructure has resulted in interruptions of service delivery in the municipal area. Lack of
technical governance indicated by non-review and non-development of major master plans
has led to poor service delivery. Non review and enforcement of by-laws has also contributed
to increased non-revenue water through illegal connections resulting in high operating losses.
The ORTDM is not capacitated to accurately measure continuous water losses. Water supply
to the peri-urban and rural areas is deemed water losses but the DM does not have bulk
meters to measure the distribution of water supply to these areas including free basic services.
The municipality is unable to record water losses into two categories of technical and non-
technical losses mainly because of internal capacity constraints and skills shortages. The
system input volumes during the past three audited financial years ending 2019/20, 2020/21
and 2021/22 were 25,2 million units, 25,19 million units and 27,2 million units respectively.
During the same periods the municipality has managed to bill 10,8 million units, 10,1 million
units and 10,2 million units respectively. That resulted into the unaccounted losses incurred in
units during the past three years ending 2019/20, 2020/21 and 2021/22 financial years. Other
notable service delivery issues are as follows:

. There are no Zonal meters to different areas where revenue is billed to determine the
abnormal losses;

. There are no plans to address the unfinished or abandoned projects.

o Failure to spend capital grants and implement capital projects. The municipality has
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been receiving three strategic grants for the past financial years under Schedule 5 in
terms of Division of Revenue Act. These three grants are Municipal Infrastructure
Grant, Regional Bulk Infrastructure Grant and Water Services Infrastructure Grant.
During the past three years ending 2019/20, 2020/21 and 2021/22, the municipality has
been not spending its grants

. Project implementation plans are not being monitored effectively to track the progress;
and

o Construction of disaster management centre is moving very slow and this hamper the
DM to be disaster ready.

° The municipality obtained an overall score of 52,6% with regards to the blue drop status.
Recent assessment has been conducted for 2022 period, where the scores confirmation
session was done and awaiting final audit outcomes. The district has progressively
improved its capacity by appointing an external scientific service provider to support the
DM on implementation of the requirements of bluedrop.

° With regards to the green drop status, the municipality was identified to have the
following wastewater treatment systems, Tsolo and Port St Johns, in critical state and
was advised by the Regulator to issue a Corrective Action Plans (CAPs) and ringfenced
grant allocation to the identified systems.

PART ONE: SETTING THE SCENE

BACKGROUND

ORTDM is one of the municipalities in the country which has been identified by National
Government as being in financial and service delivery crisis based on the criteria set in section
140 of MFMA. On 08 December 2021 the Eastern Cape Provincial Executive Committee
(PEC) resolved to intervene in the financial and service delivery affairs at the District
Municipality in terms of section 139(5)(a) and (c) of the Constitution of the Republic of South
Africa. A notice to intervene in the Municipality was issued and delivered to the municipality
on 04 March 2022. In terms of section 141(2) of the MFMA, only the National Treasury
Municipal Financial Recovery Service (NT MFRS) may prepare a FRP for a mandatory
intervention. The EC PT prepared an Interim FRP for immediate implementation, while the NT
MFRS commenced with a status quo assessment to inform the preparation of a mandatory
financial recovery plan to move the municipality to a position of sustained financial viability.

INTRODUCTION TO O R TAMBO DISTRICT MUNICIPALITY

The OR Tambo District Municipality is classified as a Category C2-Municipality, which means
an area with a largely rural character. The municipality has limited municipal staff and a small
budget relative to its challenges. The District is made up of five local municipalities, namely;
King Sabata Dalindyebo (KSD LM), Nyandeni LM, Port St Johns LM, Mhlontlo LM and Ingquza
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Hill LM. All of the LMs in the district are category B4 except for KSD LM, which is a category
B2 municipality. Each municipality has at least one urban service centre.

The Oliver Reginald Tambo District is one of six District Municipalities in the Eastern Cape
Province. The others are Alfred Nzo, Chris Hani, Amathole, Joe Gqgabi, and Sarah Baartman
Districts. The O R Tambo District Municipality incorporates large portions of the former
Transkei homeland area of the Eastern Cape Province and is one of the poorest district
municipalities of the Eastern Cape Province. It is located along the Wild Coast, bordered to
the West by Amatole District Municipality while sharing a common border with the KwaZulu
Natal Province to the North East. The District measures 15 947 km2 in extent with a varied
terrain ranging from rolling valleys to broken mountainous ranges and a varied climate that
responds to the elevation and distance from the sea.

STATUTORY AND LEGISLATIVE CONTENT

The intervention was instituted in terms of S139 (5)(a) and (c) of the Constitution of the
Republic of South Africa, 1996 (Act No. 108 of 1996), read in conjunction with Section 139 of
the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA).

S139 (5)(a) of the Constitution reads as follows: “the provincial executive must impose a
recovery plan aimed at securing the municipality’s ability to meet its obligations to provide
basic services or its financial commitments, which

i. is to be prepared in accordance with the national legislation; and

i binds the municipality in the excise of its legislative and executive authority but only to
the extent necessary to resolve the crisis in its financial affairs”.

In terms of the Constitution, the Eastern Cape Provincial EXCO has an obligation to ensure
that a recovery plan aligned to the national legislation, in this context, the Municipal Finance
Management Act, 2003 is prepared. The recovery plan must also restrict the authority of the
Council and the Executive in any matter or area that impacts on the finances of the
municipality. Section 139 (5)(c) requires the Provincial Executive to assume responsibility for
the implementation of the recovery plan to the extent that the municipality cannot or does not
otherwise implement the recovery plan.

Chapter 13 of the MFMA deals with the resolution of financial problems in municipalities and
outlines the processes that must be followed in terms of mandatory interventions invoked in
terms of S139 (4) and (5) of the Constitution.

e S139 (1) of the MFMA places the responsibility on the Provincial EXCO to request the
Municipal Financial Recovery Services (MFRS) unit in the National Treasury to determine
the reasons for the crisis in its financial affairs and to assess the municipality’s financial
state.

e Only the MFRS may prepare a financial recovery plan for a mandatory provincial
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intervention referred to in S139.

S139 (1)(a)(iv) also empowers the MFRS to recommend appropriate changes to the
budget and revenue raising measures that will support the implementation of the recovery
plan.

In terms of S139 (1)(b), the Mayor of the municipality must be consulted on the recovery
plan to obtain cooperation (political support) for the implementation and ensure that the
budget and any other legislative measures to support the implementation of the recovery

plan are approved.

Section 142 of the MFMA specifies the content criteria for financial recovery plans irrespective
of whether the plan is discretionary or mandatory in nature. In this regard, the following
subsections are important:

S142 (1) A financial recovery plan must be aimed at securing the municipality’s ability to meet
its obligations to provide basic services or its financial commitments, and such a plan, whether
for a mandatory or discretionary intervention —

a) Must -

Identify the financial problems of the municipality.

Vi,

Be designed to place the municipality in a sound and sustainable financial condition as
soon as possible.

State the principal strategic objectives of the plan, and ways and means for achieving
those objectives.

Set out a specific strategy for addressing the municipality’s financial problems, including
a strategy for reducing unnecessary expenditure and increasing the collection of
revenue, as may be necessary.

Identify the human and financial resources needed to assist in resolving financial
problems, and where those resources are proposed to come from.

Describe the anticipated timeframe for the financial recovery, and milestones to be
achieved; and

Identify what actions are necessary for the implementation of the plan, distinguishing
between actions to be taken by the municipality and actions to be taken by other parties.

Section 142 (2) states that in addition, a financial recovery plan —

a)

For a mandatory intervention must —
i.  Set spending limits and revenue targets.

ii. Provide budget parameters which bind the municipality for a specified period
or until stated conditions have been met; and

10
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ii. Identify specific revenue-raising measures that are necessary for financial
recovery, including the rate at which any municipal tax and tariffs must be set
to achieve financial recovery.

Regarding the implementation of the financial recovery plan in mandatory provincial
interventions, the municipality’s attention is drawn to the following provisions of S146 of the
MFMA.

S146 (1) If the recovery plan was prepared in a mandatory provincial intervention referred to
in section 139 —

a) the municipality must implement the approved recovery plan.

b) all revenue, expenditure and budget decisions must be taken within the framework of,
and subject to the limitations of, the recovery plan; and

c) the municipality must report monthly to the MEC for Finance in the province on the
implementation of the plan in such manner as the plan may determine.

OVERVIEW OF THE FINANCIAL RECOVERY PLAN

Section 139 (5) Constitutional intervention is expected to yield the following:

¢ A municipality that is functional in all respects, including governance, financial
management, institutional performance, and service delivery.

The ORTDM FRP project flow sets out various phases of the implementation in the diagram
-Fig1

Minimal set of key indicators acrass all four pillars necessary to neutralise financial turbulence (6-8 months);

*  Focus is on cash and short term liquidity: Fnded Budget, Cost Containment, Cosh Flow Management,
Trading Debtors and collections, Creditor Monagement, Cash-backed (Gs

* include service delivery projects with high visibility such s streetlights and potholes

Phase 1

To address the underlying couses of failure focusing on eradicating problems ot the root (8-24
months): “Plugging the holes and fixing the leaks”

Phase 2

To ensure financial and service delivery sustainability and prevent a regression (Subject to

SUSTAINABILITY progress in Phase 2)

Phase 3

11
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Phase 1 — Rescue Phase

In this phase, the focus is primarily on cash and restoring the cash position of the municipality.
The indicators for the rescue phase include a funded budget, monitoring of the daily cash and
cash balances, cost containment measures, focusing on improving the debtor’s collection rate,
the ring-fencing of conditional grants and ensuring that creditors are paid timeously and that
negotiations are entered into to settle any outstanding debt. There is some focus on service
delivery, governance, and institutional matters, however, these are limited to addressing the
most visible and critical issues, this is an attempt to ensure that the situation does not
deteriorate any further.

However, as resources become available through better cash management, the collection of
outstanding debt and the reprioritization of expenditure, service delivery issues can be
addressed more comprehensively to secure the revenue base. This is a short-term phase and
is anticipated to last up to six months to eight months from the approval date of the FRP.

Phase 2: Stabilisation Phase

The bulk of the recovery process takes place in the second phase of the recovery plan. This
phase is referred to as the stabilisation phase. In this phase, a strong focus on cash, finances
and financial management are still maintained but greater attention is placed on the underlying
service delivery, governance and institutional matters perpetuating the financial crisis in the
municipality. These include the continuation of a design that is fit for purpose organogram,
plans to address the repairs and maintenance and renewal of infrastructure for the electricity
network through which the municipality loses significant revenues, ensuring that the property
valuation roll is updated and that all customers are billed accordingly. This phase is expected
to last between 13 to 24 months or longer depending on progress made by the municipality.

Phase 3: Sustainability Phase

Phase 3 of the recovery plan precedes the termination of the intervention. There must be a
reasonable assurance that measures implemented in Phases 1 and 2 are sustainable and that
the municipality is committed to ensuring the implementation of good practice.

In this phase, it is also important to include indicators that give effect on the long-term financial
sustainability of the municipality. These would be derived from the Strategic Development
Review of the municipality and the long-term financing strategy.

In each of the phases and each of the pillars, appropriate targets have been selected to guide
the recovery process. These targets have been identified as most appropriate given the nature
of issues confronting the municipality. These targets indicate high-level outcomes that must
be achieved but do not specify the steps to be taken or the methods to be used to achieve
those outcomes.

12
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Preparation, Consultation and Approval of the FRP

Preparation

In a mandatory intervention, S141 (2) of the MFMA requires that the Financial Recovery
Plan only be prepared by the Municipal Financial Recovery Services Unit within the
National Treasury. In terms of S139 (1) of the MFMA, the Provincial EXCO must request
the Municipal Finance Recovery Services unit to prepare an appropriate recovery plan for
the municipality.

ORTDM is one of the municipalities in the country which has been identified by National
Government as being in financial and service delivery crisis based on the criteria set in
section 140 of MFMA. On 08 December 2021 the Eastern Cape Provincial Executive
Committee (PEC) resolved to intervene in the financial and service delivery affairs at the
District Municipality in terms of section 139(5)(a) and (c) of the Constitution of the Republic
of South Africa. A notice to intervene in the Municipality was issued and delivered to the
municipality on 04 March 2022. In terms of section 141(2) of the MFMA, only the National
Treasury Municipal Financial Recovery Service (NT MFRS) may prepare a FRP for a
mandatory provincial intervention. The EC PT prepared an Interim FRP for immediate
implementation, while the NT MFRS commenced with a status quo assessment to inform
the preparation of a mandatory financial recovery plan to move the municipality to a
position of sustained financial viability.

Consultation

In preparing this FRP, the MFMA requires the NT MFRS to consult with the Municipality,
the Municipality’s suppliers, and creditors, the MEC’s for Finance and Local Government
in the Province and organised labour.
Various consultation meetings with the municipality were held, including:

i. The former Acting MM and new MM;

ii. The former Acting CFO and new CFO;

iii. Former Acting Infrastructure Director and new Infrastructure Director

iv.  Director Planning in the Office of the MM;

v. ICT Manager;

vi. Manager: Revenue;

vii. Manager: Expenditure and
viii. Manager: SCM

OR Tambo DM Senior Management, Provincial Treasury, Provincial CoGTA, the South
African Local Government Association (SALGA) and sector departments were consulted
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on the Draft FRP in a meeting held on 07 July 2023. FRP documentation were circulated
before the workshop and stakeholders that could not attend had an opportunity to provide
their inputs to the consultation process, in writing.

The Municipality’s largest creditors were consulted in a workshop held in Mthatha on 07
July 2023. The municipality’s labour representatives were also invited to a consultation
workshop held on the same day. This workshop was attended by the LLF representatives
from IMATU and SAMWU. This workshop was also attended by Councillors.

The Final Draft FRP was published in terms of Section 141(3)(c)(ii) of the MFMA inviting
the public, including the local community to submit written comments and representations
in respect of the Draft FRP. On XXX July 2023, advertisements were placed in a
newspaper of general circulation in the area of jurisdiction of the local municipality over a
14-day period. Hardcopies of the FRP were made available at key locations in the
Municipality.

The MFRS wrote to stakeholders on XXX July 2023 to provide them with a copy of the
draft FRP and invite them to submit comments in terms of Section 141(3)(c)(i) of the MFMA
before or on XXX July 2023. These letters were sent to:

i.  The OR Tambo District Municipality.

ii.  The Auditor-General

iii.  The South African Local Government Association.

iv.  IMATU representatives Local Labour Forum.

v. SAMWU representative Local Labour Forum.
The NT MFRS wrote to both the MEC for Finance and the MEC for CoGTA on XXX July
2023 with an opportunity to submit written comments by XXX July 2023.
All stakeholder comments received were considered and factored into the final FRP.

Approval

This Plan will be submitted for approval to MEC for Finance as per section 143 (2) of the
MFMA.

IMPLEMENTATION OF THE MANDATORY INTERVENTION AND FINANCIAL
RECOVERY PLAN

As this is a mandatory intervention, the municipality must implement the financial recovery
plan. All revenue, expenditure and budget decisions must be taken within the framework of
and subject to the limitations of the financial recovery plan (MFMA: S146 (1) (a) and (b)).

14
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The municipality is also required in terms of S146 (1)(c) to report monthly to the MEC for
Finance on the implementation of the financial recovery plan. Given that a Provincial
Executive Representative (PER) has been deployed, reporting to the MEC for Finance will
be done via the PER.

It must be emphasised that the strategies set out in this Plan relate to activities that must be
institutionalised and performed by various municipal officials, as part of their routine duties
and tasks. Those appointed to such positions, even in acting capacities, must be given
specific roles and responsibilities, which must be captured in a revised performance
agreement. The Administrator (financial recovery) will oversee this process.

In the event that it is determined by the Provincial EXCO that the Municipality is once again
able to take the executive measures necessary to give effect to the Financial Recovery Plan
and decides to limit its assumed responsibility for the implementation of the Financial
Recovery Plan, the Municipality will then resume responsibility for such to the extent
determined. In such circumstances, certain responsibilities assigned to the Administrator
(Financial Recovery) will be shifted to the Municipality.

The financial resources required to support the implementation of the Plan, will be realised
through restructuring of the budget, implementing the revenue collection strategy and
revenue enhancement initiatives and a commitment to stringent expenditure controls, with
particular emphasis on the elimination of non-essential expenditure, limitations on
appointment of staff and non-revenue generating activities. Limited additional financial
support for some projects will be provided through the provincial support package.

MONITORING AND OVERSIGHT OF THE INTERVENTION AND THE FINANCIAL
RECOVERY PLAN

The Political Oversight Committee will direct the intervention, monitor progress, and
unblock any political challenges. The said committee will be constituted as follows:

° The Premier

. MEC of Finance

o MEC for EC CoGTA

. Executive Mayor

. Speaker

The intervention in the ORT DM will be subject to oversight by a War Room Oversight
Committee to be established by the HoD (PT), which will direct the intervention, monitor
progress, unblock, and escalate any political challenges that may hinder the success of

this intervention and will report directly to the MECs for Finance and CoGTA in the
Province jointly and separately. A ‘Provincial Executive Representative’ for OTR DM has

15
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been appointed as a full-time deployment to ORT DM. His mandate is to oversee the
intervention and implementation of the FRP. Going forward he will also be the point of
entry at the municipality.

The War Room Executive Oversight Committee will be established consisting of:
. The HOD: Finance, Eastern Cape (Chairperson).

. The HOD: CoGTA, Eastern Cape.

. Head: NT MFRS

. The Provincial Executive Representative (PER)

° The Municipal Manager and his/her senior managers

. Representatives from the sector to be co-opted, as and when necessary.

RISK ASSOCIATED WITH THE IMPLEMENTATION OF THE FRP.

The following risks have been identified which must be mitigated for successful
implementation of the financial recovery plan. These risks relate primarily to financial
administration, budgeting, financial discipline and governance. It is proposed that a risk
matrix be developed and that appropriate mitigation measures be instituted. The emerging
risks identified, include amongst others:

Pillar 1 Governance;

o Dysfunctional MSA S79 Committees;

. Lack of Disciplinary Board;

o No consequence management;

. High UIFW amount;

° MPAC not investigating in terms of S32 of the MFMA,

° Lack of political and administrative commitment for the intervention.

. Lack of political and administrative support for identified intervention activities,

. Inadequate systems of delegation that impact on governance, administration and
operational efficiency, and

. High contingent liabilities and understatement of creditors and accruals.
Pillar 2 Institutional and Human Resources:

. Organisational structure not aligned to requirements;
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HR related committees not functional;

Lack of internal HR capacity and competencies;
No HR Strategy;

Employee validation not conducted;

Non-compliance with Human Resources Management laws/policies and inadequate
Human Resources Policies;

Potential resistance to change by certain internal and external stakeholders;

Industrial actions owing to communications and resistance to the changes due to any
organisational restructuring or realignment and the implementation thereof;

Unresolved labour disputes and litigation;
Non-compliance with Human Resources Management laws/policies;
Inadequate Human Resources Policies; and

Excessive staffing costs as a result of excessive number of permanent and contract
workers.

Pillar 3 Financial Management:

Underspend of capital grants;

Inadequate internal capacity to implement the intervention activities;
Limited revenue base;

Increased costs before realisation of improved revenue;

Continued non-collection of revenue and increase in the debtors’ book;
Loss of grant funding due to non-compliance with grant conditions;
Continued non-collection of revenue and increase in the debtors’ book;
Litigations issues due to SCM challenges;

Inadequate implementation of internal controls; and

Non-commitment to stringent expenditure controls and non-implementation of the
revenue enhancement initiatives.

Pillar 4 Service Delivery:

Service delivery backlogs;

Community service delivery, land disputes, and other protests;
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. Aged infrastructure;

° Lack of repairs and maintenance. Failure to reverse the trend of under-maintenance
and failure of timely replacement of aged infrastructure, and

. Failure to materially control and reduce non-revenue water losses, which losses will
negate the impact of other interventions.

COMMUNICATION PLAN

It is proposed that the Provincial Executive Representative drafts an internal and external
communication plan to support effective communication throughout the intervention. The
communication plan requires a rethink of stakeholders and beneficiaries and role-players due
to the extent of the mistrust that exists according to reports and the fact that this is yet another
intervention. This plan needs to be executed in the context of a change management process.
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PART TWO: STATUS QUO

A STATUS QUO ASSESSMENT

The status quo assessment was prepared in accordance with the requirements of the
Municipal Finance Management Act, 2003. The status quo assessment was conducted using
a combination of document review and analysis together with consultations with relevant
stakeholders. The status quo assessment was conducted for all pillars. Each pillar was
analysed based on its focus area and the status quo was highlighted. Key issues or problems
and their root causes were identified and strategies to resolve the problems were suggested.
These findings from the status quo assessment were used to prepare this recovery plan for
the municipality.

In developing the status quo assessment, the following information sources were utilised:

° Integrated Development Plan 2022-27;

o MTREF Budget 2023-2026;

. Annual Reports;

. Annual Financial Statements;

. Auditor General Audit Reports 2019-2022;

. Auditor General Management Letters 2019-2022;

. Consultations with Management;

o Municipal Website;

. NT MFMA website;

° Municipal Policies and Planning Documentation; and

. Various other documents e.g., Risk Register, Audit Action Plan, Ratio Analysis.

KEY ISSUES IDENITIFIED

The assessment was conducted in terms of the following 4 municipal sustainability pillars:
1. Governance

2. Institutional and Human Resources Management

3. Financial Management

4. Service Delivery

The findings of the status quo assessment will be classified according to these four pillars.
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The critical key issues identified from the status quo assessment regarding the governance
matters, inclusive of the additional observations from the FRP consultants, are the following:

Focus Area

Findings

Governance Model

MPAC established in terms of S79 of MSA and has 10 members. The
committee is effective and functional.

Council adheres to its calendar of meetings, however, there are areas
where compliance to the MFMA in certain areas has not been adhered
to (e.g., budget adjustment).

There has been slow reduction of UIF&W as reflected in the AFS.
Subsequently, this had improved in the last quarter (April-June 2023).

Powers and
Functions

The municipality is a Water Services Authority, responsible for Disaster
Management Services, and Municipal Health Services

The municipality also provides coordination and support for library
services from the provincial government.

The services of sports, libraries and arts and culture are underfunded
mandates which put a financial burden on the municipality.

Contract
Management

Contracts documents are finalised by different departments.

No central contract management unit is in place and no registers are
updated with newly appointed contracts

The municipality has contracts which expired but are still running on a
month-to-month basis. (Non-compliance with MFMA)

Several contracts were awarded and implemented without following the
proper SCM process. (Irregular contracts).

No monthly performance monitoring Reports on contracts submitted.
No contract management framework in place.

There is no contract management committee in place.

Litigations and
contingent
liabilities

Litigation amount to R32m million as a result of litigations brought

against the Municipality

Notable litigations against the municipality are as follows:

o Lungalabantu Construction — R16.1 million iro damage suffered to
non-payment

o Four claimants aggregating — R12 million iro damages against loss
of life due to drowning

o S. Soldati — R2m amount with regard to the defamation of character
following a disciplinary hearing held for soliciting sexual favours from
female members of his department. Mr. Soldati matter has been
dealt with and the court dismissed his application.
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Focus Area Findings
System of No approved systems of delegations.
delegations Inadequate delegations register
No sub- delegations below Directors.
By-laws and Outdated by laws
enforcement Inadequate enforcement of by-laws is leading to increased electricity
and water losses through illegal connections and loss of revenue.
No revenue generated from poor enforcement of by-laws.
UIE&W and Irregular expenditure for the 2021/22 financial year amounted to R1,8
Consequence billion, 2020/21 amounted to R1,7 billion, R1,98 billion. Only R550,4
Management million was written off from prior periods.

Unauthorized expenditure amounted to R38,9 million in the 2021/22
financial year. In 2020/21 financial year, R6,6 million & R19,8 million
was reported in 2019/20. R14,6M was written off in 2020/21

Fruitless and wasteful expenditure amounted to R56, 3M in 2021/22,
R50,8M in 2020/21 and R28, 3M in 2019/20.

Irregular Expenditure for 2018/2019 of R596 754 285 was written off on
the 30 June 2023.

Irregular Expenditure for 2019/2020 of R77 856 814 was write-off on
the 30 June 2023.

Unauthorised Expenditure for 2019-2020 of R 5 140 277 was also
written-off.

Fruitless and Wasteful Expenditure 2019/2020 to the value of R505 101
was written off on 30 June 2023.

UIF&W Reduction Strategy was developed and adopted by the council.
Quarterly UIFW expenditure registers are developed.

Consequence management is implemented as some Senior Managers
were subjected to and resigned.

Phase 1 of the SIU report has been executed and is being finalised. NB
not all affected have been subjected to Disciplinary processes and the
process will be initiated.

The municipality have developed policy and controls as preventative
approach for UIF&W

Audit action plans
(internal and
external)

Management Audit Action Plans are developed and adopted by Council
post audit.

The action plan is presented to the Council quarterly

Post Audit Action Plan not being fully implemented and slow progress
reported.
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Focus Area

Findings

Internal audit and
Risk Management

¢ Internal Audit unit is fully established and effective.

¢ Audit Committee is functional and effective.

¢ Risk Management functional and effective.

¢ No permanent Chief Risk Officer, due to dismissal of the incumbent.
Recruitment is at final stages.

Information &
Communications
Technology

e Server capacity not adequate to meet municipal requirements;
insufficient IT and dilapidated infrastructure and poor maintenance. The
DM has advertised a tender for professional IT service providers to
provide IT refresh.

e No IT Governance Framework, Business Continuity and Disaster
Recovery Plans in place (BCP & DRP). The IT Governance Framework
is in draft and will be reviewed by CoGTA and Provincial Treasury.

¢ IT Unit not adequately capacitated to address infrastructure challenges.

e Poor ICT general and application controls. The IT Unit has
implemented user access forms to ascertain and confirm all users
within the DM.

e Users’ equipment (i.e., Laptops and printers, etc.) are obsolete. A
service provider has been appointed to supply and update IT
equipment (laptops).

¢ Internet connectivity unstable due to constant load shedding.

¢ No off-site back up of financial information is in place.

Political and
Administrative
Interface

e The political administration within the municipality is stable as there is
no interference in the administration process.

e There is a Council register and notable issues identified are that the
council has no mechanism in place to track the implementation of
Council resolutions.

INSTITUTIONAL

The critical key issues identified from the status quo assessment regarding the institutional
matters, inclusive of the additional observations from the FRP consultants, are the following:

Focus Area Findings

structure and

Model

Organisational | e

Operating °

The organisational structure was last approved in 2014. The revised
structure was developed and adopted by Council in May 2023.

The DM initial organisational structure had 10 directorates, and the
reviewed adopted structure has 6 directorates.
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Focus Area Findings

e The previous structure has 2054 posts of which 1123 are filled and 931
was vacant. The current structure now has 1683 posts and the vacancy
rate is still to be determined.

¢ An ad-hoc committee was established to develop the job descriptions and
SALGA was requested to assist in this regard.

o Job descriptions to be developed for the new positions and the job
descriptions for the post that were retained will be reviewed and
evaluated.

e CoGTA and the DM will be convening a joint meeting in July 2023 to
review and provide comments and guidance on the new structure.

o SALGA committed to train municipal officials on Job evaluation.

e Placement policy adopted.

Filling of e The critical vacancies of the Municipal Manager, CFO, Corporate

Critical Services and Infrastructure have been filled.

Vacancies e The current critical vacancies are the Directors of REPD and Community
Development and the recruitment process has commenced.

Employee o Employee costs for Dec 2022 was at 51% of OPEX.

cost o A key driver for the costs was the 2-task grade up increase effective on 1
September 2022. Management have resolved to address this increase by
taking measures to regularise this process. Following engagements with
the LLF and organised labour and effective 1 July 2023, the 2 Task grade
up has been converted in to a non-pensionable allowance and all
bonuses will be paid in accordance to the correct task grade.

e Municipality’s overtime costs are almost equal to the basic salaries of the
employees. Management mitigation on this was to ensure that all hours
that were above the threshold of 40 hours per month were not paid and
that time off was approved in lieu of these hours. Essential services
(Water and Community Services) overtime is still to be addressed.

e The municipality has a process in place to manage, monitor and approve
overtime.

o All employee salaries are in line with the category of the Municipality
(Category 5)

Labour e The LLF is functional and meeting with the municipality is ongoing
relations e LLF calendar have been adopted and implemented.

Change o Low staff morale due to various challenges within the municipality. These
Management concerns are overtime, the issue of the non-pensionable allowance, the
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competencies

Focus Area Findings
fear of losing jobs due to the implementation of the new structure and
treatment of staff by management.
No Change Management Strategy in place.

Skills & Skills audit is conducted annually

All senior managers attained MFMP certificate,

All key finance employees have obtained MFMP Certificate.

The Workplace Skills Plan is prepared annually. The municipality
currently contributes 0.4% towards skills development and this should be
increased to 1%.

The DMs Training Committee is functional and sit annually.

Disciplinary Disciplinary Board established in 2017
Board and Due to resignations the DB was not functional
Staff The Disciplinary Board is functional following the extension of the
discipline Chairpersons contract as well as co-opting officials from within the District
Municipality and Provincial Treasury
The cases that are currently sitting with the Board are related to UIF&W.
All disciplinary casefiles and records are in place and updated
The District Municipality utilises external presiding officers to preside over
matters (external, i.e., other municipalities).
Disciplinary case register in place
Performance Senior Management (MM and Directors) employees have signed
Management performance agreements.
Performance Management is not cascaded to lower-level employees.
However, commencing from October 2023, performance management
will be cascaded to all other staff as part of a phased process.
Consequence Consequence Management is implemented through the disciplinary
Management procedure of the South African Local Bargaining Council Collective
Agreement as well as schedule 2 of the Municipal Systems Act, including
Section 171, 172, 173 of the MFMA on financial misconduct.
The DM relies on the code of conduct that was workshopped with all staff.
Key HR The following are key HR Policies were approved by Council on 30 June
Policies 2023.

o Computer & Data Allocation policy
o Leave Management policy

o Recruitment and Selection Policy
o Relocation Policy
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Focus Area

Findings

Individual Performance Management Policy
Organisational Development Policy
Sexual Harassment Policy
Incapacity Policy

Alcohol & Substance Abuse Policy
Bereavement Policy

Study Assistance Policy

Training and Development Policy
Experiential Training Policy

File Plan

Placement Policy.

0O 0O 0O 0 O O O O O O O

The following are new policies that have to follow the process of being
tabled to the LLF, Mayco and finally to Council for approval
o Car Allowance Policy

Cellphone Allowance Policy

Firewall Implementation Policy

IT Governance Framework

IT Change Management Policy

Patch Management Policy

Back Up Policy

Disaster Recovery Plan

ICT Security

Management Policy

IT Access Control and User Access Management Policy
ICT Disaster Recovery Policy

VIP Protector Allowance Policy

0O 0 00O o0 O O O o0 O O ©o

HR Strategy

The HR Strategy is still in development stages and the DM has requested
SALGA and EC CoGTA for assistance to review and comment on the
draft strategy. The DM will be considering preparing a 5 years Strategy
and Plan in line with the Syear strategic plan (IDP) of the municipality.

Physical
Verification of
staff and
gualifications

Physical verification of staff was done in 2022.

A memo was signed by the MM in July 2023 to start the process of
verifications at BTO, SCM and Water and Sanitation.

Other matters to be verified is confirming whether the respective officials
have business interests outside the DM.

Records
Management

The Record Management Policy was developed and approved in 2015,
but it was not implemented.
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Focus Area Findings

There is poor record management.

The File Plan was adopted by Council on 30 June 2023 and is currently
under review by Provincial Archives.

The Records Management Policy is currently under internal review.
Record Management done manually. The DM has advertised a tender for
an electronic document management system.

All records, 15 years and older, were disposed in line with the Eastern
Cape Provincial Archives and Record Service Act.

The DM will be utilising the MSIG grant, an allocation from CoGTA, to
prioritise all records management processes

Leave °
Management °

There is currently a leave management system in place

The Leave Management Policy was adopted and approved by Council
The DM is currently identifying officials who have abused leave and sick
leave.

Non-compliance with leave management policy by management.
Introduction of the clocking System

Third Party °
Payments

The DM does not have any outstanding amounts towards the provident
Fund and Medical Aid.

The DM is not compliant with COIDA with an outstanding amount of
R32m. The DM was in the process of making a payment towards the
outstanding amount and discovered that the payment links were part of a
scam. This matter has been reported for investigation. There is currently
a payment agreement with the Department of Employment and Labour to
payment 20% and then follow-up with other agreed percentages until paid
in full.

FINANCIAL

Key Issues Identified

Focus Area Findings

Funded Budget
Status

Municipality tabled and adopted a funded budget with significant risk for
2023/24 financial year and the two outer years (based on unrealistic
collection rates)
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Focus Area

Findings

¢ The municipality’s inputs / submissions to NT for benchmark exercise
resulted into the prediction of a favourable cash flow of R47,1m and an
average R93,8m over the MTEF

e The risky funded budget predicted a favourable cash of R47,1 million and
an average R93,8million over the MTEF. The overall financial health of the
municipality was assessed as financially distressed.

Budget related

¢ The municipality has the following budget related policies in place for the

policies financial year 2023/24 but are not fully implemented:
(finance and e Credit Control and Debt Collection Policy
human e Indigent Policy
resources) ¢ Asset Management Policy

e Costing Policy

e SCM Palicy

o Tariff Policy

e Credit Control Policy

¢ Virement Policy

¢ Expenditure Management Policy

e Budget Policy

e Cash Management and Investment Policy

e Unallocated Deposit Policy

o Adjustment Budget Management Policy
Revenue ¢ Metered volumes of finished water and billed units are not being
Management reconciled monthly to account for units sold, lost and in stock.
Value Chain/ e Moreover, there are no monthly reconciliations between read consumers
revenue raising meters and zonal meters to determine actual abnormal losses in between
measures e The Service Charges Revenue Budget Implementation Indicator ratio has

been below the norm at 81%, 82%, 83% for the past 3 financial years.

o Persistently low collection of revenue from clients.

e Non-revenue and unmetered consumption to Peri-Urban & surrounding
villages.

o Weekly reconciliations of all revenue received by the municipality not
performed. This is evidenced by high debt impairment.

e Extremely low revenue base for the municipality
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Focus Area

Findings

e The municipality is highly dependent on grants.

o Debtors’ collection rate below expected norm at 59% in 2019/20, 83% in
2020/21 and 78% in 2021/22.

Customer Care

e The existing customer care unit is not properly resourced in terms of

and data working tools and skilled staff. There is no linkage between the unit
accuracy and the staff responsible for receipting.
_ o Debtors book not reviewed to identify indigents and write offs of

Indigent irrecoverable debts.

Management |, The municipality do not have a district wide indigent register to measure
the level socio-economic profile.

e None of the provision for bad debts was written off for three consecutive

financial years to 2020/22.

Supply Chain e Escalating high levels of irregular expenditure point towards SCM

management deficiencies. Amounts of R1,8 billion in 2021/22 and R1,7 billion in
2020/21 and R1,98 billion 2019/20 were recorded as irregular
expenditure.

Cost ¢ Inadequate cash flow management.

Containment
and cash flow

¢ The municipality does have a cost containment policy aligned to cost
containment regulations though not fully implemented

management

e High cost of poor financial management and reporting.

¢ The municipality has failed to develop a cost reflective tariff policy.

e Escalating Fruitless and wasteful expenditure.

e R56,3Min 2021/22, R50,8M in 2020/21 and R28,3M in 2019/20.

e Cash flow forecasts not being adhered to.

¢ Financial resources are not used effectively, efficiently, and
Financial

economically.
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Focus Area

Findings

Control
environment

¢ Information systems and automated controls are not supporting

accountability by accurately recording and processing financial and
performance information.

o Full and proper records of the financial affairs are not kept in accordance

with prescripts.

¢ Risk Management function not adequately implemented

e UIF&W and other losses are not prevented.

e Credit control and debt collection not effective.
e Debtors’ collection period for 2019/20, 2020/21, 2021/22 at 191, 193 and

191 days respectively which is way above norm of 30 days

e Low debtors’ collection rate being 59%, 83% and 78% for the years

2019/20 and 2020/21, 2021/22, respectively against the norm of 95%.

¢ Inadequate reconciliation controls.
e Financial Management system not optimally utilised.

e Ineffective system of expenditure control.

e Inaccurate creditor records.

Creditor o Decentralisation of invoice management.
management
¢ Creditors payment period above the norm at 99, 147 and 197 days for the
three years, 2019/20 and 2020/21 2021/22 respectively.
e Persistent material underspending of conditional grants or the past years.
Grant
management
¢ Rollover applications not always approved by National Treasury.
¢ Grant expenditure always below 40-45% of grant as required by DORA
e Unspent conditional grants may not necessarily be backed/supported by
bank balance.
e There are discrepancies on the 2022/23 tabled budget, usage of mMSCOA
mSCOA

Implementation

segments.

e The municipality has not developed an mSCOA road map to address

identified challenges.
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Findings

Focus Area
e The audited data strings are not aligned with the audited financial
statements and tabled budget data strings are not aligned with the budget
disclosed on the MBRR.
¢ Key Functional Modules not implemented such as the asset management
module.
e Financial statements submitted to AG are not credible.
Financial
reporting
¢ Low repairs and maintenance at 1.2%, 0.61% and 0.2% against the norm
Asset of 8% analysis for the three years 2019/20, 2020/21 and 2021/22
Management respectively.
¢ No own funded infrastructure projects. Own funded capital expenditure to
total capital expenditure ratio at 0% (2020/21).
¢ Under spending of capital expenditure budget. 4% Capital expenditure to
total expenditure ratio was recorded in 2019/20 against the norm of 10-
20%.
e There are no mechanisms to monitor the asset management consultants.
e The municipality does not ensure that the Asset Register reconciles to the
General Ledger and AFS.
e The municipality does not ensure that assets are correctly classified in the
asset register.

_ e There are no adequate controls in place to ensure collaboration between
Finance/ Finance and PMU in ensuring that assets are properly valued, exist, valid
Technical etc.
interface

¢ Data collection and processing for billing purposes ineffective.

Brief financial analysis

Summary of MTREF Budget and analysis of the funding status of the Budget

ORTDM is one of the 17 non-delegated municipalities monitored by National Treasury in terms
of Chapter 2 of Municipal Finance Management (Act 56 of 2003). This means that the
municipality is supervised directly by National Treasury in terms of compliance with the
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Constitution, MFMA, DORA and other relevant legislation when it comes to the fiscal and
financial affairs of municipalities and municipal entities.

As per the National Treasury funding tool, the assessment of the O R Tambo District Municipal
2023/24 MTREF Budget analysis shows that the budget was funded based on the
assumption of specified operational efficiencies, but significantly risky. The said funded
budget predicted a favourable cash of R247.1 million and an average of R93.8million cash
surplus over the MTREF period. Following the National Treasury’s dashboard assessment for
the six-months ended 31 December 2022, the municipality’s cash & cash equivalent amounted
to R50.3 million whereas creditors amounted R105 million.

The overall financial health of the municipality was assessed as financially distressed. During
the NT MFRS engagement with the municipality, it was found that although the budget was
funded, it was unrealistic mainly because of the inaccurate provisions for debt impairment.
The municipality’s ability to meet its obligations to provide basic services and honour its
financial commitments is uncertain mainly due to serious financial constraints. It was also
found that the municipality’s recent audited financial statements for the financial year ended
30 June 2022 depicts that the municipality is below the financial ratio norms and standards as
per MFMA Circular 71 and it was bound to be in a financial crisis due to general financial
management challenges and limitations that the municipality is facing.

Keys observations which have contributed to the funded budget being risky and unrealistic are
the following:

e Collection rate of the municipality is far below the recommended norm of 95% at 78%.

e The tabled 2023/24 MTREF Budget and the projected two outer years are based on
collection rates of 71%, 71% and 71% respectively as against the norm of 95%.

e Cash coverage and liquidity ratios are unfavourable for the 2022/23 financial year.

e The increase in debtors’ impairments over the past three years, namely R444,4 million,
R464,1 million and R541,2 million is a clear indicator of inability to collect monies owed to
the municipality.

¢ The municipality’s remuneration costs are well above the norm for the past three years.

o The municipality’s expenditure for repairs and maintenance, for the past three years are
on average below 1% of Operational Expenditure which is an unfavourable indicator for
effective service delivery.

Ntinga O.R Tambo Development Agency

a) The District Municipality owns a municipal entity, Ntinga O.R Tambo Development Agency
SOC Ltd (Ntinga). Ntinga operates as a wholly owned implementing agent of the parent
municipality ORTDM. Ntinga’s role is to facilitate, manage and implement socio-economic
development initiatives with a special focus on:
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e Service Centres (e.g., Markets, Abattoirs, Agri-parks, Farms, etc.);
e Rural Development (e.g., Tourism, Forestry, Agriculture, etc.);
e Cooperatives and SMMEs; and
e Any other related function in partnership with either public or private sector.
b) In implementing the above mandate Ntinga has developed a strategy anchored on the
following four goals: -
- Goal 1: Enhanced and Enabled Full Value Chains (upstream and downstream)
for Agricultural Produce, Markets, Abattoirs and Aquaculture.
- Goal 2: Diversified Partnerships that promote inclusive Socio-economic Development
and Growth.
- Goal 3: Promote trade and investment opportunities in the district.
- Goal 4: Dynamic, Capable and Sustainable State-Owned Company.
¢ Ntinga has been operating at sustained losses of R12,4 million, R14,3 million and R17,7
million for the past three years of 2020, 2021 and 2022 respectively.
¢ Ntinga’s personnel costs to operating revenue has been way above the norm for the years
ended 30 June 2020, 30 June 2021 and 30 June 2022 respectively. This is unsustainable.

Total Operating Expenditure

Description 2019/20 2020/21 2021/22
Operating Deficit (A) 12,40m 14,30m 17.7m
Operating Expenditure (B) 15.40m 13.1m 14.3m
Grant from parent municipality (C) 56.3m 51m 52.0m
TOTAL OPERATING EXPENDITURE

(D) = (A+B+C) 84.10m 78.4m 77m
Personnel (E) (45m) (45m) (44.3m)
% Of Personnel costs (F) = E/Dx100 54% 57% 58%

The status of Ntinga regarding its employee costs is above the norm of 40% with 54%, 57%
and 58% for 2020, 2021 and 2022 respectively. The current status is significantly high. Even
if Ntinga reduced the operating deficit and break even, the cost to employees would be way
above the norm being 67%, 70% and 63% for 2020, 2021 and 2022 respectively (as depicted
in the table below):
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Total Cost of Employees at break even

Operating Expenditure (B) 15.40m 13.1m 14.3m
Grant from parent municipality (C) 56.3m 51m 52.0m
TOTAL OPERATING

EXPENDITURE 84.10m 78.4m 77m
(D) = (B+C)

Personnel (E) (45m) (45m) (44.3m)
% Of Personnel costs (F) = E/Dx100 67% 70% 63%

The total elimination of operating deficit to zero depicts an even bigger non-compliance to the
norm by an excess of 27%, 30% and 23% for the three consecutive financial years (2020,
2021 and 2022)

Cash and Liabilities Management

ORTDM and its municipal entity are facing severe liquidity challenges. The unpaid trade
creditors amounted to R455 180 225 and unspent conditional grants amounted to R188 432
584 at the end of the 2021/22 financial year with cash & cash equivalent of R388 728 279 not
sufficient to cover all financial liabilities. The amount of trade payables is increasing
significantly while service providers are not paid within the required period of 30 days. The
table below shows a comparison of trade payables and unspent liabilities to cash and cash
equivalents.

Description 2019/20 2020/21 2021/22
Cash and Cash Equivalents + Shortl 556 55, 05 400,712,379 388,728,279
Term Investment (A)

Payable§ from exchange 323,259,604 392,537,232 455,180,225
transactions (B)

Unspent conditional grants (C) 447,759,417 191,653,115 188,432,584

The trade payables and unspent conditional grants significantly exceed available cash and
investments, indicating that the municipality is unable to service its financial obligations as
they are due. The creditor’'s payment period has been on the average of 148 days against the
norm of 30 days. Included in the unspent conditional grant of R447,8 million in 2019/20 was a
remaining prepayment of R209 million which was an advance payment to Amatola Water
Board in the previous financial years. The municipality did not meet the conditions of the
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conditional grants and that meant the grant remained unspent whereas the cash paid out to
Amatola Water Board was to fast-track the expenditures.

The municipality’s current ratio has been below the norm of 1.5 - 2.1 for the past three financial
years at 0.71, 0.68, 0.74 for 2019/20, 2020/21, 2021/22 respectively. This also highlights
insufficient cash to meet short-term financial® obligations. The net debtor’s collection period
has been on average 192 days against the norm of 30 days.

The municipality’s collection rate has been below the norm of 95% - 100% for the past three
financial years under review at 59%, 83%, 78% for 2019/20, 2020/21 and 2021/22
respectively. This indicates that the municipality has been failing to collect billed revenue at
an acceptable level.

The municipality’s cost coverage ratio has been below the norm of 1 — 3 months in 2019/20 at
-0.9 month and within the norm during 2020/21 & 2021/22 financial years under review at 1.7
and, 1.8 months respectively. It must be noted the municipality is suffering a severe cash
shortage as per the recent outcome of the dashboard assessment. This is an indication that
the municipality is vulnerable and at a high risk in the event of financial ‘shocks/set-backs. In
reality, the municipality is not able to sustain itself to meet its obligations to provide basic
services and honor its financial commitments if does not receive any financial support (e.g.,
grants).

Analysis of working capital

Working capital usually consists of inventory, trade debtors, cash & cash equivalent and trade
creditors. Any unspent conditional grant should be included because it must be cash backed.
The net positive working capital is when components of current assets are in excess of current
liabilities. This will imply that the municipality has got cash to meet its daily/weekly/monthly
needs for operational needs. When current liabilities exceed the current assets, it means that
the municipality is in serious auto-pilot mode of disastrous cash flow problems. For fair
analysis of liquid analysis of working capital, net debtors are going to be included in the table.
The vat receivable will not be included in the liquid working capital analysis because of its
volatility nature and as such not in the control of the municipality.

The table below depicts the analysis of the liquid working capital which excludes inventory but
includes the net debtors:
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Difference (A+B)-(C+D)

Description 2019/20 2020/21 2021/22
Cash and Cash Equivalents + Short 5.0 55, 5l 400712,379| 388,728,279
Term Investment (A)

Net debtors (B) 120,698,983 158,384,113 158,883,057
Payables from exchange transactions 323,259,604, 392,537,232 455,180,225
(©)

Unspent conditional grants (D) 447,759,417 191,653,115 188,432,584

Operating Revenue Analysis

The Service charges revenue budget implementation indicator ratio has been below the norm
at 81%, 82%, 90% for the past three financial years, which indicates capacity constraints to
implement effective revenue management techniques to enhance and maximize revenue. It
also relates to ineffective billing and credit control, weakness in compilation of budgets (i.e.,
unrealistic) and inadequate financial controls at the municipality.

Currently consumers are not billed on time due to capacity challenges such as printers,
vehicles availability and lack of innovative ways to improve revenue through the use of emails,
SMS of statements to all consumers. There is under utilisation of the financial management
system. Out of five local municipalities, over 90% of the service charges relates to KSD with
the remainder coming from the other four due to lack of revenue generating assets in those
municipalities.

Due to the fact that the municipality is grant dependent, its strategies are limited to the current
constraints of revenue generation. In addition, the municipality poorly collects whatever it has
processed as bills, as depicted by the incremental debt impairment over the past three years
as well as budgeted future incremental debt impairment.

The table below shows actual revenue per source for the three financial years ending 30 June
2022:

Revenue Analysis

Year SRS Grants Other Revenue Total Own
Charges
2019/20 274,834,301 1,702,154,073 61,422,935| 2,038,411,309| 336,257,236
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2020/21 300,164,216, 1,681,608,432 54,713,263 2,036,485,911) 354,877,479

2021/22 303,752,916 1,524,718,664 70,280,921| 1,898,752,501] 374,033,837
Total 878,751,433 4,908,481,169 186,417,119 5,973,649,721]1,065,168,552
% 15% 82% 3% 100% 18%

Total own revenue raised by the municipality for the three years amounts to R1,065,168,552
while grants are the biggest source of revenue which contributes 82%, followed by service
charges at 15% and other revenue at 3%. Of total revenue, own revenue accounted for an
average of 18%.

Therefore, revenue collection remains a challenge as evidenced by low collection rates and
high net debtors days the three years and that impacts service delivery. The municipality must
therefore review its tarrifs to be cost reflective.

Peri-Urban billing

The assertion by the municipality is to expand its revenue base, they are intending to bill peri-
urban areas. The municipality has reported to Council that it has conducted a study where
the data was collected for business and households around peri-urban areas. The
municipality states that it will conduct public participation in order to communicate to the public
its intention to bill. The municipality states that an amount of R3.8m has been budgeted for
as projected revenue for the 2023/24 financial year for these areas. In 2024 R4m and R4.2 for
2024/25 have been budgeted as projected revenue. The municipality states that a flat rate for
business consumers will range from R600 to R2500.

It was noted from the draft budget document, the municipality had already projected for R3.6m
in the 2023 budget year and its adjustment budget, yet no public participation was conducted.

Reliance on grant funding

The municipality is highly dependent on government grants to fund its capital projects as there
is currently is 6% capital projects which are own funded. Grants are currently the biggest
source of revenue at 79% and own revenue at 21% of total operating revenue.

Revenue Improvement

To reduce the over reliance on grants, the municipality should increase its revenue baseline
and implement revenue improvement initiatives that will stabilise deteriorating revenue. The
municipality should ensure that the billing system fully accounts for all the properties on the
municipal general valuation roll of Local Municipalities since the municipality is a district
municipality, all meters with their unique coding must captured. The municipality should
perform monthly reconciliations to monitor the changes made on the billing system and update
the data.
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The revenue improvement plan requires the full implementation of adopted credit control
policies and comprise of seven activities below. These activities should be performed on a
weekly basis and reconciled every month.

Noakowdre

Debtors Book Analysis

Handover File Analysis

Consumer Data Quality

SMS Messaging

Meter Reading Exceptions

Credit Control referrals

Meter and installation inspections (special audits, data quality, billing, and credit control).

The above activities shall require the municipality to review policies and by-laws to ensure that
all changes are approved by the Council.

When diagnosing the reasons that contributed to the municipality’s liquidity challenges it is
prudent to historically examine the organisational and operational management inefficiencies.
Among the audit issues raised the municipality’s financial management inefficiencies are weak
internal controls, weaknesses and non-compliance to policies and procedures, fruitless and
wasteful expenditure, unauthorised and irregular expenditure. Overall financial challenges of
ORDM can be directly attributed to the following:

(@)

(b)
(c)

(d)

(€)

(f)

()]

Insufficient spending on repairs and maintenance of infrastructure and asset
management which have weakened the revenue potential.

Failing to collect outstanding amounts due resulting in cash flow challenges.

Adopting funded budget with high risk for the 2023 financial year and two outer years.
Unrealistic budgeted revenue collection levels have not been realised while operating
costs remained high with no effort made to contain expenditure particularly on non-
priority spending.

Material under collection of service charges and material underspending of conditional
grants due to poor procurement plans or lack thereof.

Inadequate human resources capacity and a shortage of technical and engineering skills
resulting in over reliance on contracted services.

Weak internal controls, risk management and supply chain management (SCM)
inefficiencies resulting in poor audit outcomes and high levels of irregular, fruitless and
wasteful expenditure.

Weak management of the overall revenue value chain, including tariff setting for service
charges, bills not issued to consumers, and ineffective credit control measures which
leads to poor collection.
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(h)  Unmetered consumption to Peri-urban and the surrounding villages. This led into the
municipality being unable to measure the free basic services and the water losses as a
result of leakages, bursts, etc.

Analysis of key Financial Ratios

Ratio 2019/20 2020/21  2021/22 Interpretation

Asset Management Utilisation

Capital Expenditure to
Total Expenditure
Indicates the prioritisation of
expenditure towards current
operations versus future
capacity in terms of
Municipal Services.

The Capital expenditure has been
above the norm for all 3 years.

The results indicate good effort for
prioritisation of expenditure towards
future capacity (infrastructure) versus
current operations which accelerate
service delivery.

The norm is 10% - 20%.

Impairment of Property,
Plant and Equipment,
Investment Property, and
Intangible assets
(Carrying Value)

Indicate the percentage of
Impairments compared to
the Carrying Value of the
Assets.

The Impairment has been above the
norm for all the years under review
indicating an aged infrastructure, poor
asset management, lack of operation
& maintenance planning and poor
planning.

The norm 0%.

Repairs and Maintenance
as a % of Property, Plant
and Equipment and
Investment Property
(Carrying Value)
Measures the level of
repairs and maintenance to
ensure adequate repairs
and maintenance to prevent
breakdowns and
interruptions to  services
delivery.

The repairs and maintenance ratio
has been significantly below the norm
for all the years which reflects
inadequate repairs and maintenance
being done on its assets.

In the long term this could impact on
the continued provision of service and
has a resulting increase on the
impairment of useful assets.

The municipality needs to ensure
adequate maintenance of assets to
prevent breakdowns and interruptions
to service delivery.

The norm is 8%.
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Ratio 2019/20  2020/21  2021/22

Debtors Management

Collection Rate
Indicates the level of

payments as a percentage
of revenue billed on credit.

The norm is 95%.

Bad Debts Written-off as
% of Provision for Bad
Debt

The Ratio compares the
value of Bad Debts Written-
off on Consumer Debtors to
Bad Debts Provided for
Consumer Debtors to
ensure that the Provision
for Bad Debts is sufficient.

The norm is 100%.

Net Debtors Days
Indicates the average
number of days taken for
debtors to pay their
accounts.

The norm is 30 days.

Liquidity Management

Interpretation

The municipality’s Collection Rate
has been below the norm for all the 3
years under review.

This is an indication that the
municipality has been failing to collect
billed revenue at an acceptable level.

This may lead to cash shortages
resulting in failure to provide sufficient
services in the long run.

Revenue collection (billing), and
credit control of the municipality

requires urgent attention and
corrective measures should be
implemented.

Based on the assessment results it
has been identified that the
municipality has not been writing off
long outstanding debts after a
provision for bad debts has been
raised over the entire 3 financial years
under review.

This is an indication that there is lack
of financial management capacity
within the municipality to correctly
manage and account for debtors.

Net debtors’ days are way above the
norm, and this is in indication that the
municipality is experiencing
challenges in collecting outstanding
amounts due.

It also reviews that the municipality's
credit control policy is ineffective and
it is exposed to significant cash flow
risk because of significant amounts of
potential cash being tied up in
consumer debtors for longer periods
than expected.

O R Tambo District Municipality — Financial Recovery Plan
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Ratio 2019/20  2020/21

Cash / Cost Coverage
Ratio (Excl. Unspent
Conditional Grants)
The ratio indicates the
Municipality's or Municipal
Entity’s ability to meet at
least its monthly fixed
operating commitments
from cash and short-term
investment without
collecting any additional
revenue.

The norm is 1-3 months

Current Ratio

Indicates the extent to
which

current assets can be used
to settle short-term
liabilities. If current assets
do not exceed current
liabilities, it means a
liquidity problem i.e.,
insufficient cash to meet
financial obligations.

Thenormis 1.5-2:1.

Liability Management

Capital Cost (Interest
Paid and Redemption) as
a % of Total Operating
Expenditure

Indicates the cost required
to service the borrowing. It
assesses the borrowing or
payment obligation
expressed as a percentage

2021/22

Interpretation

The municipality’s ratio has been
below the norm in 2019/20 and within
the norm for the 2 years under review.
However, since the Municipality is
taking too long to settle its creditors
at an average of over three months,
these positive horms are not realistic

The municipality might be vulnerable
and at a higher risk in the event of
financial ‘shocks/set-backs’.

The municipality is not able to sustain
itself even for a month to meet its
obligations to provide basic services
and honour its financial commitments
if they do not receive any financial
support (e.g., grants).

The municipality’s Current Ratio has
been below the norm for the past 3
financial years.

This is an indication that current
liabilities exceed current assets,
highlighting insufficient cash to meet
short-term financial obligations.

The municipality need to increase its
current assets to appropriately cover
current liabilities otherwise it will risk
non-current assets to be liquidated to
settle current liabilities.

The municipality had no capital cost
as they did not take any debt to
finance their operations for 3 three
years under review.

O R Tambo District Municipality — Financial Recovery Plan
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2019/20 2020/21  2021/22 Interpretation

Finance costs were only from interest
on outstanding creditors and other
payables.

of total operating
expenditure.

I 04 - 80,
The norm is 6% - 8% Operating below the norm could

indicate that the Municipality has no
good financial standing, and it is
unable to access borrowed funds.

The debt to revenue ratio has been 0
over the 3 years as the municipality
did not take on any debt to finance its
operations.

Debt (Total Borrowings) /
Revenue

Indicates the extent of total
borrowings in relation to
total operating revenue.
The purpose of the ratiois to
provide assurance that
sufficient revenue will be
generated to repay
liabilities. Alternatively
stated, the ratio indicates
the affordability of the total
borrowings.

Operating below the norm could
indicate that the municipality is unable
to access borrowed funds because of
its distressed financial position.

The norm is 45%.

Efficiency

The ratio has been above the norm for
the three years which is an indication
that the municipality is in overall
providing services at a surplus.

Net Operating Surplus
Margin

Measures the net surplus or
deficit as a percentage of

revenue. However, the surplus is not improving

the cash and cash equivalent of the

i 0,
The norm is > 0% municipality

Distribution Losses

Electricity Distribution N/A N/A N/A Not applicable to ORTDM. It's a
Losses (Percentage) competence of local municipalities.
The purpose is to measure
the percentage loss of
potential revenue from
Electricity Services through
electricity units purchased
and generated but not sold
because of losses incurred.

The normis 7% - 10%
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2019/20 2020/21  2021/22 Interpretation

Water Distribution
Losses (Percentage)
The purpose of this ratio is
to determine the
percentage loss of the
potential revenue from
water services through
kilolitres of water
purchased but not sold
because of losses.

The municipality is not calculating the
distribution losses which is an
indication of a control deficiency and
lack of record keeping around the
distribution of water.

The norm is 15% - 30%

Revenue Management

Revenue Growth (%) The revenue growth decreased in

L Measures the growth in 2019/20 and 2021/22 and significant

revenue year on year. growth was recorded in 2020/21.

These inconsistencies indicate poor

The norm is at the rate of revenue management and lack of

CPI leadership skills as well as poor
planning.

> Revenue Growth (%) - The revenue growth excluding capital

Excluding capital grants
Measures the growth in
revenue excluding capital
grants year on year.

grants is significantly below the norm
for the past three years which
indicates poor revenue management,
lack of revenue strategies and skills
shortage.

The norm is > 5%.
Expenditure Management

Creditors Payment Period
(Trade Creditors)

This ratio indicates the
average number of days
taken for trade creditors to
be paid.

The municipality’s ratio is significantly
above the norm for all the years which
is an indication that the Municipality is
experiencing cash flow problems.

Urgent attention must be paid to cash
flow management and the avoidance
of interest charged by creditors.

The norm is 30 days.

Non-compliance with MFMA
regulations guiding the payment of
creditors should be considered.
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Irregular, Fruitless and
Wasteful and
Unauthorised
Expenditure / Total
Operating Expenditure
This ratio measures the
extent of irregular, fruitless
and wasteful and
unauthorized expenditure
to total expenditure.

The norm is 0%.

Remuneration as % of
Total Operating
Expenditure

Indicates the extent to
which expenditure is
applied to the payment of
personnel.

The norm is 25% - 40%.

Contracted Services % of
Total Operating
Expenditure

Indicates the extent to
which the municipalities
resources are committed
towards contracted
services to perform
Municipal related functions.

The norm is 2%-5%.

Grant Dependency

Own Source Revenue to
Total Operating Revenue
(Including Agency
Revenue)

Assesses the extent of
Own Source Revenue to
Total Operating Revenue,
including Agency Revenue
hence self-sufficiency.

19% 17%

O.R. TAMBO
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2020/21

)
IPALITY

17%

2021/22

Interpretation

The municipality’s ratio has been
above the norm for all the three
financial years.

This indicates weaknesses within the
municipality’s SCM processes and
non-compliance with procurement
regulations and guidelines.

The municipality must investigate the
incurrence of this expenditure in line
with applicable legislation.

The ration has been above the norm
for the three financial years under
review.

Operating above the norm is an
indication of overstaffing and bloated
organogram.

The ratio has been more than the
norm for all the three years under
review. This is an indication that many
functions were being outsourced to
consultants for all these years.

This is an indication of an over
reliance on contractors for service
delivery  which  exposes the
municipality to other risks such as
inability to build capacity and ongoing
reliance on contractors.

The Own source revenue has been

growing at a decreasing rate
indicating that the municipality growth
rate is decreasing which does not
reflect continuous self-sufficiency.

However, it is a positive note that the
Municipality is not only reliant on
government funding to fund its
obligated municipal services. Due

O R Tambo District Municipality — Financial Recovery Plan
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No norm is proposed. care must be taken to improve on self-
sustenance.

Budget Implementation

Capital Expenditure
Budget Implementation
Indicator

Measures the extent to
which Budgeted Capital
Expenditure has been
spent during the financial
year, under review.

The norm range between
95% and 100%.

L) >
DISTRICT MUNIC

Interpretation

For past three years the ratio has
been below the norm which indicates
discrepancies in planning and
budgeting, capacity challenges to
implement projects and/or Supply
Chain Management process failures,
which should be investigated, and
corrective measures implemented.

Under-spending is also an indicator
that the municipality might be
experiencing possible cash flow
difficulties to implement projects, or
the money is being used in the
administration  operations  other
capital projects.

Operating Expenditure
Budget Implementation
Indicator

Measures the extent to
which Budgeted Operating
Expenditure has been
spent during the financial
year, under review.

The norm range between
95% and 100%.

An overspending has been recorded
for all the three years under review.
This indicates inaccurate budgeting or
poor financial management control in
respect of budget control.

Operating Revenue
Budget Implementation
Indicator

Measures the extent of
Actual Operating Revenue
(Excl. Capital Grant
Revenue) received in
relation to Budgeted
Operating Revenue during
the financial year, under
review.

The norm range between
95% and 100%.

The ratio has been above the norm for
all the three financial years under
review which indicates a challenge in
capacity to implement, ineffective
billing and credit control, weakness in
compilation of budgets or issues of
financial controls and management of
the Municipality.
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Service Charges and
Property Rates Revenue
Budget Implementation
Indicator

Measures the extent of
Actual Service Charges
and Property Rates
Revenue received in
relation to Budgeted
Service Charges and
Property Rates Revenue
during the financial year,
under review.

The norm range between
95% and 100%.

O.R. TAMBO
DISTRICT MUNICIPALITY

2019/20 2020/21  2021/22 Interpretation

The ratio has been below the norm for
the three years under review which
indicates a challenge in capacity to
implement, ineffective billing and
credit control, weakness in
compilation of budgets or issues of
financial controls and management of
the Municipality.

SERVICE DELIVERY

The critical key issues identified from the status quo assessment regarding the service delivery
matters, inclusive of the additional observations from the FRP consultants, are the following:

Focus Area Findings
Status of e The Ntsonyini dam project has been terminated
project e PSJregional water scheme is being managed in phases, where the current
management phase would only proceed once the previous phase is complete.

o Key projects /sites are not properly secured and process stalls due to theft

or vandalism.

Revenue e Revenue generating assets are not prioritized in the towns of four local
generating municipalities of the district municipality. Moreover, these eight towns do not
assets. have waterborne sewer facilities
Water Losses e There are currently no measurement tools for water losses however these

treatment plants that do not have bulk meters will be prioritised for installation
within 2023/2024 FY

Water losses due to illegal connections. Notable progress has been
observed through identification of these unauthorised connections. The
district is currently disconnecting where connections affects the water
supply. In addition to this, draft bylaws are in the process of being adopted
by the council in order to expedite law enforcement in the future, this process
is envisaged to be concluded by September 2023
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Focus Area Findings
Persistent Municipality materially underspend conditional grants such as MIG and RBIG
Material persistently every year

Underspending
of strategic
conditional
grants

Continuous
roll-over
application

Every year the municipality fails to spend its grants and apply for roll-overs

Status of
disaster
management
center

The municipality does not have disaster management centre to anticipate
the disasters that are prone to it

Inability to
spend disaster
funds

The slow spend on emergency funds is as a result of the type of scope and
change of scope that had to be done. Disaster funds were meant to be spent
by June 2030 were achieved by the completion of all 14 projects by June

Advance 2023 with full expenditure.

payments

Project The municipality prepares and approves an ineffective PIP every year
Implementation

plan (PIP)

Operation and
maintenance
plan

The Municipality does not have operation and maintenance plan however
the department is currently utilising its staff to develop the O&M plan where
the first draft will be submitted by September 2023

Unfavorable

The municipality obtained an overall score of 52,6%. Recent assessment

blue drop has been conducted for 2022 period, where the scores confirmation session

status was done and awaiting final audit outcomes. The district has progressively
improved its capacity by appointing an external scientific service provider to
support the DM on implementation of the requirements of bluedrop.

Fleet Inadequate fleet and lack of experienced operators.

Management Fleet abuse and misuse without monitoring.
Obsolete vehicles.

Bulk meters No bulk check meter at substations and water treatment works.
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Focus Area

Findings

Master Plans

Housing e The municipality does not have housing powers and functions.

Delivery e The municipality is only responsible coordination and administration of
housing beneficiaries.

Status of e There is currently NO Sanitation Master Plan.

Infrastructure

e All Towns do not have Waterborne Sewer Facilities (WSDP) except for KSD.
Projects for waterborne sewer facilities for
o Ingquza LM, Lusikisiki is under implementation with 3 Contractors on
site to complete the works by December 2023.
Mhlontlo LM in Tsolo 2 projects in progress since October 2022,
Qumbu town has budget approved under design stages,
Flagstaff phase 3 also funded and under design stages.
Nyandeni LM, Libode phase 1 is under commissioning while phase 2
has approved budget under planning.
o PSJ Sewer project has budget allocation approved and also under
planning.

O O O O

o Water master plan in place.

Asset
Management

e The Municipality has property plant and equipment (PPE) in place

valued/costed at R10,8 billion in 2021/22 and the carrying value of R7,3
billion with a classification problem for over three years

e The municipality does not have sufficient funds to repair and maintain the

completed new and aged assets
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PART THREE: THREE PHASED RECOVERY PLAN

As discussed earlier in this FRP, to ensure that financial recovery is not only achieved but
more importantly, that progress is institutionalised and sustained within the O R Tambo
District Municipality, the FRP adopts a strategic, focused approach that is time-bound yet
comprehensive enough to ensure that the underlying causes of the crisis are adequately and
for that purpose the FRP distinguishes between the following activation phases:

a. Rescue.
b. Stability.
c. Sustainability.

The Excel FRP Implementation Plan attached to this report, provides details per focus area
of each Pillar addressing the key activities, the recommended actions, and the responsible
parties, as well as the required support, target dates, Key Performance Indicators, and
Portfolio of Evidence.

The following, therefore, serves to merely summarise the key activities identified per focus
area per Pillar for easy reading purposes.

PHASE 1: MUNICIPAL RESCUE PHASE
GOVERNANCE RESCUE PHASE

To support the achievement of the financial recovery plan and the targets specified for Phase
1, it is recommended that the Rescue Task Team focus on the following governance issues

Focus Area Rescue Phase Activities

Governance
Model reduce UIF&W.

accountable on the implementation of the strategy.

and other related Council processes
e Implement controls to reduce and stop UIF&W

conduct and financial misconduct regulations.

Powers and |

functions libraries and arts and culture services on behalf of the Province.

negotiate rates.

e Develop and implement the SLA
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o Develop a strategy to address persistent negative audit outcomes and to

e MPAC must hold council, the executive committee and management

e Ensure that there is MFMA compliance with regard to budget adjustments

e Implement consequence management in compliance with code of

Conduct an in- depth analysis of cost implications of providing sports,

e Review the annual SLA submitted for providing these services and
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Focus Area Rescue Phase Activities
Contract e Conduct a detailed audit of all contracts.
Management . : . .
g o File Court papers to review and set aside all irregular contracts.

e Terminate all month-to-month contracts

¢ Enter into affordable payment arrangements with creditors.

e Submission of monthly performance monitoring reports on contracts.
Litigation and | o |nvestigate contingent liabilities and meetings with claimants to be held
Contingent where legal action can be suspended to resolve claims amicably.
Liabilities - N

¢ Implement policies and legislation.

e Maintain updated litigation and claims register.

¢ Honouring of payment arrangements with creditors.

e Capacitate the legal and the SCM staff members.
Systems of | o« Develop system of delegations which clarifies roles and table for
delegations approval.

e Develop and implement the sub-delegations

e Develop and maintain a delegations register
By-law and | o  Audit of current by-laws to confirm what is existing; needs updating and/or
enforcement crafting of new by-laws.

¢ Review all by-laws on an annual basis or as circumstances require.

e Develop and approve policy and process plan for review and rationalise

by-laws.

e Report on revenue generated from enforcement of by-laws
UIF&W and | o Review the strategy to address persistent negative audit outcomes and
Consequence to reduce UIF&W.
Management

MPAC must hold council, the executive committee and management
accountable on the implementation of the strategy.

Implement consequence management in compliance with code of
conduct and financial misconduct regulations.

Implement consequence management for UIF&W cases identified in the
Council approved investigation reports.

Implementation of UIFW expenditure reduction plan.

Monthly and quarterly UIFW expenditure registers in place be updated,

audited by internal audit, reported to MAYCO and Council. Then MPAC
should investigate

Audit action plans
(internal and
external)

Internal audit should provide monthly assurance on the reported progress
and PoE.
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Focus Area

Rescue Phase Activities

Fast track the implementation of Post Audit Action Plans.

Internal audit and
Risk Management

Quarterly reports on internal audit and risk management.
Update and report progress on implementation of AG audit action plan.
Finalise the recruitment and placement of the Chief Risk Officer

Information & | o Update website.
Communications )
e Secure data storage, back- up, and recovery solutions.
Technology
e Implementation of institutional calendar of meetings for ICT steering
committee.
e Fast track the tender and appointment of the professional IT service
provider for IT refresh.
e Fast-track the review process of the IT Governance Framework and BCP
with CoGTA and Provincial Treasury.
e Conduct a skills audit of IT to determine the competencies and additional
skills required
e Provide the MM and Corporate Services director an update on all
equipment that has been updated
e Do a cost analysis of providing emergency backup systems for the IT
infrastructure
Political ~ and | 4 Maintain the resolution register and ensure the implementation of council
Administrative resolutions is monitored.
Interface

A copy of the council resolutions and the copy of the council register
should be kept in the Office of Speaker and to ensure the Office of the
Speaker should ensure that management implements all resolutions
taken by council, moreover the Municipal Manager must be accountable
for the non-implementation of resolutions taken by council especially
those meant for different Directorates

INSTITUTIONAL RESCUE PHASE

To support the achievement of the financial recovery plan and the targets specified for Phase
1, it is recommended that the Rescue Task Team focus on the following institutional issues:

Focus Area Rescue Phase Activities
Organisational e Solicit comments from CoGTA and SALGA on the new structure to ensure
structure and that it is aligned to the Municipal Staff regulations.

Operating Model

Ensure that the vacancy rate is determined following the adoption of the
new structure

Ensure that the current job evaluation by SALGA is aligned with the new
organisational structure.
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Focus Area

Rescue Phase Activities

Development/Review and evaluation of all job descriptions.

Costing of the adopted organisational structure.

Placement of staff in the approved organisational structure in accordance
with the placement policy.

Filling of Critical
Vacancies

Finalise the appointment of the Directors of REDP and Community
Development

Develop and adopt a model for the identification and filling of the vacant
critical positions.

Employee cost

Review of overtime policy to be in line with the basic conditions of
employment act and divisional collective agreements.

Capping of overtime (not more than 40 hours per month and only for
critical service delivery positions)

Finalise the overtime arrangements with essentials services and reach an
amicable agreement on the process to be followed.

Perform an audit of the overtime per each department

Implementation of consequence management for non-compliant with the
applicable policies.

Change
Management

Develop and adopt Change Management Strategy

Identify change management interventions to mitigate low staff morale
Sensitize employees and organised labour about the current financial
state and the implementation of the FRP.

Commutate all interventions currently undertaken by the municipality
especially the revised structure, the 2 task grade up mitigation and the
FRP

Identify change agents and develop communique in the form of a
newsletter of common meetings.

Conduct employee satisfaction survey.

Skills &
competencies

The municipality must conduct a Skills Audit to identify the existing set of
skills within the organization and the skills and knowledge the
organization will need in the future.

Placement of employees in line with competencies.

Budget Provision of 1% Skills development levy of the employer’s total
annual payroll in line with the Skills Development Act.

Institutionalize the role and responsibilities of managers in the training &
development of their subordinates.

Ring-fence the mandatory grants for training and development.

Staff  discipline
and Disciplinary
Board

Enforce the Code of Conduct consistently and fairly
Establish a Disciplinary Board and ensure that it is functional.
Prepare and maintain a disciplinary case management register.
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Focus Area

Rescue Phase Activities

Draft a consequence management policy and table it to council for
approval. Workshop the Code of Conduct regularly and ensure that
declarations of interest forms are signed annually.

Training of a significant number of officials as initiators and presiding
officers to handle internal disciplinary.

Installation of the clocking System.

Provide training for the Disciplinary Board.

Performance
Management

Annual review of the PM System/Performance Management Policy.
Conduct quarterly assessment for senior managers and submit reports to
council.

Enforce consequence management for poor performance.
Cascade PMS to employees lower than the managers.
Conduct the performance assessment of all employees.

Consequence
Management

Develop and implement Consequence management Policy to promote
fundamental principles of effective and efficient utilization of public
resources and transparent and accountable financial management
practices.

Key HR Policies

Ensure that the various policies are aligned to the Municipal Staff
Regulations (Gazette No 45181) of 2021 effective 1 July 2022.

Ensure that the new policies identified below, are tabled to the LLF,
Mayco and finally to Council for approval:

Car Allowance Policy

Cellphone Allowance Policy

Firewall Implementation Policy

IT Governance Framework

IT Change Management Policy

Patch Management Policy

Back Up Policy

Disaster Recovery Plan

ICT Security

Management Policy

IT Access Control and User Access Management Policy

ICT Disaster Recovery Policy

VIP Protector Allowance Policy Implement and workshop policy changes
to employees and councillors.

Conduct workshop on the approved policies to all employees.

O O 0O OO0 OO O o0 0 o0 o

HR Strategy

Ensure that the HR Strategy is developed and finalised following the
review and input from SALGA and EC CoGTA
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Focus Area Rescue Phase Activities
Physical o Current employees should be requested to provide copies of certified
Verification of certificates (as a start) and/or originals for verification or the municipality
staff and can engage third parties to undertake the verification.
qualifications e Perform background checks for all the municipal employees.
e Perform regular employees’ physical verifications against the payroll.
Records ¢ Review and implement the Record Management Policy, File plan and the
Management Registry Procedure Manual
e Finalise the process following the invitation to tender on an electronic
record management system
¢ Follow up with the Provincial Archives on their review process on the Fire
Plan
Leave ¢ Implementation of the Leave Management Policy that was adopted and
Management approved by Council
e Finalise the process and work plan to identifying officials who have
abused leave and sick leave.
Third Party | e Finalise the partial payment toward COIDA and confirm the payment
Payments arrangements towards the full payment to the Department of Employment
and Labour (DEAL).

Financial Management

FINANCIAL RESCUE PHASE

Given that this intervention has been invoked because of a crisis in the financial affairs of the
municipality, in this phase of the recovery plan, emphasis will be placed on the cash and cash
position of the municipality, as well as restoring some of the basic principles of good financial
management. The strong emphasis on improving the cash position is to create an availability
of resources to address some of the most immediate and visible service delivery challenges.
Cost-cutting measures must be implemented. However, an emphasis on cash and municipal
finances does not preclude the municipality from addressing governance and institutional
issues.

In this phase, emphasis also leans towards “quick wins” - what are the issues that require
relatively little effort or resources to be addressed but would make meaningful inroads towards
the overall recovery process.

The phase is expected to last between 8 to 12 months. A few critical, high-level indicators
were selected to guide this phase of the recovery plan. Progress on meeting these indicators
will be monitored monthly by the Oversight and Monitoring Committee (or the working group
if monthly monitoring is delegated to them) as well as the Implementation Team. The

53
O R Tambo District Municipality — Financial Recovery Plan




).R. TAMBO

ke
DISTRICT MUNICIPALITY

Oversight and Monitoring Committee can also approve updating of the targets as the
implementation of the plan progresses.

The 7 high-level indicators selected for this Phase are:

@ 0o0op

Progress towards a Funded Budget including a budget funding plan.
Cash flow management and periodic cash balancing.

Cost Containment.

Revenue billing and collection
Decrease in water losses.
Payment of Creditors.

Fast tracking quality spending of Conditional Grants.

In addition, indicators relating to the capital program and the reduction of unaccounted,
irregular, fruitless, and wasteful expenditure have been included. High-level targets for
governance and service delivery are specified separately.

Budget parameters and targets

Rate (5%) + 1,
0% average
growth rate.

Add 5%
increase for
improved
operational
efficiencies
(billing of
unmetered
consumption)

Rate (5%) + 1,
0% average
growth rate.

Add 5%
increase for
improved
operational
efficiencies
(billing of
unmetered
consumption)

Rate (5%) + 1,
0% average
growth rate.

Add 5%
increase for
improved
operational
efficiencies
(billing of
unmetered
consumption)

Budget Item 2023/24 2024/25 2025/26 Assumptions
Budget Budget Budget
Parameters Parameters Parameters
Service 2021/22 2023/24 2024/25 The Cost of
charges - audited AFS + audited AFS + audited AFS + Supply Study
water 2022/23 CPI 2022/23 CPI 2022/23 CPI is extended to

water,
sewerage and
sanitation as
well as refuse
removal.

All properties
are metered.
Decrease in
illegal
connections.

5% adjustment
for phasing in
of cost
reflective tariffs
for the years
2024/25 and
2025/26.
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Budget Iltem 2023/24 2024/25 2025/26 Assumptions
Budget Budget Budget
Parameters EEETEES Parameters
Improved
revenue
management
practices.
Post billing
reconciliations
are performed.
Reconciling
items are
addressed
timely.
Service 2021/22 2023/24 2024/25 The Cost of
charges - audited AFS + audited AFS + audited AFS + Supply Study
sewerage and | 2022/23 CPI 2022/23 CPI 2022/23 CPI on is extended
sanitation Rate (5%) + 1, Rate (5%) + 1, Rate (5%) + 1, to water,

0% average
growth rate.

Add 5%
increase for
improved
operational
efficiencies
(billing of
unmetered
consumption)

0% average
growth rate.

Add 5%
increase for
improved
operational
efficiencies
(billing of
unmetered
consumption)

0% average
growth rate.

Add 5%
increase for
improved
operational
efficiencies
(billing of
unmetered
consumption)

sewerage and
sanitation as
well as refuse
removal.

All properties
are metered.
Decrease in
illegal
connections.

5% adjustment
for phasing in
of cost
reflective tariffs
for the years
2024/25 and
2025/26.

Improved
revenue
management
practices.

Post billing
reconciliations
are performed.
Reconciling
items are
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Introduction of
capped

Agreement,
budget for a
maximum 5%

Agreement,
budget for a
maximum 5%

Budget Iltem 2023/24 2024/25 2025/26 Assumptions
Budget Budget Budget
Parameters EEETEES Parameters
addressed
timely.
Interest 2023/24 2024/25 2024/25 Improved cash
received - Budget multiply | Budget multiply | MTREF budget | management
investments by (FY2021/22 | by (FY2021/22 |+ 2025/26 CPl | practices.
interest interest Rate
received received Improved
divided by divided by cashflow
averaged cash | averaged cash projections.
and cash and cash
equivalents equivalents
balances) balances)
Government 100% of grant 100% of grant 100% of grant Full utilisation
grants and funding funding funding of government
subsidies received is received is received is grants and
utilised. utilised. utilised. subsidies.
Unspent uUnspent Unspent Unspent
conditional conditional conditional conditional
grants 100% grants 100% grants 100% grants 100%
cash-backed cash-backed cash-backed cash-backed
Sales of As per 2021/22 | 2023/24 2024/25 Operational
Goods & audited AFS MTREF MTREF budget | efficiencies
Rendering of budget + +2025/26 CPl | achieved in
services 2024/25 CPI Rate line with the
Rate FRP
Implementation
Plan
Employee Finalise Cap overtime Cap overtime Removal of 2
related costs budgeted for the financial | for the financial | tasked grades
organogram year 2024/25 year 2025/26 approved in
and reduce the the FY2023/24,
resources. Salaries and Salaries and FY2024/25 and
Costs to be benefits benefits FY2025/26.
determined increases are increases
post the frozen. remain frozen. Budgeted
approval of vacancies to
organogram. Salary Salary be filled in line
increased to be | increased to be | with savings
Reduce determined by determined by achieved.
overtime by the Bargaining | the Bargaining
80%. Council Council
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Budget Iltem 2023/24 2024/25 2025/26 Assumptions
Budget Budget Budget
Parameters EEETEES Parameters
allowances ito | increase in increase in
standby salaries. salaries.
Salary
increased to be
determined by
the Bargaining
Council
Agreement,
budget for a
5% increase in
salaries.
Remuneration | 100% per 100% per | 100% per Operational
of councillors | Gazetted Gazetted Gazetted efficiencies
maximums, maximums, maximums, achieved in
subjectto FRP | subject to FRP | subjectto FRP | line with FRP
Progress Progress Progress Implementation

Plan

Debt
impairment

Per approved
budget
parameter
(100% - 85% =
15%

Per approved
budget
parameters
(100% - 88% =
12%

Per approved
budget
parameters
(100% - 92% =
8%

Operational
efficiencies
achieved in
line with the
FRP
Implementation
Plan

Depreciation | 100% per 100% per 100% per Operational
and GRAP 17 GRAP 17 GRAP 17 efficiencies
amortisation | Standard Standard Standard achieved in
line with the
FRP
Implementation
Plan
Bulk 2021/22 + 2023/24 2024/25 The
purchases- 2022/23 Municipality increase municipality
Raw water Municipality allocated +average has not been
allocated according to its | growth rate servicing the
according to its | affordability its obligation to
affordability due to financial | Compliance the
due to financial | difficulties with NT Budget | Department of
difficulties Circular Water and
Compliance Sanitation
with NT Budget mainly
Circular because of
cash flow
problems
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Budget Iltem 2023/24 2024/25 2025/26 Assumptions

Budget Budget Budget

Parameters EEETEES Parameters

Contracted Norm between Norm between Norm between Municipal
Services 2% - 5% per 2% - 5% per 2% - 5% per employees are

NT NT NT capacitated to

benchmarks. benchmarks. benchmarks. perform meter
reading.

Reduce by 5% | Reduce by 5% | Reduce by 5%

- 10% - 10% - 10% Additional
reductions to
be identified by
the
municipality
from 2024/25
to align with
NT benchmark.

Repair and FY2022/23 FY 2023/24 + FY 2023/24 + Repairs and
maintenance | repairs and 5% increment | 5% increment | Maintenance
maintenance + budget is

5% increment utilised

towards the
maintenance
to functional
municipal
assets. The
expenditure is
still far below
8%

Improved
expenditure
management
practices.

General
Expenses

Reduce
MTREF with
5% per annum
for cost
containment
impact

Reduce
MTREF with
5% per annum
for cost
containment
impact

Reduce
MTREF with
5% per annum
for cost
containment
impact

Cost
containment
measures are
effective.

The FRP
assumed a
limited growth
in expenditure
by additional
savings may
be possible.
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EINANCIAL FORECASTING MODEL FOR IMPLEMENTATION OF THE ORTDM
FINANCIAL RECOVERY PLAN

A financial forecasting model has been used to set financial targets for the OR Tambo DM
FRP over the MTREF period. The financial model escalation formulas used the following
growth rates per annum over the recovery period:

CPI — 5% for 2023/24, 2024/25 and 2025/26

Local growth - 1% per annum

Grounded on adherence to the above budget parameters, it is anticipated that the municipality
will progressively move towards a position of improved financial sustainability over the 3-year
period as illustrated in the table below. If key operational efficiencies are achieved in line with
FRP Implementation Plan, it could be expected that the projected cash shortfall of R242 million
at the end of the 2021/22 Financial Year will decline to a cash shortfall of R177 million at the
end of the 2022/23 Financial Year, thereafter the cash position will likely improve to a cash
shortfall of R53,6 million at the end of the 2023/24 Financial Year after which it will improve to
a R367 million surplus in 2024/25 and R936 million at the end of the 2025/26 Financial year.
The net cash position should improve to levels sufficient to boost the cash coverage ratio to
within acceptable norms over the MTREF period. Any surplus cash, over and above the
required levels, should also be prioritised towards payment of outstanding creditors’ balances.
An improved appetite to pay creditors will enhance the public perception and re-establish
supplier confidence in the municipality. If these positive trends could be achieved and
sustained, it could realistically be expected that it will take the municipality a period of 2-3
years to move to a fully cash-backed funding position.

Forecasted Change in Cash Surplus

700
600
500 421
400
300
200
100

0
100 ]

-200 -123

568

R'million

1

Financial Year

W 2023/24 ®m2024/25 2025/26

The forecasting model is flexible, and figures will be adjusted annually to align with the revised
FRP activities and facilitate sustained financial health improvement. The municipality’s
adherence to the Financial Recovery Plan will be monitored in terms of its achievement of the
targets for revenue and expenditure set out in the financial forecasting model.
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2023/24 MTREF TARGETS:
awcermen | e | 2emars | REIERS | ewoer o [TUEES DM zoaaes wrrer (TUTEES DO
R000 (Forecast) R 000 CALCULATION) R 000 BUDGET R000
R000 R 000
REVENUE
Property Rates
Electricity
Water Revenue 241 297 266 434 280 555 280 555 295742 329 752 366 025
Sanitation Revenue 62 456 124014 130 587 130587 137 656 152 798 169 605
Refuse Revenue
Interest: Debtors 32878 20 750 22 030 22030 22 000 23 000 24 000
Investment Revenue 10 902 30 000 30 000 4000 4000 14179 19918
Operational Grants 1007 695 973638 1182672 1182 672 1182672 1248 704 1316 008
Rental of Fixed Assets 416 3225 40 40
Other Revenue 17 225 160 653 167 297 167 297 184 027 202 429 222 672
Total Operational
P 1 372 868| 1578 714 1813 181 1787 181 1 826 096 1970 862 2118 228
Revenue
EXPENDITURE
Employee Cost 775 644 740 534 770 920 770 920 770 920 809 466 849 939
Remuneration of
. 20297 24329 25514 25514 25514 26 764 28 022
Councillors
Depreciation and
) ) 236 910 170 461 239 349 239 349 239 349 245197 253 500
impairment
Debt Impairment 115178 105 290 127 508 127 508 68 310 60 666 44770
Finance Charges 21819 1 1 1
Bulk Purchases/
58 234 68 245 81146 81146 81146 83375 86 139
Inventory consumed
Contracted Services 127 996 136 513 157 453 157 453 141708 127 537 114 783
Transfers and Grants 53 696 62 227 67 113 67 113 67 113 70 947 74 964
Other expenditure 207 846 196 055 212 507 212 507 201 882 200 095 209 403,
Total Operational
P 1617 620, 1 503 654 1681 510 1681 510 1595 942 1624 048 1661 522
Expenditure
Surplus/ (Deficit) (244 751) 75 060 131 671 105 671 230 154 346 814 456 707
SCHEDULE A8:
Cash and
Investments
available
Cash Equivalents at 388728 235547 138970 170775 170775 664 274 1255472
year end
Total 388 728 235 547 138 970 170 775 170 775] 664 274 1 255 472
Application of Cash
and Investments
Unspent Conditional (188 433) (106 769)
Grants
Statultory 46 465
Requirements
Working Capital
Requirements (Debtors (339 339) (156 654) (48 555) (48 555) (48 555) (93 873) (87 046)
minus creditors)
Other provisions (149 222) (148 633) (175 843) (175 843) (175 843) (203 159) (232 444)
Total (630 529) (412 056), (224 398), (224 398), (224 398) (297 032) (319 490)
Surplus/ (Shortfall) (241 800) (176 509) (85 428) (53 623) (53 623) 367 242 935 982
Assumptions: CPI 5%. Growth 1%)
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The municipality receives 24% of its revenue as operational subsidies, which is forecasted to
improve over the MTREF if the FRP is implemented effectively. The municipality must
generate its own revenue to enable it to improve the water and sanitation infrastructure in its
four local municipalities. The collection rate is still far below the norm of 95%. For the year
ended 30 June 2023, the collection rate is anticipated to be under 70% due to poor revenue
management implementation and poor leadership. The municipality is highly depended on
grants and this culture must change so that it can begin to address the repairs and
maintenance of the dilapidated infrastructure.

The FRP was premised on saving on the following cost items:

Expense

Consideration

Employee Cost

The expense was identified from current payroll
information which indicated a decrease from the
previous year possibly as a consequence of vacant
positions. The FRP assumed a growth of 5% as the
municipality should consider the consolidation of
certain line functions and sharing services with similar
entities. The payroll increased by approximately 50%
over the past three years and therefore the
consolidation of functions and the reallocation of
employees to other functions are possible.

Remuneration of Councillors

The remuneration of councillors is within the guideline
for fees and the FRP therefore applied an increase to
take inflation into account.

Depreciation

The correct calculation of depreciation based on GRAP
17. The depreciation included in the FRP was therefore
premised on the determination by the municipality,
which is understated due to limited resources and
unfunded mandates expenditures

Contracted services

The municipality incurred cost described as contracted
services in respect of the following during 2021/22:

¢ Professional services — R63,9m

e Outsourced services — R38,4m

e Contractors— R25.6m

The cost of R127.9m represented a material decrease
from the 2021 financial year from R146,7M and the
FRP was therefore premised on an ongoing retention
of contracted services at the current values.

Other expenditure

The general expenditure of the municipality amounted
to R207.8m during 2021/22 of which the material
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amounts were in respect of electricity purchases
(R89,4m), Hiring charges (R14,4m), Travel and
subsistence (R23,3m), wet fuel (R17,4M), Learnership
(R13,3M) and bargain council R7.3m). The FRP did not
assume that any of the expenses were additional to the
needs of the municipality but the municipality should
comply with cost containment regulations. The FRP
assumed that general expenses will increase by a
factor linked to inflation.

Cash flow management: The municipality owes approximately R587m to creditors at year
ended 30 June 2023 and under the current trends, the creditors over the MTEF are projected
to be R710,6M, R781,6M and R867,6M if the municipality continues to experience cash flow
problems. These exclude the unspent conditional grants of approximately over R200M of
which the rollover may not be approved due to the conditions not being met. The FRP
assumed that the municipality will intensify the revenue collections beyond the 95% collection
rate mainly because of the huge balance of gross debtors.

SCM and UIF & W: The municipality incurs UIF & W on an ongoing basis and appointments
are being made as deviations or without any SCM process, due to the urgency of expenditure
and overriding of controls as well as poor control environment. The municipality must
implement a contract management committee to ensure historical and new appointments are
SCM compliant; Moreover, the officials who were found to be implicated in the SIU report
regarding their involvement in the PPE scandals including SCM manager, are still heavily
involved in the value chain whereby controls are overridden on a continuous basis. There is a
very serious concern. The municipality is also under the investigation by SIU regarding the
project called “the provision of strategic, technical and operational support services to the
Strategic programmes and Project Management Office”.

Financial controls and audit improvement: The municipality has not experienced any
improvement in its audit outcomes over the past five years. It implemented an audit action
plan in terms whereof it identified the areas required for improvement. The financial statements
for 2022 further included material restatements of the prior year comparative amounts which
reflects on the quality of information recorded on its systems, especially Property, Plant &
Equipment, Incomplete Irregular expenditure, and incomplete prepayments.

Grants: The municipality receives capital and operational grants which amounted to R918.1m
for the 2023 financial year. The grants are not going to be fully spent at year end based on the
balances as at 31 May 2023. The municipality needs to improve its project and contract
management capacity to ensure DORA compliance and improve infrastructure and service
delivery.

To support the achievement of the financial recovery plan and the targets specified for Phase
1, it is recommended that the Rescue Task Team focus on the following financial issues.
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Rescue Phase Activities

The municipality should prevent prepayments from conditional grants and
if there is any need for such the municipality must follow the process
outlined in the DoRA.

The municipality must disclose in its AFS all prepayments made to
contractors and any value for money thereafter if any. This will enable
municipality to see the depths of the challenges and formulation of
solutions thereafter

Develop and implemented procedure manuals to ensure UIF&WE
registers are updated monthly.

The municipality must also put in place a realistic funding plan for repairs
and maintenance to correct the past and future 1% average which must
be improved towards 8% as per the norms and standards.

The municipality must build in-house capacity. Skills development &
training must focus on enhancing technical skills on existing personnel.
Revise the 2023/24 MTREF Budget and prepare a 3-Year Budget
Funding Plan.

Monthly BFP Progress Reporting against impact indicators

Undertake budget and actual line-item analysis for the 2023/24 and
2024/25 financial years

Tariff Review to reflect cost (include cost-of-supply exercise)

Implement a Budget funding plan with clear activities and goals.
Austerity and cost cutting measures to be reflected in the 2023/24 Budget.
Intensify revenue collection measures to improve the cash position.

Implementation of all policies fully.
Review of all budget related policies
CFO to monitor full adherence to policies.

Focus Area
Funded Budget
Status
Budget related
policies  (finance
and human
resources)
Revenue
Management
(Value Chain/
revenue raising
measures)

Conduct training for both BTO and Water & Sanitation staff on monthly
reconciliation for metered volumes at treatment works and the billed units.
Meter reading should be done monthly, and variances be attended to
promptly. Any losses identified should be corrected

Reconcile tariffs approved by Council and tariffs captured on the financial
Management System (SOLAR) and correct discrepancies.

Perform reconciliation on valuation roll of LMs and billing system and
correct discrepancies.

Data cleansing. Conduct database cleansing for client personal
information for emails and SMSs.
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e Conduct verification of existing bulk meters and their location. Start the
process for Procurement & installation of bulk meters. Monthly reading of
meters.

e Perform daily and weekly reconciliations on all revenue received.

e Develop own Revenue Enhancement Strategy.

e Reconcile government debtors and enter into payment agreements.
Implement the credit control and debt collection policy.

e Capacitate the Revenue Management Section to improve efficiencies.

e Identification and registration of Indigent Households for free basic
services (to reduce debtors).

Customer Care
and data accuracy

e [Establish an effective customer care unit and update a policy on
customer care.

e Customer Care Charter should be implemented.

e Acquire the required tools of trade to enhance effectiveness on service
delivery

Cost reflective | ® Conduct service cost assessment to determined cost reflective tariffs.
tariffs e Application of the NT Tariff Tool to assess tariffs for cost coverage
Indigent ¢ Review the debtor’s book and identify long outstanding debts, reconcile
Management with the indigent register, and recommend write offs.

e Review of the indigent register to cover the whole municipality.

e Verify qualifying indigents at least quarterly and update the indigent

register.

Supply Chain | ®* Review SCM policy to deal with any internal controls weaknesses
management identified and ensure they are aligned to all applicable legislation.

e Procure goods and services in line with SCM policy and regulations.

Cost Containment

Capacity and skills at BTO

and cash flow | Capacitate the BTO with competent personnel who have requisite skills to
management perform key and core functions.
Escalating Fruitless and wasteful expenditure.
Prepare and implement monthly cashflow forecasts.
Adhere to payment of invoices within 30 days as stipulated in regulations.
Negotiate and honour payment arrangements entered with creditors.
Cashflow forecasts not being adhered to.
The CFO must regularly appraise top management about the feedback iro
cash flow status quo and corrective measures thereof.
Maintain robust cash management tool.
Financial Control | Effective, efficient and economic use of financial resources

environment

Appoint competent personnel and continuous training of officials.
Review of SOP’s, training of staff and support with implementation.
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Hiring of competent personnel to lead and manage specialised divisions
within the municipality.

Ineffective Information systems and automated controls

Restrict unauthorised access to the accounting system and authorised users
should have rights to transact only on their functions.

Maintain an activity log on all transactions posted on the system.

Review the correctness of transactions posted on the system before being
processed.

Financial affairs records are not kept in accordance with prescripts
Develop records management procedure in line with regulations, train staff
and support with implementation.

Monthly reconciliation of accounting records must be prepared and reviewed
by appropriate officials.

Risk Management function not adequately implemented

Appoint highly competent and experienced Chief Risk Officer position.
Compilation of a risk register that considers AG findings, inherent risks faced
by the municipality in the prevailing control environment and organisational
culture.

Before IA prepares the IA risk plan, it should ensure that the risk plan is
complete and accurate.to identify all the significant risks

UIF&W and other losses are not prevented.

Develop UIF&W strategy.

Review tariff policy.

Review revenue management and control environment.

Audit on tariff structures.

Ineffective credit control and debt collection

Review credit control policy to ensure effectiveness in achieving the intended
outcome.

Ensure correctness of consumer data and billing credibility.

Inadeguate reconciliation controls.

Training of officials on all reconciliation control requirements.

Ensure full compliance to MSCOA regulations.

Ineffective system of expenditure control.

Review expenditure management SOP’s.

Provide training on implementation of SOP

Loss of control over agency fees.

Review and revise contracts which are not in favour of the municipality.

Creditor
management

Inaccurate creditors records

Ensure that creditors have an accurate and legitimate claim in terms of money
owed.

Improve creditors records management and processing of transactions.
Prepare creditors reconciliations for bulk suppliers.
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Ensure that invoices enter the institution from one centre and improve general
controls.

Creditors payment period above the norm

Negotiate feasible payment arrangements which the municipality can honour.
Incur expenditure in terms of the approved 2022/23 budget.

Grant
management

Persistent material underspending of conditional grants over the past
years

Municipality must adequately prepare PIPs and consult on the draft to ensure
that projects are ready for implementation and are thoroughly consulted with
Council and leadership.

The PIPs must be prepared such that contractors get awarded before the
beginning of the financial year.

Use of conditional grants to fund operational expenditure.

Incur expenditure in terms of the approved budget and conditions of the grant.
Unspent conditional grants not backed/supported by bank balance.
Payments from conditional grants amount received should be according to
the conditions of the grant being met.

Cash-backing of all unspent conditional grants

mSCOA
Implementation

Discrepancies on the 2022/23 tabled budget, usage of MSCOA
segments.

Make the system support service provider accountable and resolve issues
relating to the system.

MSCOA road map to address identified challenges not developed.
Update and implement mSCOA Road Map

MSCOA Steering Committee should be functional/implement its duties

Data Strings not credible

Timeous Submission of credible data strings

Key Functional Modules not implemented

Development of implementation plan for non-functional modules such as
asset management modules.

Financial reporting

Capacitate the BTO with officials and other staff from other departments
especially water and sanitation with appropriate skills and improve document
management to ensure AFS are compile and submitted as credible.

Preparation of AFS

Capacitate the BTO with officials with appropriate skills to prepare Credible
AFS.

Asset
Management

Below norm spending on repairs and maintenance

Develop and implement an asset maintenance plan.

No “own funded” infrastructure projects

Increase revenue baseline for more income.

Institute adequate controls to ensure improved revenue collection.

Under spending of capital expenditure budget

Incur expenditure in terms of the approved budget and conditions of the grant.
Improve budget controls to avoid misappropriation of funds.

No mechanisms to monitor the asset management consultants.
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Capacitate the BTO with officials with appropriate skills to monitor and review
work done by consultants.

Failure to reconcile the Asset Register to the General Ledger and AFS.
Capacitate the BTO with officials with appropriate skills to monitor and review
work done by consultants.

Assets are not correctly classified in the asset register.

Capacitate the BTO with officials with appropriate skills to monitor and review
work done by consultants.

Finance/ Technical
interface

No adeguate controls in place to ensure collaboration between Finance
and PMU

Institute adequate controls to ensure collaboration between Finance and
Project Management Unit.

Data collection and processing for billing purposes ineffective.

Establish weekly formal meetings between Technical and Finance to
investigate households not being billed and meters not being read.

Meter reading should be done monthly.

SERVICE DELIVERY

To support the achievement of the financial recovery plan and the targets specified for Phase
1, it is recommended that the Rescue Task Team focus on the following service delivery

issues:
Focus Area | Rescue Phase Activities
Status of project | ¢ The DM must calculate the losses incurred and start recovering the
management losses from affected parties (Examples are Ntsonyini dam).

¢ Punitive actions must be taken against the identified parties.

e Extensive capacity building must be done in the project management
and compliance issues

e The DM must compile a list of all similar projects and perform
effective corrective action to enhance service delivery.

e The DM to ensure that appointed contractors secure the respective
premises and provide security for the safe guarding of equipment.

Water Losses

e The DM to prioritise the installation of bulk meters during the
2023/2024 financial year.

e The DM must develop a strategy to identify illegal connections with
the relevant stakeholders such as community leaders and expedite
law enforcement in the respective area(s).

Persistent
material
underspending of

e The DM must monitor the implementation of its PIP’s, to address the
challenges from the feedback and feedforward controls so as to be
proactive in preventing the underspending.

e The procurement plans must be aligned to PIP.
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conditional
grants

Competent skilled staff to be appointed or identified to manage the
process of implementation in line with deliverables.

Continuous roll-
over application

Develop effective procurement plans and strengthen & monitor the
bid committees

Status of disaster
management
center

The DM must prioritise the resources for the completeness of
disaster management centre.

Inability to spend
disaster funds

The DM must be capacitated to apply and implement the SCM
prescripts to spend disaster funds without incurring irregular
expenditure.

Advance
payments

The DM should champion the process to compile a list of all the
projects where payments were advanced to service providers,
identify where there are gaps in terms of shortages, vandalisms,
financial losses and deficiencies.
Comprehensive corrective measures be taken to address backlogs
for the benefit of the communities

Project
Implementation
plan (PIP)

The DM must prepare a PIP at least 6 months before it is presented
to council and relevant transferring departments for thorough
consultations and participations.

PIP must be accompanied by the implementations in terms of
realistic procurement plans and be monitored to ensure
procurements are finished at before the beginning of ensuing
financial year.

Operation and
maintenance plan

The DM must prepare an operation and maintenance plan every year
in order to be proactive in preventing asset impairment and
enhancing the useful lives of assets.

The municipality should reallocate its budget from non-core activities
to the repairs and maintenance budget

Unfavorable blue
drop status

Monitoring of the external service provider on the implementation of
the requirements of bluedrop status

Ensure that there is continuous skills transfer, skills development and
training and capacity building of personnel during this process.

Fleet
Management

Assign a suitably qualified official to execute fleet management
functions.

Implement the following effective internal controls to manage
municipal fleet:

o Pre-authorisation of trips by Management

o Install trackers in all fleet

o Promotion of safe driving habits

o Continuous interval physical inspections of fleet
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o Bi-weekly reports on the performance of fleet
o Reconciliation of fuel with service delivery mileage

Auction obsolete assets.

Master Plans

Bulk meters Conduct a meter audit and install bulk meters at all water treatment
plants.
Periodic reconciliation must be done monthly to assist with the
prevention of losses.

Status of Develop a comprehensive sanitation master plan.

Infrastructure Initiate the process for the implementation of recommendations of

the master plans.
Initiate the process for the review the water master plan.

Asset
Management

The PPE must be updated monthly in terms GRAP 17 by both BTO
and Water & Sanitation department with top management involved
by obtaining the monthly reports and to resolve any challenges
identified.

Possible falsified or duplicated work certified should be investigated
to account, together with any authorised wasteful expenditure

The DM has paid some service providers in advance and the
classification of those advance payments are included in the WIP
register

The DM must identity the completeness of all prepaid expenditures
and transfer them from WIP register to prepaid expense account.
The DM must identify all service providers paid in advance and
unfinished projects which should be investigated and where
misappropriated wasted funds should be recovered.

A realistic plan must be put in place to align the repairs and
maintenance with the norms and standards of 8%. This should align
with the final budget.

Develop and implement an asset maintenance plan.

PHASE 2: STABILISATION PHASE (12 — 24 MONTHS)

In this phase of the recovery process, the focus is intended to shift from quick, visible wins to
addressing stability through the institutionalisation of achievements of Phase 1. Financial
targets under Phase 1 will still be monitored and additional targets may be added as necessary
from the work undertaken in the rescue phase.

In addition to the high-level indicators listed in Phase 1, improvement in audit outcomes is
another key indicator to be assessed in terms of financial stability.
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This phase is expected to last between 12 to 24 months or longer depending on progress
made by the municipality.

GOVERNANCE

To support the achievement of the financial recovery plan and the targets specified for Phase
2, it is recommended that the Stability and Sustainability Task Team focus on the following

stabilisation issues:

Focus Area

Rescue Phase Activities

Governance Model

o Develop a strategy to address persistent negative audit outcomes and
to reduce UIF&W.

¢ MPAC must hold council, the executive committee and management
accountable on the implementation of the strategy.

e Ensure that there is MFMA compliance with regard to budget
adjustments and other related Council processes

¢ Implement controls to reduce and stop UIF&W

¢ Implement consequence management in compliance with code of
conduct and financial misconduct regulations.

Powers and ¢ Conduct an in- depth analysis of cost implications of providing sports,
functions libraries and arts and culture services on behalf of the Province.
¢ Review the annual SLA submitted for providing these services and
negotiate rates.
e Develop and implement the SLA
Contract e Conduct a detailed audit of all contracts.
Management e File Court papers to review and set aside all irregular contracts.

e Terminate all month-to-month contracts
e Enter into affordable payment arrangements with creditors.
e Submission of monthly performance monitoring reports on contracts.

Litigation and
Contingent
Liabilities

¢ Investigate contingent liabilities and meetings with claimants to be
held where legal action can be suspended to resolve claims amicably.

e Implement policies and legislation.

e Maintain updated litigation and claims register.

e Honouring of payment arrangements with creditors.
e Capacitate the legal and the SCM staff members.
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Rescue Phase Activities

Focus Area
Systems of o Develop system of delegations which clarifies roles and table for
delegations approval.

¢ Develop and implement the sub-delegations

¢ Develop and maintain a delegations register
By-law and e Audit of current by-laws to confirm what is existing; needs updating
enforcement and/or crafting of new by-laws.

e Review all by-laws on an annual basis or as circumstances require.

e Develop and approve policy and process plan for review and

rationalise by-laws.
Report on revenue generated from enforcement of by-laws

UIF&W and o Review the strategy to address persistent negative audit outcomes
Consequence and to reduce UIF&W.
Management e MPAC must hold council, the executive committee and management

accountable on the implementation of the strategy.

e Implement consequence management in compliance with code of
conduct and financial misconduct regulations.

¢ Implement consequence management for UIF&W cases identified in
the Council approved investigation reports.

¢ Implementation of UIFW expenditure reduction plan.

e Monthly and quarterly UIFW expenditure registers in place be
updated, audited by internal audit, reported to MAYCO and Council.
Then MPAC should investigate

Audit action plans
(internal and
external)

e Internal audit should provide monthly assurance on the reported
progress and PoE.

e Fast track the implementation of Post Audit Action Plans.

Internal audit and
Risk Management

¢ Quarterly reports on internal audit and risk management.

e Update and report progress on implementation of AG audit action
plan.

e Finalise the recruitment and placement of the Chief Risk Officer

Information &
Communications
Technology

e Update website.
e Secure data storage, back- up, and recovery solutions.

¢ Implementation of institutional calendar of meetings for ICT steering
committee.
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Focus Area

Rescue Phase Activities

e Fast track the tender and appointment of the professional IT service
provider for IT refresh.

e Fast-track the review process of the IT Governance Framework and
BCP with CoGTA and Provincial Treasury.

e Conduct a skills audit of IT to determine the competencies and
additional skills required

e Provide the MM and Corporate Services director an update on all
equipment that has been updated

¢ Do a cost analysis of providing emergency backup systems for the IT
infrastructure

Political and
Administrative
Interface

e Maintain the resolution register and ensure the implementation of
council resolutions is monitored.

¢ A copy of the council resolutions and the copy of the council register
should be kept in the Office of Speaker and to ensure the Office of
the Speaker should ensure that management implements all
resolutions taken by council, moreover the Municipal Manager must
be accountable for the non-implementation of resolutions taken by
council especially those meant for different Directorates

INSTITUTIONAL

To support the achievement of the financial recovery plan and the targets specified for Phase
2, it is recommended that the Stability and Sustainability Task Team focus on the following

stabilisation issues:

Focus Area Rescue Phase Activities
Organisational Ensure that the vacancy rate is determined following the adoption
structure and of the new structure
Operating Ensure that the current job evaluation by SALGA is aligned with the
Model new organisational structure.
Ensure that the job descriptions for the new posts and exiting posts
are finalised.
Filling of Confirm the vacancies following the adoption of the new structure
Critical and develop a plan on filling the posts with existing staff with
Vacancies required skills sets for the respective positions.
Employee Finalise the overtime arrangements with essentials services and
cost reach an amicable agreement on the process to be followed.
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Focus Area

Rescue Phase Activities

Perform an audit of the overtime per each department

Change
Management

Develop and implement a change management strategy.

Identify change management interventions to mitigate low staff
morale

Conduct employee satisfaction survey and implement the results
therefrom.

Sensitize employees and organised labour about the current
financial state, the process followed to remedy the 2 task grade up
process, the implementation of the revised organogram focusing on
job security and the introduction of the FRP

Identify change agents and develop communique in the form of a
newsletter of common meetings and events.

Skills &
competencies

The municipality must conduct a Skills Audit to identify the existing
set of skills within the organization and the skills and knowledge the
organization will need in the future.

Placement of employees in line with competencies.

Disciplinary Prepare and maintain a disciplinary case management register.

Board Workshop the Code of Conduct regularly and ensure that
declarations of interest forms are signed annually.

Performance Quarterly and annual review of performance

Management Conduct the performance assessment of all employees over time.
Ensure that in October 2023, performance management will be
cascaded to all other staff as part of a phased process.

Consequence Enforce consequence management

Management Draft a consequence management policy and table it to council for
approval.

Key HR Implement and workshop policy changes to employees and

Policies councillors as appropriate.

HR Strategy

Ensure that the HR Strategy is developed and finalised following
the review and input from SALGA and EC CoGTA

Physical
Verification of
staff and

qualifications

Current employees should be requested to provide copies of
certified certificates (as a start) and/or originals for verification or
the municipality can engage third parties to undertake the
verification.

Commence with the process of verifications at BTO, SCM and
Water and Sanitation.

Commence with the confirmation of officials who have business
interests outside the DM.
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Focus Area Rescue Phase Activities
Records ¢ Review and implement the Record Management Policy, File plan
Management and the Registry Procedure Manual
o Finalise the process following the invitation to tender on an
electronic record management system
e Follow up with the Provincial Archives on their review process on
the Fire Plan
FINANCIAL

To support the achievement of the financial recovery plan and the targets specified for Phase
2, it is recommended that the Stability and Sustainability Task Team focus on the following

stabilisation issues:

raising measures)

Focus Area Stability Phase Activities

Funded Budget | Maintain a funded budget status for all forthcoming years

Status The municipality must ensure ongoing implementation of a realistic
funding plan for repairs and maintenance to correct the past and future
1% average which must be improved towards 8% as per the norms and
standards.
The municipality must build in-house capacity. skills development &
training must focus on enhancing technical skills on existing personnel.
Revise the 2024/25 MTREF Budget and prepare a credible 3-Year
Budget Funding Plan.

Budget related | Implementation of all policies fully.

policies (finance | Review of all budget related policies

and human | CFO to monitor full adherence to policies.

resources)

Revenue Implement own Revenue Enhancement Strategy.

Management (Value | Reconcile government debtors and enter into payment agreements.

Chain/ revenue | Implement the credit control and debt collection policy.

Ongoing Capacity enhancement for the Revenue Management Section
to improve efficiencies.

Identification and registration of Indigent Households for free basic
services (to reduce debtors).

Customer Care and
data accuracy

Ongoing implementation of the Customer Care Charter.
Acquire the required tools of trade to enhance effectiveness on service
delivery

Indigent
Management

Monitor the debtor’s book and identify long outstanding debts, reconcile
with the indigent register, and recommend write offs.

Ongoing update of the indigent register to covering the whole
municipality.
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Focus Area

Stability Phase Activities

Verify qualifying indigents at least quarterly and update the indigent
register.

Cost Containment
and cash flow
management

Escalating Fruitless and wasteful expenditure.

Consistent Preparation and implementation of monthly cashflow
forecasts.

Maintain adherence to payment of invoices within 30 days as stipulated
in regulations.

Negotiate and honor payment arrangements entered with creditors.
Adherence to Cashflow forecasts.

The CFO must regularly appraise top management about the feedback
iro cash flow status quo and corrective measures thereof.

Maintain robust cash management tool.

Financial Control
environment

Effective, efficient and economic use of financial resources
Continuous training of officials.

Implement SOP’s.

Hiring of competent personnel to lead and manage specialised divisions
within the municipality.

Ineffective Information systems and automated controls

Restrict unauthorised access to the accounting system and authorised
users should have rights to transact only on their functions.

Maintain an activity log on all transactions posted on the system.
Review the correctness of transactions posted on the system before
being processed.

Financial affairs records are not kept in accordance with prescripts
Compliance with, and implementation of the records management
procedure in line with regulations and ongoing staff training and support.
Monthly reconciliation of accounting records must be prepared and
reviewed by appropriate officials.

UIF&W and other losses are not prevented.

Implement UIF&W strategy.

Review the tariff policy.

Monitor the implementation of revenue management strategy/policy and
control environment.

Audit on tariff structures.

Ineffective credit control and debt collection

Implement and monitor implementation of the credit control policy to
ensure effectiveness in achieving the intended outcome.

Implement credit control policy

Ensure correctness of consumer data and billing credibility.

Inadeguate reconciliation controls.

Filling of critical vacancies.
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Focus Area

Stability Phase Activities

Training of officials on all reconciliation control requirements.
Ensure full compliance to MSCOA regulations.

Ineffective system of expenditure control.

Review expenditure management SOP’s.

Provide training on implementation of SOP

Loss of control over agency fees.

Cancel all contracts which are not in favour of the municipality.

Creditor
management

Inaccurate creditors records

Ensure that creditors have an accurate and legitimate claim in terms of
money owed.

Improve creditors records management and processing of transactions.
Prepare creditors reconciliations for bulk suppliers.

Ensure that invoices enter the institution from one centre and improve
general controls.

Creditors payment period above the norm

Negotiate feasible payment arrangements which the municipality can
honour.

Incur expenditure in terms of the approved budget.

Grant management

Persistent material underspending of conditional grants for the
past years

Municipality must adequately prepare PIPs and consult on the draft to
ensure that projects are ready for implementation and are thoroughly
consulted with Council and leadership.

The PIPs must be prepared such that contractors get awarded before
the beginning of the financial year.

Use of conditional grants to fund operational expenditure.

Incur expenditure in terms of the approved budget and conditions of the
grant.

Unspent conditional grants not backed/supported by bank balance.
Payments from conditional grants amount received should be according
to the conditions of the grant being met.

Cash-backing of all unspent conditional grants

mSCOA
Implementation

Discrepancies on tabled budget, usage of mSCOA segments.
Ensure that the system support service provider is accountable and
resolve issues relating to the system.

MSCOA road map to address identified challenges.

Update and implement mSCOA Road Map

Strengthen functionality of the mSCOA Steering Committee.

Data Strings

Timeous Submission of credible data strings

Key Functional Modules not implemented
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Focus Area

Stability Phase Activities

Monitor the implementation key functional modules such as asset
management modules.

Asset Management

Below horm spending on repairs and maintenance

Monitor the implementation of the asset maintenance plan.

No “own funded” infrastructure projects

Increase revenue baseline for more income.

Institute adequate controls to ensure improved revenue collection.
Under spending of capital expenditure budget

Incur expenditure in terms of the approved budget and conditions of the
grant.

Improve budget controls to avoid misappropriation of funds.
Mechanisms to monitor the asset management consultants.
Capacitate the BTO with officials with appropriate skills to monitor and
review work done by consultants.

Reconciliation of the Asset Register to the General Ledger and
AFS.

Capacitate the BTO with officials with appropriate skills to monitor and
review work done by consultants.

Classification of Assets in the asset register.

Ensure a full capacitated BTO officials with appropriate skills to monitor
and review work done by consultants.

Finance/ Technical
interface

Adeguate controls in_place to _ensure collaboration between
Finance and PMU

Institute adequate and monitor the existing controls to ensure
collaboration ongoing between Finance and Project Management Unit.
Effective Data collection and processing for billing purposes.
Conduct weekly formal meetings between Technical and Finance to
investigate households not being billed and meters not being read.
Meter reading done monthly.

SERVICE DELIVERY

To support the achievement of the financial recovery plan and the targets specified for Phase
2, it is recommended that the Stability and Sustainability Task Team focus on the following

stabilisation issues:

Focus Area

Stability Phase Activities

SDF and Master
Plan

¢ Review SDF and Master plans by 2024.

Revenue
generating assets.

e Municipality must prioritise the revenue generating assets by
bringing them forward in all the towns.
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Water Losses ¢ Municipality must budget and install bulk meters & zonal meters.
These will assist the municipality to identify the abnormal losses and
prevent them.

Persistent material | ¢ Additional Staff to be trained to improve rotation of staff in the
underspending of committees. Training must be conducted for staff in the PMU unit.
conditional grants

Status of disaster | ¢ Municipality must prioritise the resources for the completeness of
management disaster management centre.
center

Unfavorable Dblue | ¢ Continuous training and capacity building of personnel.
drop status

Bulk meters e Conduct a meter audit and install bulk meters at all water treatment
plants.
e Periodic reconciliation must be done monthly to assist with the
prevention of losses

PHASE 3: SUSTAINABILITY PHASE (24 — 36 MONTHS)

In this phase of the recovery process, the focus is to ensure the institutionalisation of
processes in Phase 1 and 2 of the recovery processes. It is also envisaged that the
municipality will consider long-term planning and issues necessary to ensure the sustainability
of the municipality’s finances.

Reasonable assurance should be obtained that measures implemented in Phases 1 and 2 are
sustainable and that the municipality is committed to ensuring the implementation of good
practice prior to concluding the intervention. Monitoring of ratios will be prioritized in this phase
to determine the achievements so made from the previous phases.

The Oversight Committee will recommend when it is appropriate for the implementation of the
FRP to move from phase 2 to phase 3. The National Treasury’s MFRS unit will be asked to
confirm that they agree with this assessment. At this point, it will be necessary to develop and
agree on the details of the activities and targets for the third phase of the FRP. This will be
approved by the Oversight Committee.

78
O R Tambo District Municipality — Financial Recovery Plan



O.R. TAMBO
DISTRICT MUNICIPALITY

PART FOUR: REPORTING

MONTHLY REPORTING ON ACHIEVEMENTS OF TARGETS

In terms of section 146(1)(c) of the MFMA the municipality must report monthly to the
Minister of Finance on the implementation of the plan in such manner as the plan may
determine.

In terms of section 147
(1) The Minister of Finance must at least every three months—
(a) review the mandatory national intervention, including—

(i) progress with resolving the municipality’s financial
problems and its financial recovery; and

(i) the effectiveness of any financial recovery plan; and

(b) submit progress reports and a final report on the intervention to—
() the municipality;
(i) the Cabinet member responsible for local government;
(iii) the National Cabinet; and
(iv)organised local government in the province.

(2) The Minister of Finance may request the Municipal Financial Recovery
Service to assist the Minister in complying with subsection (1).

The Municipal Manager should ensure that throughout the period of intervention, all the
relevant stakeholders are continuously kept in the loop regarding progress with the
intervention. He or she should ensure regular reporting to the municipality as well as to
provincial and National Treasury, and reports should be available to SALGA. The Municipal
Manager should also regularly update stakeholders within the municipalities, including
community organisations, local media and municipal departments, to ensure transparency in
the process. This should include aspects of financial turnaround and the cash-flow position of
the municipality in the context of the intervention.

The municipality is expected to report on a monthly basis on the actions taken to implement
the financial recovery plan using the implementation plan in annexure A. is an extract from the
implementation plan and is shown here in order to illustrate to what the municipality is
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expected to do to comply with reporting requirements. The monthly report must indicate the
steps taken in the month under review for each key activity. The municipality must indicate the
progress made against the completion date. It is also a requirement that the municipality must
report on the financial impact and any other noteworthy developments for each key activity.
All monthly reports need to be accompanied by the associated portfolio of evidence as
stipulated in the implementation plan. The municipality needs to submit the report and portfolio
of evidence on the 05th of each month.

The forthcoming reporting and oversight measures shall be deemed mandatory, necessitating
strict adherence to the prescribed approach:

e The PER/MM must submit monthly progress reports to NT MFRS and the Municipal
Council, and:
o Conducts necessary quality assurance processes to verify performance.
o Confirms/certifies that decisions of the Council/EM/Mayor are consistent with the
FRP.
o Maintains a record of decisions on FRP implementation.

e The MM must submit quarterly implementation progress reports to the Executive
Committee and Council.

o PT must conduct quarterly reviews on the effectiveness of the FRP and whether the root
causes are being progressively being addressed.

e The PER/MM must submit a Portfolio of Evidence for claimed performance on a quarterly
basis to PT and MFRS for review.

e The MM and heads of the directorate must sign individual performance scorecards/
agreements for each financial year that incorporates the FRP.

e The SDBIP and IDP and ‘Strategic Plan’ must be revised for alignment with the FRP.

e All monthly FRP reports must be tabled and discussed in monthly Top Management
meetings.

e No decision (Executive, Legislative or Administrative) should be approved by Council,
Executive Mayor and Accounting Officer that contravenes or defeats the FRP and its
objectives.

¢ The MM must assign an official in his office to coordinate implementation and reporting on
the FRP.

e The MM must sign-off all FRP implementation progress reports before submission to NT
MFRS, PT, Executive Committee and Council.
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IT IS SUGGESTED THAT A SCHEDULE OF REPORTING AND COMMITTEE MEETING
DATES BE APPROVED AT THE FIRST TECHNICAL WAR ROOM MEETING PER THE

EXAMPLE BELOW:

August
2023
2 September
2023
October
2023
November
2023
5 December
2023
6 January
2024
7 February
2024
8 March 2024
9 April 2024
10 May 2024
11 June 2024

12 July 2024

A W

31 August 2023
30 September 2023
31 October 2023
30 November 2023
31 December 2023
31 January 2024
29 February 2024

31 March 2024
30 April 2024
31 May 2024
30 June 2024
31 July 2024

08 September 2023
09 October 2023
10 November 2023
08 December 2023
12 January 2024
08 February 2024
08 March 2024

10 April 2024
10 May 2024
10 June 2024
10 July 2024
10 August 2024

REPORTING FRAMEWORK: PROGRESS AGAINST TARGETS

13 September 2023
13 October 2023
16 November 2023
13 December 2023
16 January 2024
15 February 2024
15 March 2024

15 April 2024
14 May 2024
14 June 2024
15 July 2024

15 August 2024

The municipality must report monthly on each key activity included in the FRP Implementation
Plan (Annexure A). The implementation plan will be used as the basis to develop a progress
reporting dashboard with the following fields:
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(Example only for illustrative purposes)

PER FRP IMPLEMENTATION PLAN: INFORMATION:

Phase Financial Rescue
Pillar Service Delivery
Key Activity = Prioritise the development,

financing, and implementation
of a proper programme to
address technical water losses.
= Properly determine the fundamental
reasons for commercial water losses
(i.e., non-payment)
= Develop a plan to address the reasons.
= Make key interventions to address the

reasons.

Problem Statement 42% water losses (technical
and commercial)

Responsible Technical Director

Start Date October 2023

End Date March 2024

Key Performance Indicator 5% reduction per annum

Financial Target R50 Million per annum

Progress Report by Municipality:

Steps taken

Progress made

Financial impact recorded
Other noteworthy developments

CONCLUSION

The development of this mandatory Financial Recovery Plan (FRP) is a direct response to the
persistent financial and institutional crises faced by the OR Tambo District Municipality over
the past three years. These crises have severely impacted service delivery, governance,
financial management, and institutional processes. The implementation of this FRP aims to
address these challenges and improve the overall functioning of the municipality.

Several key success factors are crucial for the effective implementation of the FRP:

e Change Management: Implementing effective change management strategies will
foster a deeper understanding of the problems and solutions at hand.

e Linking FRP Activities to Financial Outputs: It is important to align FRP activities
with key financial outcomes such as increasing revenue and reducing expenditure.
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Mobilizing Resources: Identifying and mobilizing the necessary human and financial
resources, as well as clarifying the roles and responsibilities of relevant stakeholders,
is critical for successful FRP implementation as outlined in Section 142 of the MFMA.
Alignment with Support Packages: Ensuring that national and provincial Section 154
Support Packages align with the FRP, will provide additional assistance in achieving
the desired outcomes.

Performance Assurance: It is important to address the assurance level of claimed
performance against FRP targets through effective monitoring and evaluation
mechanisms.

Institutionalizing IGR Structure: Establishing an Inter-Governmental Relations (IGR)
structure or steering committee with defined Terms of Reference will assist with the
monitoring of the implementation of the FRP.

Quarterly Monitoring: Regular measurement of financial outcomes and progress
against the FRP is crucial to ensure its success.

Consequence Management: FRP strategies should be aligned with the Performance
Agreements of senior management. The MFMA provides for consequences in cases
of non-compliance, and invoking Section 216(2) of the Constitution, which allows for
the withholding of equitable share, can be considered if necessary.

By adhering to these key success factors, the municipality can effectively implement the FRP
and work towards sustainable financial recovery, improved governance, and service delivery.

RECOMMENDATIONS:

It is recommended that:

1.

The OR Tambo District Municipality Mandatory Financial Recovery Plan be approved
by the MEC of Finance in terms of Section 143(2) of the MFMA.

The Political Oversight Committee be established by the Premier/ MEC of Finance,
with the support of the HoD (PT), to ensure political supervision.

The Technical War Room Oversight Committee be established by the provincial HoD
(PT) to oversee the intervention, monitor progress, address any political and strategic
challenges that may hinder its success, and provide reports to the MECs for Finance
and CoGTA in the Eastern Cape Province for escalation.

The Eastern Cape Provincial Government commits to providing expert support for the
implementation of the ORTDM FRP.

The Eastern Cape Provincial Support Package for ORTDM be aligned with the
priorities as set out in Phase 1: Financial Rescue of the FRP.

The adoption and implementation of a comprehensive Change Management
Programme. The intervention team should consist of dedicated and competent
change agents who will focus on the following key areas:
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i. Consequence Management: The lack of consequence management and
accountability arrangements are systemic and symptomatic of a municipality
where oversight is lacking. Implementing consequence management and
accountability measures are vital initial steps in the right direction.

i. Capacity Development: A significant undertaking involving mentoring,
coaching, training, and change management is necessary to enhance the
municipality's capabilities. This includes conducting a thorough skills audit,
restructuring the staff framework, ensuring appointed officials are well-trained
and equipped, and promoting adherence to codes of conduct.

APPROVAL

This FRP is submitted by the NT MFRS in terms of section 141(4)(c) of the MFMA.

"I Mlungisi Mvoko, Member of the Executive Council in the Eastern Cape Provincial Cabinet
responsible for finance hereby confirm that | have verified and confirmed that all statutory
processes as set out in section 141 of the MFMA have been followed and that the criteria
contained in section 142 has been met".

I, therefore, approve the Financial Recovery Plan in terms of the powers vested in me under
section 143(2) of the MFMA”.

Signed on this day of xxxx 2023 at Bisho, Eastern Cape Province.

Mlungisi Mvoko
MEC of Finance
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Annexures

O.R. TAMBO
DISTRICT MUNICIPALITY

Annexure A —Financial recovery implementation plan

The FRP Implementation Plan is attached to this report in an Excel format to ease project
implementation, monitoring and oversight and consists of four sheets addressing each of the
pillars, being (1) Governance, (2) Institutionalisation /HR, (3) Financial and (4) Service Delivery
and is structured per column as follows:

a)
b)
c)
d)
e)
f)
)
h)
i)
)
k)
1)

ltem number.

Focus area.

Current situation.

Key activities.
Responsible person.
Timeline (Rescue/Stability/Sustainability).
Measurable outcome/KPI.
PoE.

Financial impact.

Support required.

Start date.

End date.

m) Progress and reporting

Annexure B —Status Quo Assessment Report
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