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Notice is hereby given that a SPECIAL MEETING of the MUNICIPAL COUNCIL of 
Knysna Municipality will be held in the COUNCIL CHAMBER, Clyde Street, Knysna 
on WEDNESDAY, 28 FEBRUARY 2018 at 11:00 to consider the business set forth in 
the attached agenda. 

 

 

Kennis geskied hiermee dat ‘n SPESIALE VERGADERING van die MUNISIPALE 
RAAD van Knysna Munisipaliteit in die RAADSAAL, Clydestraat, Knysna op 
WOENSDAG, 28 FEBRUARIE 2018 om 11:00 gehou sal word ten einde sake soos 
uiteengesit in die aangehegte agenda te oorweeg. 

 

 

 

Isaziso ESIBALULEKILEYO SENTLANGANISO yeBHUNGA likaMASIPALA 
waseKnysna eyakubanjelwa KWIGUMBI LEKHANSILE kwisitalato iClydee, Knysna 
lentlanganiso iyakuba NGOLWESITHATHU, NGE 28 EYOMDUMBA 2018 
ngentsimbi ye 11:00 umba iyakuba lushishino oluchazwe kwi-agenda. 
 

 

 

 

CLLR G R WOLMARANS     K CHETTY 

The Speaker       Municipal Manager 

Die Speaker       Munisipale Bestuurder 

Usomlomo       KaMasipala Obambeleyo 

        

 

Date: 22 February 2018 
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6. MATTERS SUBMITTED BY THE MUNICIPAL MANAGER 
 
6.1  
 
 
 
 
 
 

 

REPORT FROM THE MUNICIPAL MANAGER 
 
PURPOSE OF THE REPORT 

 
The purpose of this Report is for the Municipal Council to consider the Report, with 
recommendations, of the Audit Committee on the Auditor – General’s Report on the 2016/17 
Annual Financial Statements and of the financial position of the Municipality as at 30 June 
2017. 

 
BACKGROUND 
 
As well as being required to assist Council in discharging its oversight role and to advise 
Council, its political office bearers, Councillors, management and staff on various matters, the 
Audit Committee is especially mandated by the Municipal Finance Management Act, 2003, 
(MFMA) and the Audit Committee Charter to:  
 

1. Respond to Council on any issues raised by the Auditor-General (AG) in the Audit 
Report (Section 166 (2) (c)); and 
 

2. Review the Municipality’s Annual Financial Statements in order to provide Council with 
an authoritative and credible view of the financial position of the Municipality, its 
efficiency and effectiveness and its overall level of compliance with the MFMA and 
other applicable legislation (Section 166 (2)(b)). 
 

DISCUSSION 
 
The opinion is herewith expressed that the Chairperson of the Audit Committee be afforded 
the opportunity to address the Municipal Council on his Committee’s Report and 
recommendations 
 

RECOMMENDATION OF THE MUNICIPAL MANAGER 
 
[a] That the Report of the Knysna Audit Committee on a) the Committee’s response to 

matters raised in the Auditor-General’s Audit Report for 2016-2017 and b) the Financial 
position of the Municipality as at 30 June 2017, be noted and the Report be 
incorporated in the Municipality's Annual Report for 2016-2017; 

 
[b] That while expressing its disappointment that the Municipality did not obtain an overall 

clean audit opinion, the Municipal Manager, the Chief Financial Officer and other 
relevant staff be congratulated for achieving an unqualified financial audit opinion;  

 
SC01/02/18 REPORT OF THE KNYSNA AUDIT COMMITTEE ON A) THE COMMITTEE’S 
RESPONSE TO MATTERS RAISED IN THE AUDITOR-GENERAL’S AUDIT REPORT FOR 
2016-2017 AND B) THE FINANCIAL POSITION OF THE MUNICIPALITY AS AT 30 JUNE 
2017   
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[c] That in view of the apparent failure of the OPCAR process effectively to monitor and 
drive the Municipality's efforts to satisfactorily deal with the Auditor-General's 2015-
2016 Management Letter findings and the commitments made by Management in 
relation to those findings, Management be directed to take the necessary measures to 
ensure that matters still outstanding from the 2015-2016 Management Report as well 
as the matters raised in the 2016-2017 Management Report are fully dealt with and 
that monthly reports on progress made be submitted to the Executive Mayor and 
Council; 
 

[d] That appropriate and timeous action be taken and feedback given to Council in regard 
to all the matters raised last year in the Audit Committee Report for 2015-2016, in 
particular: 
 

(i)  That better revenue collection measures be urgently investigated and more 
effective means be implemented to make poor communities aware of the 
indigency provisions adopted by the Municipality and to assist those who qualify 
to make the necessary applications; 

 
(ii) That it be noted that, in spite of the Audit Committee's recommendation in its 

January 2016 report to Council and Council's subsequent resolution [d](ii) on the 
issue of a municipal court that was adopted at Council's meeting in January 2017, 
very little progress has yet been made and reported to Council towards the 
establishment of a municipal court for Knysna; and that urgent and effective steps 
be  taken by Management to establish such a court with the aim of collecting a 
much greater percentage of fines and, at the same time, assisting law 
enforcement; 
 

(iii)  That it be noted that, in spite of Council's resolution [d](iii) adopted at its meeting 
in January 2017, the Municipality has still not set up an effective unit or units to be 
responsible for contract management; and that Management submit an urgent 
report to Council on its plans towards this end; and 
 

(iv) That it be noted that, in spite of Council's resolution [d](iv) adopted at its meeting 
in January 2017, no regular reports have served at the Finance, Governance and 
Economic Development Committee and the Audit Committee respectively so that 
progress in dealing with the issues raised in the Audit Committee Report for the 
2015-2016 year could be monitored; and that regular progress reports must be 
issued in respect of the Audit Committee's 2016-2017 Report.  

 
[e] That MPAC be urgently and adequately staffed and capacitated so as to carry out its 

important functions expeditiously and thoroughly, thus establishing a strong culture of 
effective consequence management in the Municipality and that Management report 
to Council's regular meeting in March 2018 the steps it will be taking towards this end; 
 

[f] That the system of ratios set out in National Treasury’s Circular 71 of 17 January 2014 
become a regular part of the quarterly reporting to the Executive Mayor, Council and 
Council Committees; 

 
[g] That Management give regular and timeous feedback to Council and the Audit 

Committee on action taken in respect of Audit Committee various reports to Council 
during the current year; 
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APPENDIX / ADDENDUM 
 
Annexure A - Audit Committee’s Report 
Annexure B - Auditor General’s Audit Report  
 
File Number:  9/1/2/14 
Execution:  Municipal Manager 
  Chief Finance Officer 
  Chief Audit Executive 
  Acting Director Corporate Services   
  Manager: Administration 
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REPORT OF THE KNYSNA AUDIT COMMITTEE ON A) THE COMMITTEE’S RESPONSE 
TO MATTERS RAISED IN THE AUDITOR-GENERAL’S AUDIT REPORT FOR 2016-2017 
AND B) THE FINANCIAL POSITION OF THE MUNICIPALITY AS AT 30 JUNE 2017   
 
INTRODUCTION 
 
As well as being required to assist Council in discharging its oversight role and to advise 
Council, its political office bearers, Councillors, management and staff on various matters, the 
Audit Committee is especially mandated by the Municipal Finance Management Act, 2003, 
(MFMA) and the Audit Committee Charter to:  
 

1. Respond to Council on any issues raised by the Auditor-General (AG) in the Audit 
Report (Section 166 (2) (c)); and 

 
2. Review the Municipality’s Annual Financial Statements in order to provide Council with 

an authoritative and credible view of the financial position of the Municipality, its 
efficiency and effectiveness and its overall level of compliance with the MFMA and 
other applicable legislation (Section 166 (2)(b)). 

 
SECTION A. RESPONSE TO ISSUES RAISED IN THE AUDITOR–GENERAL’S AUDIT 
REPORT FOR 2016/2017 (see Attachment B) 
 
The AG conducted his audit after the end of a very difficult financial year for Knysna 
Municipality. The year started in July 2016 with the suspension of the then Municipal Manager 
(MM) pending a disciplinary hearing (which came to an end with his resignation, after the 
presentation of much of the prosecution evidence) and the new permanent MM took office 
only at the beginning of the following year, so for almost the whole of the year the Municipality 
had acting MMs in charge. In addition, the then Chief Financial Officer (CFO) resigned on 12 
August 2016, to be replaced successively by two acting CFOs, the second of whom was 
employed in a part-time capacity for six months until his permanent replacement started work 
on 1 March 2017. To top it all, the devastating fires that started sweeping through Knysna on 
7 June 2017 left many residential and business properties in ruins and also damaged or 
destroyed infrastructure.  
  
We draw attention below to the matters which are mentioned in the A-G’s Audit Report, and 
in his Management Report, which led to his audit findings and also those that we believe are 
important, but that the A-G did not regard as significant enough to affect his opinion or that he 
was not required to consider in reaching an audit opinion: 
 
1.  AUDITOR GENERAL’S AUDIT REPORT (paragraph numbers refer to the paras in 

the AG’s Audit Report) 
 

 a) AUDIT OPINION 
 

 In view of the events outlined above, it is perhaps not surprising that, because of the 
 instability arising from these events, it became a struggle for the Municipality to achieve 
a fifth  successive clean audit. In the event, the Municipality did not achieve a clean 
audit for  2016/2017. However, it did achieve a financially unqualified audit, 
with other findings  due to material misstatements specifically in the area of 
performance information. 
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The AG commends the Municipality for its achievement in submitting financial 
statements  that were free from material financial misstatements, a sentiment 
that we fully share: the CFO and his staff worked very hard for this outcome on the 
financials, especially in view of the pressure they faced at financial year-end because 
of the consequences of the Knysna  fires (municipal assets had to be revalued). In 
preparing and reviewing the financial statements to identify and eliminate errors before 
submission of the statements to the AG for  the audit, they were assisted by 
 consultants Moore Stephens, the Internal Audit team and the Audit Committee. 

 
The two material findings that resulted in the audit outcome were related to the 
reported performance information in the Performance Report, which was found to be 
not useful and reliable in that: 

 

 it was reported that 20566 single residential properties had access to free basic 
electricity (versus a target of 19430), whereas the evidence provided to the 
auditor indicated a figure of 17553; and 

  

 that the number of formalised single residential properties with access to free 
basic services for Water, Sanitation/Sewerage and Solid Waste/refuse was 
1539, while the projected audited value was only 342. 

  
The AG attributed these material findings to the audit action plan arising out of his 
audit  report last year not having been adequately monitored by leadership and 
management (there being repeat findings on contract management and 
performance  information) and has warned that these could remain material in 
future if the action plan is not institutionalised and given the necessary attention by the 
Municipality's leadership and  governance structures.  

 
We are surprised that the AG did not also make material findings on compliance 
grounds in the following areas: a) procurement (in view of the remarks he makes on 
deviations from competitive bidding processes) and b) consequence management 
(in view of the fact that instances of irregular expenditure in the previous year that 
had previously been identified by the AG had still not been referred to MPAC for 
investigation so that those responsible for the expenditure could be held accountable).  
These seem to us to be at least as material as  the two instances of 
misstatements relating to performance information that the AG has identified as 
material in his audit report. They are surely "matters of significant national, community 
or public interest" (viz paragraph 9, first bullet point, of the AG's Public Audit Act 
Directive Dec 2017). 

    
b) EMPHASIS OF MATTERS 

 
We draw Council’s attention especially to a number of matters that were raised by the 
AG, in paragraphs 6 to11 of his Audit Report, as noteworthy but that he did not regard 
as material and did not affect his financially unqualified audit opinion: 
 

(i) RESTATEMENT OF CORRESPONDING FIGURES: Notes 2 and 45 to the 

financial statements refer to restatements of some figures for the previous 

year  

(ii) as at 30 June 2016. 
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(iii) MATERIAL IMPAIRMENTS: (Notes 5 and 6 to the financial statements). 

The impairment provision of R86.46 million (2016: R58.65 million) in 

respect of  receivables from exchange transactions (for services) is 

more than half (66.46%)  of the total of such receivables (ref paragraph 8). 

This matter still needs attention as part of the revenue enhancement 

initiative already instituted by the CFO, so that  collection of receivables 

could be improved and/or  better steps could be taken to make poor 

communities aware of the indigency provisions adopted by the Municipality 

and to assist them to make the necessary applications. This would help to 

avoid the need for the Municipality to make provision for such large 

amounts of impairments. Paragraph 8 also refers to an impairment 

provision of R114.50 million (2016: R102.83 million), which is 65.44% of 

the total receivables in respect of non- exchange transactions. A huge 

portion, of R95.91 million, of this impairment provision is in respect of fines, 

while the remainder covers rates. We recommended last year, and Council 

adopted our recommendation, that "more energetic and effective 

measures, including the speeding-up of the establishment of a 

municipal court, be taken to collect a much greater percentage of fines"; 

however, there is  very little evidence of progress in regard to the 

court. 

(iv)  CONTINGENT ASSETS: Contingent assets amounting to R64.08 million 
were disclosed in note 42 to the statements relating to the dispute with Eden 
Municipality over the ownership of certain properties. These properties are 
not yet "recognised" in the statements. 

 
(v) SIGNIFICANT UNCERTAINTIES: Note 42 to the statements also refers to 

a  number of pending lawsuits with third parties amounting to R53.48 

million; no  provision for any liability that may arise has been made in the 

statements, as the  outcomes of the suits could not be predicted yet. 

(vi) SIGNIFICANT EVENT THAT OCCURED AFTER 30 JUNE 2017: As 

disclosed  in the financial statements, notices were received by the 

Municipality, as well as by other municipalities in the District, due to alleged 

unlawful and negligent acts related to the fires in June 2017; at the time of 

the audit, the potential financial impact had not yet been determined. 

 
c) AUDIT OF THE MUNICIPALITY'S ANNUAL PERFORMANCE REPORT 
 
The annual performance report constitutes one section of the Municipality's Annual 
Report for the year that is tabled at Council's January meeting. The full Annual Report 
will then go to  MPAC, which after public consultation draws up for submission to 
Council an Oversight  Report on the Annual Report. As already mentioned above, the 
AG made two material findings relating to performance information in the basic service 
delivery focus area, because  of misstatements of information in the Annual 
Performance Report, thus rendering it unreliable and not useful. As these errors 
remained uncorrected by Management, the AG gave a qualified audit opinion on the 
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Annual Performance Report. This, in turn, meant  that the Municipality did not 
achieve an overall clean audit opinion, as stated above. As the AG points out in the 
Management Report: "Misstatements can arise from fraud or error and are considered 
material if they could reasonably be expected to influence the relevant decisions of 
users taken on the basis of the reported performance information." 

 
d) AUDIT OF COMPLIANCE WITH LEGISLATION 
 
The AG did not identify any instances of material non-compliance with selected 
specific requirements of applicable legislation. We have expressed our surprise at 
this finding in the section on AUDIT OPINION, above. 
 
e) INTERNAL CONTROLS 
 
We attach at the end of our Report (on page 19), in colour, a figure from paragraph 6 
of the AG's Management Report that summarises the AG’s message. The AG, 
correctly in our view, pays a fair amount of attention to the deficiencies that persist, 
and have worsened, in the Municipality’s internal controls, none of which, however, 
affected his audit opinion as his "objective was not to express any form of assurance 
thereon". Nevertheless, as no organisation can run effectively and efficiently 
without strong internal controls, It is important that the AG's views be taken 
seriously. In evaluating the status of the drivers of internal controls, his findings are: 
 

 (i) LEADERSHIP: Whereas he rated leadership overall last year as “good”, his 
 assessment this year is "requiring intervention".  He points to: 
 

 The action plan that was developed to address the previous year's audit 
findings was not adequately monitored by Leadership and Management: 
repeat findings were identified and reported in the areas of predetermined 
objectives, procurement, contract management and financial reporting. 

 In human resource management, the senior management vacancy rate at 
year-end increased from 17%  in the previous year to 33%. 

 Policies and procedures: The Municipality has inadequate processes for the 
preparation and monitoring of the implementation of the annual 
procurement plan and processes related to consequence management. 

 The IT governance framework had a number of deficiencies (but see our 
comments under a separate section on "INFORMATION TECHNOLOGY" on 
page 11). 

 
Thus it appears that oversight responsibility has deteriorated from the previous 
year.   
 

(ii)  FINANCIAL & PERFORMANCE MANAGEMENT: The AG rates this 
as “concerning”. The components, all of which are vitally important 
to achieve an organisation that is efficient and effective, are: 

 

 Proper record-keeping ("intervention required": down from last year). The 
Municipality did not have a proper record management system to maintain 
information that supported the reported performance in the annual performance 
report and SCM system. This included: information related to collection, 
collation, verification, storing and reporting of actual performance information, 
as well as contract management. 
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 Processing and reconciling of transactions ("concerning": no change). 
Management did not ensure that the relevant information was taken into 
account with the compilation of the commitment disclosure to see to it that it 
was valid, accurate and complete and properly reviewed before inclusion in the 
financial statements. 

 Regular, accurate and complete financial and performance reports 
("concerning": down). Although some controls are in place when compiling the 
financial statements and performance report, they were insufficient to avoid 
misstatements in: fruitless & wasteful expenditure, leave provision, bonus 
provision, receivables and in relation to the inadequate review of the 
performance report (in the latter case, resulting in the material findings.  

 Compliance monitoring ("concerning": down). Lack of controls/proper 
monitoring in place to prevent non-compliance with SCM regulations that 
resulted in irregular expenditure; and 

 IT system controls still not adequate ("concerning": no change). 
 

Financial & Performance Management also, therefore, appears to have 
deteriorated. 
 

(iii)  GOVERNANCE: All three components, namely Risk Management,  
Internal Audit  and Audit Committee, are rated as “good” (no change). We 
have our concerns  about risk management, which we have reported to 
Council a number of times, as  the Risk Management Committee has not 
been properly functional. 

 
Governance is rated as good. 
 
A most important theme that runs through the AG's Report and Management 
Report is the lack of adequate controls in the Municipality. No organisation can 
function properly without strong controls throughout. Knysna Municipality is no 
exception.  
 
2. THE AG’s MANAGEMENT REPORT (all paragraphs refer to those in the 
Management Report) 
 
In carrying out our mandate to respond to Council on the AG’s Report, we do not see 
our mandate as being limited to responding to the AG’s Report alone. We are 
mandated to respond to Council on matters raised by the AG in his Audit Report. We 
are of the view that Council also needs to be aware of matters in the Management 
Report that we and the AG regard as important but that did not necessarily affect 
his audit opinion. In the Management Report the AG explains his Audit Report findings 
to Management in more detail and highlights the important matters that need to be 
addressed by Management in order to prevent them from leading to material 
misstatements of the financial statements or material findings on the performance 
report and compliance with legislation in future. Of course, addressing these matters 
properly should also result in the Municipality's fulfilling its mandate to govern well. 
 
a) ASSESSMENT OF ASSURANCE PROVIDERS (paragraph 61 to 78) 
 
In the Combined Assurance model the key role-players who make up the components 
of assurance must pay attention to the key controls and the status of the drivers of the 
internal controls. In evaluating the Assurance Providers of the Municipality, the AG 
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rates 5 of the 7 components,  excluding the Senior Management and the Municipal 
Manager, as “providing assurance”.  
 
 (i) FIRST LEVEL OF ASSURANCE: 
 
As to the Senior Management and the Municipal Manager, the AG rates them as 
providing “some assurance” (hardly a ringing endorsement): 
 
Senior Management: The AG states (paragraph 64 & 65) that “senior management 
is responsible for the implementation and maintenance of effective and sufficient 
systems of internal control. There were recurring findings identified in the audit of pre-
determined objectives and supply chain management, indicating that the existing 
action plans were not  appropriately implemented by senior management. There are 
concerns surrounding the usefulness of indicator descriptions and the related targets 
as well as the adequacy of controls to ensure the reliability (validity, accuracy and 
completeness) of the reported performance information. A finding was also raised on 
the commitments disclosure note which stemmed from the fact that management’s 
controls implemented to detect and correct  misstatements before the submission of 
the financial statements for audit, was not sufficient  to detect the misstatement." 

The Municipal Manager: In paragraph 66, the AG states: “the Municipal manager is 
responsible for the municipality’s internal controls, including leadership, planning, risk 
management, as well as oversight and monitoring. While the municipal manager 
depends on senior management for designing and implementing the required ………… 
controls, he should create an environment that helps to improve such controls.” He 
goes on (in paragraph 67): “The assessment of control .......) reflects that the municipal 
manager provides only some assurance as deficiencies in the entities internal controls 
are still prevalent in the areas of procurement, performance reporting and compliance 
with legislation, indicating that the action plans implemented to address these 
previously reported deficiencies were not effectively executed and monitored. Further 
control measures need to be implemented and monitored to strengthen the first level 
of assurance provided." 
 
The Mayor: "Provides assurance". The AG finds that the "Executive Mayor together 
with the municipal council met regularly to consider matters in terms of their 
mandate and  functions and has been assessed as providing assurance". 

 
 (ii) SECOND LEVEL OF ASSURANCE:  
 
Internal Audit Unit: "provides assurance". Paragraph 71: "During the quarterly audit 
committee meetings, the audit committee demonstrated their satisfaction with the 
work  of the internal audit unit which included key risk areas identified as well as 
those internal  audits required by the MFMA. The internal audit work was utilised for 
risk identification". 
 
Audit Committee: "provides assurance". Paragraphs 74 &75: "The audit committee 
has carried out its functions in accordance with its mandate. It meets on a quarterly 
basis to evaluate internal audit work and the risks affecting the municipality’s business. 
The financial  statements submitted for auditing were reviewed by the audit committee 
prior to submission thereof for audit purposes. 

"The work of the audit committee provides full assurance and the committee 
covered all the required aspects in terms its mandate".  
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(iii) THIRD LEVEL OF ASSURANCE: 
 
Municipal Council: "provides assurance". Paragraph 76: "The municipal council 
met regularly to consider matters in terms of its mandate and functions and has 
been assessed as providing assurance". 
 
MPAC: "provides assurance". Paragraphs 77 and 78: "The extent to which the 
council adopted the MPAC guides has been considered in the assessment of MPAC 
as an assurance provider. 

"The MPAC met regularly to consider, advise and provide recommendations to council 
in terms of its functions and therefore is assessed as providing assurance". In our 
view MPAC will only provide full assurance when it is adequately capacitated". 
 
b) STATUS OF IMPLEMENTING COMMITMENTS & RECOMMENDATIONS 
 
The commitments made by Management during the audit to attend to these matters 
will be monitored by the AG in the next audit cycle. He also summarises the status 
of the important matters that were raised by him in the previous year (2015-2016) 
and notes that 16 of the 27 matters (59.26%) were still being implemented or very 
little progress had been made.  

 
We highlight the following for the information of Council: 

 
In this year's report 28 important matters (in addition to 5 administrative matters) 
are raised in the Management Report, of which 8 had been reported twice, and 7 
of them thrice, by the AG in the previous three years.: 
 
2 relate to uncorrected non-financial matters (performance), which  affected 
the AG's audit opinion; 
  
13 relate to internal control deficiencies; 
 
5 relate to non-compliance with legislation; 
 
7 relate to misstatements in the performance report presented for audit (then 
corrected); and 

 
1 relates to service delivery 
 
 c) SPECIFIC FOCUS AREAS 
 
 (i) Financial viability: 
 
In his final Management Report to the Municipality’s Management after completion of 
the audit, the AG assesses (in paragraph 83 to 88 thereof) the financial viability of 
Knysna Municipality as “good” and states that its financial indicators "suggest 
that the municipality is in a healthy financial position". We present in Section B 
below our own detailed assessment of the financial situation of the Municipality, 
using the financial ratios set out by National Treasury in its Circular 71 and pointing 
out areas that give us concern and important challenges that we believe are facing the 
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Municipality. As will be seen, we are not as sanguine about the Municipality's financial 
position, but believe that there has been some improvement. 
 
 (ii) Procurement & Contract Management: (Paragraph 89 to 98) 
 
Once again, this is one of the AG’s specific focus areas.  
 
It is clear to us that serious attention still needs to be given to establishing 
stronger contract management and legal compliance management throughout 
the organisation. 
Our comment last year was that “there should be a dedicated legal compliance and 
contract management unit (or units) in Corporate Services that covers all the 
Municipality’s legal  compliance issues, including SCM issues, and all the 
Municipality’s contract management issues, including SCM contracts”.  This 
apparently is not considered by Management to be practical to implement because 
certain activities have to be done at unit level, but the principle of establishing a 
professional central Contract Management or Project Management unit, with 
operational units within the functions, remains.  The resources and skills required 
within all of these need to be incorporated into the revised organisation structure 
currently being finalised.  In addition to that, the municipality needs to source an IT 
system to aid in the management of contracts and to be the custodian of the 
contract register. 
 
Attendance by an Audit Committee member as an observer at meetings  across the 
normal SCM process has enabled us to appreciate that that the process does 
work and is  infused with the necessary rigour. It is when 
managers/departments act outside that  process that issues arise (e.g. 
requesting goods or services to be provided prior to having a properly authorised order, 
spending beyond a contract's life, etc). This results in managers and directors deviating 
without first getting approval and was a significant contributor to the level of irregular 
and questionable expenditure during the year. It is a serious problem, as the work is 
done and the supplier expects payment; also, deviations can open the door to potential 
fraud and corruption. To counter this, the MM and CFO issued a directive to all 
suppliers on the database advising them that no account would be paid by the 
municipality in future if the supplier did not have a properly authorised order before it 
delivered the goods or services. This is a clear area where the principle of 
Consequence Management needs to be applied: disciplinary steps must be 
taken against officials who cause or permit such expenditure and any losses 
incurred must be recovered from those persons responsible. The strict observance 
of this procedure will also assist in the prevention of fraudulent transactions. In 
addition, the IT system mentioned in the previous paragraph will enable SCM to 
receive early warning of a contract's termination date. 

In para 83 of his Management Report the AG draws attention to notes 47, 48 and 49 
to the audited financial statements that disclose unauthorised, fruitless and wasteful 
and irregular expenditure. He stresses that these must be investigated to 
determine whether any official is liable for the losses incurred as a result of such 
expenditure; also, that disciplinary steps must be taken against officials who 
caused or permitted such expenditure and losses incurred must be recovered 
from the person responsible. He stresses that this has not yet been done for the 2015-
2016 and 2016-2017 years. 
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 Irregular Expenditure: (Paragraph 90) R9.45 million of irregular 
expenditure incurred in the 2016-2017 financial year was due to the 
contravention of SCM legislation (75% of which was not detected by the 
Municipality's own monitoring processes). This R9.45 million, plus the 
R5.24 million irregular expenditure carried over from 2015-2016 (see (iii) 
below), must be investigated by MPAC, making a total of R14.69 million 
irregular expenditure. 

 
The root cause of the lack of effective prevention and detection is 
management not implementing all the requirements  of the SCM 
regulations for the procurements  of goods and services.  

 

 Awards to Persons in the Service of the State: two awards, totalling R19850, 
were made  to a company whose secretary was a new member of the 
Municipality's Audit Committee. The member concerned also fulfils the same 
secretarial duties and holds the registered office for many organisations and 
was not aware of any bids for business with the Municipality. Neither he nor the 
firm concerned declared the bids. 

 

 Awards to Close Family Members of Persons in the Service of the State: 
two service providers submitted a declaration, but did not declare the interest. 

  
 (iii) Fraud & Consequence Management: (Paragraph 99 to 102) 

The AG points out that the primary responsibility for preventing and 
detecting fraud rests with management and those charged with 
governance; also, that the  MFMA and its regulations require that incurring 
unauthorised, irregular and fruitless and  wasteful expenditure; the 
possible abuse of the SCM system (including fraud and improper  conduct"; 
and allegations of financial misconduct must be investigated. Disciplinary steps 
should then be taken based on the investigations. 

Under the heading "Measures to manage consequences", the AG makes the 
following "significant findings", namely that: i) the Municipality did not have 
a fraud prevention plan for part of the year; and ii) irregular expenditure of 
R5.24 million and fruitless and Wasteful expenditure of R0.74 million that 
had been identified in the previous year as  outstanding was not 
investigated to determine whether any person was liable for such expenditure. 
The AG states further that "Irregular and fruitless and wasteful expenditure 
disclosed in notes 48 and 49 to the financial statements must be investigated 
to determine  whether any official is liable for losses incurred because of 
this expenditure. Disciplinary steps must be taken against officials who 
caused or permitted the irregular and fruitless and wasteful expenditure 
and losses incurred must be recovered from the person liable."  MPAC 
should take up these matters as soon as possible.  

In our view, a fraud prevention plan is essential, but not "any old plan": the aim 
should be to adopt a plan that embodies best practice for a town of Knysna's size, 
resources and challenges. For example: as much, if not most, fraud is initially disclosed 
by whistleblowers among the staff or community, who could be vulnerable to 
intimidation or  retribution, there should be effective protection for genuine 
whistleblowers; in addition, a  whistleblower should have the option to make the 
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complaint to someone who is completely independent of the Councillors and 
Management - such as a special ombudsman, the Audit Committee Chairperson etc. 
There are many such plans in existence in the public and private sector: it all depends 
on how seriously the organisation takes the issue of preventing fraud and 
corruption. 

 (iv) Use of Conditional Grants: (Paragraph 103 & 104) 

For the financial year under review, the audit included an assessment of the 
effectiveness of the municipality’s use of the following conditional grants 
received:  

 Municipal Infrastructure Grant(MIG)   

 Integrated Housing and Human Settlements Development Grant  

 There were no findings raised on the use of the selected grants.  

 (v) Public Participation (Paragraph 105) 

             No findings raised 

 (vi) Use of Consultants: (Paragraph 106 &107) 

             The total expenditure on consultants was R2.47 million. 

 (vii) Water  &Sanitation (Paragraph 108) 

 The key findings identified were as follows:  

 The municipality did not ensure that it’s Water Conservation and Demand 
strategy was updated after the 2014-15 financial year. Water losses, although 
below the National Treasury target of 30 percent were 47 percent higher than 
in the preceding financial year. 

 The municipality could not provide evidence which corroborated that 
pressure within the water distribution system was adequately managed. 

 Although the municipality identified a need to reconcile zone meter readings 
to validate the data sets from the consumer water meters in various zones, it 
failed to perform any reconciliation in this regard. 

It should be a "no-brainer" for Management to attend to these matters 
urgently, especially in the light of the water problems in the Province.  

 d) USING INTERNAL AUDIT'S WORK: (Paragraph 109 to 112) 

            The AG used some of the Internal Auditor's work, relating to the annual stock count. 
We believe there is scope for more use of regular internal work to be utilised by 
the AG to cut costs to the Municipality of the AG's audits. 

 This should be raised with the AG by Management and the Audit Committee. 
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e) EMERGING RISKS 
 
In Paragraphs 113 to  115 the AG refers to the following emerging risk areas: 
 

 GRAP Standards : additional GRAP standards have been pronounced but in 
most cases an effective date has not yet been fixed. 

 

 mSCOA: the AG points to challenges that the Municipality has faced in 
implementation of mSCOA. These could lead to misstatements, which could 
affect the next audit outcome.  

 

 Accounting Guidelines - National Housing Programme 
 

  The Municipality needs to note the contents of these. 

   

f) RISKS THAT REQUIRE CONTINUING MONITORING 

 

 The AG raised the following issues: 

 B-BBEE Certificates (Paragraph 116) 

Although the Central Supplier Database has had difficulties in verifying B-BBEE 
status, this does not exempt institutions from the requirements for obtaining a 
valid  evidence of B-BBEE level status (e.g. sworn affidavits, as is the practice 
in Knysna Municipality), thus complying with the PPPF Act.  

 Management should ensure that this is attended to. 

 Suppliers in Service of the State – monitoring by CSD (Paragraph117) 

The National Treasury is being requested by the AG assess whether reliance 
can be placed on the Central Supplier Database to identify specific 
employees of the state who may bid for business with a municipality. The 
municipality should  monitor this to prevent non-compliance and also use 
alternative sources of information to confirm that directors of companies are 
not employed by the state. 

  
 Likewise, Management should ensure this is done. 
 

 Deviations from Competitive Bidding Processes (Paragraph 118 to120)
    

 This matter, in our view, merits the most serious attention by Council and 
 Management. 

In terms of SCM regulation 36, an accounting officer may deviate from official 
competitive bidding procurement processes established by the SCM policy and 
procure any required goods or services through any convenient process, 
provided that such deviation is properly approved and justifiable.  SCM 
regulation 36(1)(a) sets out the circumstances under which a deviation could 
be justifiable and SCM regulation 36(2) sets out the recording and reporting 
requirements regarding such  deviations. 
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The AG states that his audits at municipalities have brought to light that SCM 
regulation 36 is more and more being used by municipalities and approved by 
the accounting officers even if it was not impractical to invite competitive bids.  
For future audits increased focus will be placed on evaluating whether the 
deviations are justified and/or that the justification can be appropriately 
supported by adequately documented reasons, to confirm that this regulation is 
not being used to circumvent competitive bidding.  

Knysna Municipality disclosed (in note 52 to the financial statements) that R87,25 
million of goods and/or services were procured during the 2016-17 financial year 
using SCM regulation 36 (2015-16: R36,60 million), with the reasons given for  the 
largest procurement deviations relating to "emergency", "impracticality" and "sole  
provider". The Municipality is "advised" (ie effectively warned) to ensure that 
demand and procurement is properly planned in future so as to limit the use of 
regulation 36 to cases where deviations are unavoidable and that such cases 
are properly motivated/justifiable and documented. The irregular expenditure of 
just over R 5.80 million for the year due to deviations was the total of only four of the 
very many deviations in the year and, in our view, it stretches credulity to believe 
that these four were the only instances of improper deviations in the year, in 
view of the lack of controls referred to by the AG.  

 The root cause for the bulk of the deviations seems to lie in the lack of a proper 
 Procurement Plan. The impact of this is readily demonstrated in connection with the 
 maintenance of municipal assets. Asset management maintenance plans 
 need to be drafted as part of the budget planning process and be incorporated into the 
 Procurement Plan. We are pleased to note that the MM has instructed that such a 
 Plan be drawn up, and updated weekly, in collaboration between SCM and 
 managers/directors with major capital and operating projects. 

 It is important that the sec. 80 Committee and the Audit Committee receive regular 
 reports from Management so that progress in dealing with the SCM issues raised in 
 the Management Report (as well as still outstanding issues from the previous year’s 
 Management Report) and this Report of the Audit Committee can be monitored. 

 Minimum Requirements for Composition of BAC: (Paragraph 121 to 123) 

 It is vital that these requirements be observed at all times. 

 Exemptions Arising out of Severe Drought: (Paragraph 124 to 126) 

The exemptions granted by the Finance Minister to allow late submission of the 
financial statements because of the Knysna Fire came with conditions the 
compliance with which must be monitored by the Municipality to avoid any 
possible irregular, fruitless, wasteful or unauthorised expenditure in the 2017-
2018 year. The AG also points out that the Minister emphasised that all other 
related processes, including SCM, must also be observed. 

 Minimum Competency Framework: (Paragraph 127 to 131) 

Subject to various conditions, which must scrupulously be observed by 
Management,  an exemption was granted to municipalities to appoint officials 
who do not meet the  minimum competency levels. These conditions must 
be strictly observed. 
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g) FINDINGS ON PERFORMANCE REPORT THAT MAY HAVE AN IMPACT ON 
 THE AUDIT OPINION IN FUTURE 

 Presentation & Disclosure: (Paragraph133 to 136) 

The following finding was made: "A comparison between planned and actual 
or current and the measures taken to improve performance were not disclosed, 
as required by section 46[(c) of the Municipal Systems Act, 2000 (Act No. 32 
of 2000)." 

1.  Care must be taken to provide all required information in the performance report 
in future, otherwise, as the AG makes clear "going forward findings arising from the 

audit against the additional criteria may have an impact on the audit opinion".   

INFORMATION TECHNOLOGY 
 

In the AG’s management report for the 2016-2017 year, the findings on IT were summarised 
under two main headings: 

 IT Governance covering the Monitoring of Vendor Performance and the 
finalisation of the I.T. Strategic Plan 

 IT Controls including User Access Management, Security Management, IT 
Service Continuity and Change Management 

It needs to be said at the outset that the appointment of the Information Technology 
Manager in December 2016 provided the needed impetus to addressing the issues of 
control and  governance outlined in the AG’s report for this and the previous year.   

The five major control weaknesses identified in the AG’s review of the 2015-2016 
year  were workshopped with the Municipality's businesses departments, and draft 
policies were  approved by the IT Steering Committee. These policies, and others, 
were on the agenda for adoption at the meeting of the Section 80: Finance, 
Governance and Economic Development  Committee scheduled 12 June 2016.  
However, the disastrous fires on 07 June resulted in its postponement to 10 August, 
when these policies were formally adopted for implementation within the Municipality. 
The delay in implementing the policies resulted in the policies being approved outside 
of the period under review by the AG which in turn resulted in the AG's comment 
relating to inadequate IT policies. 

The implementation of these policies will require a combined effort between the IT 
Department, the businesses departments and council.  For example, on User Access 
Management, even though the administration for some systems will be handed over 
to IT it  will remain the responsibility of the user department (ideally centralized via HR) 
to notify IT of any changes (such as people leaving, etc.) if the integrity of the policy is 
to be upheld. 

 The policies covered: 

 IT User Access Management Policy 

 Data Backup and Recovery Policy 

 IT Operating System Security Controls Policy 

 IT Security Controls Policy 
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 IT Service Level Agreement Management Policy – External Service Providers 

 IT Service Level Agreement Management Policy – IT and Municipality 

 Municipal Corporate Governance of ICT Governance Policy 

In terms of the issues under IT Governance, a policy covering the management of 
Service Level Agreements with external service providers was written and 
adopted by the municipality as mentioned above.  Very clearly the responsibility for 
the implementation of this policy lies with the user department and IT will make them 
aware of their responsibilities.  However, it must be remembered that both PROMUN 
and IGNITE are legacy systems and it will be a challenge to change the scope of the 
SLA and hence the way that the vendor works with the Municipality. 

The need to develop, approve and implement an IT Strategic Plan is well recognized 
but if it  is to be successful that plan must have the buy-in and ownership of all the 
Municipal business departments.  For this to happen, there must be an understanding 
across the Municipality of the alignment between information technology, business 
processes and the achievement of  IDP objectives.  Accordingly, it was decided that 
a key step towards the development of  the IT Strategic Plan was first to model 
the Enterprise Architecture. This has been completed; it is now the intention to 
develop the IT Strategic Plan. 

The IT Department continues to seek a solution to the issue of an appropriate 
Disaster Recovery site and, in this regard, must be mindful of the lessons of the 
devastating fires in  June 2017, when connectivity, whether technological or 
physical, was severely disrupted and would have compromised the utilization of a 
remote site. An even greater concern here is the lack of a Business Continuity 
Plan, which must be a business priority. 

 
We believe that the AG has, in terms of his limited mandate, produced a fair and 
thorough audit report and Management Report package. In terms of our overall, 
and broader, mandate, which differs from that of the AG, we have adopted a 
somewhat more serious view of the shortcomings that he identifies in his 
Management Report and this colours our recommendations and comments. 

  
SECTION B. REVIEW OF THE MUNICIPALITY’S FINANCIAL POSITION, EFFICIENCY 
AND EFFECTIVENESS ETC 
 
We have highlighted, in Paragraph A above, the organisational challenges the town had to 
deal with in the past year. However, in addition to those, the town also was affected by the 
economic malaise in South Africa as a whole. Knysna still finds itself in a period of near-to- 
zero growth. Property prices are still somewhat subdued and very little development is taking 
place, although there has been some additional building activity, largely as a result of the fire 
and the need to rebuild homes, businesses and infrastructure. Knysna’s overwhelming 
dependence on tourism, its major remaining industry continues to leave the town vulnerable 
to uncertainties resulting from South Africa's slow recovery from the recession, the potential 
economic repercussions of Brexit in Europe, the political and economic chauvinism of the 
Trump administration in the USA, the rise of China as a superpower and, not least, the 
uncertain - but at last guardedly more optimistic - political outlook in our own country. There 
are still many developed and undeveloped properties for sale in the town and many 
businesses have been closed. Furthermore, the National fiscus is coming under increasing 
pressure and this will probably lead not only to higher national taxes but also constraints on 
grants to provinces and municipalities. 
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In spite of the low-growth scenario and closure of many businesses, Knysna’s own tax base 
has  grown modestly, still with very heavy reliance on residential ratepayers, a large proportion 
of whom are retired people with limited means. Council will therefore need to consider very 
carefully the limits of raising rates and service charges in the next few years (we have already 
referred in Section A above to the large impairment provisions in respect of debtors in the 
financial statements for the year). 
 
We are reviewing the audited financial statements under two of the three main headings 
outlined by National Treasury in their Circular 71 of 17 January 2014: Financial Position, 
Financial Performance and Budget Implementation Summary.  It should be noted that National 
Treasury has restated its templates for the calculation of the following figures and ratios 
rendering comparison with previous years, with the exception of 2016, invalid. We have not 
included the budget implementation summary, because it is, in our view, not really helpful: we 
will develop a more meaningful gauge of budget implementation for future reports.  
 

1. FINANCIAL POSITION 
 
ASSET MANAGEMENT/UTILISATION 

 
Capital Expenditure: Total capital expenditure compared to last year's R89 million 
was R96 million which at 11% of Total Expenditure was just within the norm. It 
was, nevertheless a good effort by Management to increase capex in a difficult year. 
Capex amounted to 12.00% of total revenue, which falls within the norm of 10 to 
20%.  

 
Impairment of Property, Plant and Equipment: PPE impairment ratio was again 0% 
versus the norm of 0%. This ratio indicates the percentage of impairments compared 
to the carrying value of the assets. A ratio above 0% would have reflected a risk in 
service delivery. 

 
Repairs and Maintenance: The expenditure on repairs and maintenance increased 
significantly in 2017 (by 34,21%) to R61,2 million, of which the maintenance of 
roads and stormwater infrastructure featured prominently. As a percentage of property 
plant and equipment, R&M has increased from 4.50% in 2016 to 6.10% in 2017. This 
is still below the norm of 8.00%. In view of the neglect of the Municipality’s 
infrastructural assets over many years, there need to be further substantial budget 
increases over the next few years. However, the consequences of this neglect might 
still in future involve significant rehabilitation work or even replacement of infrastructure 
which would place a further financial burden on the Municipality. 

 
DEBTORS MANAGEMENT 
Debtors collection rate: this shows the level of payments in relation to billings at 
financial year end and was 95%, which equalled the norm. This could be due in large 
part to the increased provision for bad debts from exchange transactions (e.g. sale of 
goods and services) by nearly 50% from R58.7 million in 2016 to R86.5 million in 
2017. However if fines are included, the collection rate drops to 83% (the fines 
collection rate having been 18%); this highlights the opportunity cost of not 
assiduously pursuing more effective means of collecting fines, including 
establishing a municipal court. The impairment of non-exchange transactions rose 
from R102.8 million in 2016 to R114.5 million in 2017.  
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The net debtors days ratio, which shows the average number of days required for 
the Municipality to receive payment for bills for services, has improved to 57days (69 
days in 2016), if fines are excluded. Again, the improvement in this ratio will have 
benefitted from the increased impairment of outstanding debt. If fines are included, 
the net debtor days ratio rises to 93 days. These figures far exceed the norm of 30 
days and could indicate that the Municipality continues to be exposed to 
significant cash flow risk and is facing challenges in the collection of outstanding 
amounts.  

 
Excluding fines, the ratio of bad debts written off (R3.30 million) as a percentage of 
provision for bad debts (R36 million) was 9.00% versus the norm of 100%. The 
reason for this was that minimal debt was written off due to revenue enhancement 
strategy of CFO. If fines are included the ratio rises to 91% because of the very 
high percentage of fines written off, due to the lack of a dedicated municipal court to 
enforce payment of fines.  

 
LIQUIDITY/LIABILITY MANAGEMENT 

 
The current ratio which measures current assets against current liabilities increased 
marginally this year from 1.61 in 2016 to 1.66 in 2017. This ratio indicates the 
Municipal’s ability to utilise its near cash assets to pay its short term liabilities as they 
become due. The norm for this ratio is 1.50 to 2.10. Although the ratio has improved 
somewhat, the fact that it still is near the lower end of the norm could indicate a 
potential liquidity problem. The quick ratio, which measures the ratio of current assets 
excluding receivables and inventory against current liabilities, has risen from 0.68 in 
2016 to 0.80 in 2017, but, as the norm in this case is 1.00 this also points to a potential 
liquidity problem. The cash ratio, which measures the ratio of cash and cash 
equivalents against current liabilities, has increased from 1.64 in 2016 to 1.66, in 2017. 
While these ratios all indicate a small improvement in cash management, warning 
lights are still flickering. 

 
The cash to cost-coverage ratio, which measures the Municipality’s ability to meet 
at least its monthly fixed operating commitments from cash and short-term investment 
without collecting any additional revenue, works out at two months; this is in the 
middle of the norm of 1 to 3 months. 

 
The ratio of capital cost to total operating expenditure was 4.31% versus 3.29% 
in 2016 and a norm of 6.00 to 8.00%. This shows the cost (interest payments plus 
redemption payments against operating expenditure) of borrowing and, although 
increasing, it remains well below the norm and does indicate opportunities for 
higher borrowing to fund capital expenditure for service delivery. Likewise, the ratio 
of total borrowings (debt) to total operating revenue minus conditional operating grants 
at 22% in 2017versus 19.00% in 2016 and a norm of 45.00% also indicates 
considerable space for more borrowing. However, the need for more borrowing will 
have to be weighed carefully against the cash flow needs of the Municipality. 

 
SUSTAINABILITY 

 
National Treasury’s norm for level of cash-backed reserves is related to sustainability 
and measures the extent to which reserves that are required to be cash-backed are in 
fact cash-backed. In Knysna Municipality’s case, the cash backing for reserves 
at year-end was well above the norm of 100.00%.  
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OVERALL ASSESSMENT OF THE FINANCIAL POSITION 
 

While capital expenditure and expenditure on repairs and maintenance rose 
markedly in Rand terms,  R&M still fell far short of the norm in percentage terms. 
The debtors collection rate is still unacceptable and there are still signs of 
possible cash flow difficulties although there has been an improvement in cash 
management. There appears to be space for additional borrowing, which should be 
evaluated in relation to cash flow needs, to fund capex projects. We would not go so 
far as to say that the financial position of the Municipality is “good”; we would rather 
describe it as “appreciably improved, but with concerns for the future”. 

 
2.    FINANCIAL PERFORMANCE 
 
EFFICIENCY 

 
Net Operating Surplus: There should be an operating surplus so that the Municipality 
can make a contribution to its capital expenditure. Therefore the ratio should be above 
0%, which was the case for the year.  

 
Net Surpluses for Electricity, Water, Refuse and Sanitation/Waste Water: The 
norm is that for each of  these services to be sustainable, they must at least cover their 
individual costs (with the margins expressed for ratio purposes as a percentage of 
revenue). We have in the past had doubts about the accuracy of the costing of 
services. This matter needs to be revisited before reliance can be placed on these 
numbers for decision-making purposes. Based on the figures we were given,  the 
following picture emerges: 

 
Electricity: Revenue of R251 million exceeded expenditure (R175 million) by a margin 
of 30%, which far exceeded the norm of 0 to 15%; Refuse, whose revenue of R33 
million fell short of expenditure by a margin of minus 24% (due largely to the heavy 
costs of transporting refuse to the dumpsite hear Mossel Bay). Water: Revenue of R95 
million exceeded expenditure of R80 million by 15%. Sanitation/Waste Water: 
revenue was R31.7 million against expenditure of R36.2 million, a margin of minus 
14%. 
 
DISTRIBUTION LOSSES 

 
Electricity: The number of units purchased: 183 501 Mwh; units sold: 168 467 Mwh; 
loss during distribution: 8.90%. The norm is 7.00 to 10.00%. This performance is well 
within the norm.  

 
Water: Kilolitres purified: 5.31 million; kl sold: 4.04 million; the audited distribution 
loss was 24%, which is well within the norm of 15.00 to 30.00%. However, there is 
a huge potential for increased income through the introduction of metering in the 
areas where this is not installed at present. A very rough calculation reveals that 
some 30% of the town's processed water, the annual cost of which is roughly 
R24million, is consumed by unmetered consumers. Council should follow this up to 
ensure that all who can pay, do pay, for the water that they consume, over and above 
the free allocation fixed by Council. 
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REVENUE MANAGEMENT 
 

Growth in Active Consumer Accounts: It is important when making policy decisions 
on revenue to be able to assess all aspects of the revenue base, especially in the 
potential growth of the number of active consumer accounts. This analysis assists 
Council to assess the real growth in its paying customer base versus growth due to 
tariff and inflationary adjustments. In the light of the above, the fact that the number of 
active debtor accounts grew by 8% from 26384 in 2016 to 28504 in 2017 is very good, 
and somewhat surprising, news in view of the challenging circumstances faced by the 
town. Regular assessments of the trends in the growth or decline in the paying 
consumer base versus the indigent base should be urgently implemented and reported 
to Council to inform its decision-making and policies for the next and future budgets. 
We are encouraged to note that the CFO has already launched a revenue 
enhancement programme, incorporating a review of the new valuation roll that came 
into effect in July 2017, to identify errors and inconsistencies, and to improve revenue 
collection. We repeat our view that intensified efforts should also be made to find other 
sources of revenue, from domestic and overseas sources, for local economic 
development and other projects. There is currently no norm for this ratio, but obviously 
growth in the customer base is crucial to the town’s future. 

 
Revenue Growth: Total revenue, including operating and capital grants, from all 
sources increased by 2.60% from R801 million in 2016 to R822 million in 2017. 
This followed an increase of 17.30% in 2016. Taking capital grants out of 
consideration, revenue increased by 1% to R762 million. The last year's increases 
were well below the inflation rate (which is the norm), in spite of the increase in 
active consumer accounts, and reflects either the difficult economic conditions or 
inadequate revenue collection or both. The total government grants and subsidies 
for 2017, at R162.40 million, were R25.60 million (or 13,62%) less than in 2016 and 
represented 19.80% of total revenue compared to 23.50% in the previous year. 
The decrease in these grants was due to the R32.76 decrease in the Human 
Settlements Grant allocation.  

 
Property rates revenue, excluding penalties, increased by 10.41% to R187.80 
million, well  above  inflation.  

  
EXPENDITURE MANAGEMENT 

 
Creditors Payment Period: Calculated in accordance with Circular 71, the average 
number of days it took for the Municipality’s creditors to be paid was 44 days. The AG, 
obviously using a somewhat different formula, came up with 58 days (paragraph 84 of 
his Management Report). The norm is 30 days. Either way, as Circular 71 points out, 
“a period of longer than 30 days to settle creditors is normally an indication that the 
Municipality may be experiencing cash flow problems….” or be the result of disputes, 
payment processing, inadequate managing of the Municipality’s working capital or 
because effective controls are not in place to ensure prompt payments. Explanations 
from Management are required to clarify this. The AG (paragraph 85) feels that "this is 
not a concern as there is sufficient working capital to fund the operational activities of 
the municipality." 

  
Irregular, Fruitless & Wasteful and Unauthorised Expenditure: The total of such 
expenditure was R11.22 million or 1.47% of operating expenditure versus the norm 
of 0%. This includes about R5.24 million from the previous year which had not yet 
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been dealt with by MPAC. Anything above 0% must be investigated and acted upon. 
MPAC should, as before, be tasked with the investigation and requested to make 
recommendations on the action to be taken, bearing in mind consequence 
management and the legislative obligation to hold those responsible 
accountable to reimburse the Municipality. 

 
Remuneration of Employees & Councillors: Employee-related costs increased by 
7% to R212million, and as a percentage of total operating expenditure remained at 
the same ratio of 28% in 2017 as in 2016. This is well within the norm of 25 to 40%, 
at the lower end of the range. 

 
Contracted Services: These amounted to R27.70 million out of total operating 
expenditure of R762.50 million or 3.63%, within the norm of 2.00 to 5.00%  

 
Grant Dependency:  

 
Ratio of Own-funded Capital Expenditure & Borrowings to Total Capex: The 
share of total capital expenditure of R96.40 million generated internally (R29,02 
million) and borrowed (R8.66million) was 39.09%. There is no norm at this stage. This 
ratio indicates the extent to which capex is funded through internally-generated funds 
plus borrowings. As we point out above, there could be scope for borrowings to be 
increased.  
 
Ratio of Own-Funded Capex to Total Capex: The ratio of internally generated funds 
of R29.02 million versus total capex of R96.02 million was 30.22% compared to 
27.35% last year. No norm. This ratio indicates the extent to which capex is funded 
through internally-generated funds. 

 
Ratio of Own-Source Revenue to Total Operating Revenue: The ratio of own-
source revenue (total revenue minus all government grants and subsidies minus public 
contributions/donations versus total operating revenue (including agency services) 
was 87%, compared to 81% for the previous year. This ratio expresses the 
Municipality’s self-sufficiency: the extent of own-source revenue to total operating 
revenue. In our view this is a satisfactory percentage. 
 
OVERALL ASSESSMENT OF FINANCIAL PERFORMANCE 
 
Overall financial performance, in our view, has been satisfactory, in what was a difficult 
year, with an overall operating surplus and operating surpluses in two of the four 
service delivery sectors except refuse and waste water; distribution losses were low, 
with the major exception of the unmeasured water consumption referred to above. 
Revenue growth has been very modest. There were problems in expenditure 
management relating to creditor payments, in debtors and in relation to the irregular, 
fruitless & wasteful and unauthorised expenditure, but the Municipality does not seem 
to be too grant-dependent, particularly as it appears there may be opportunity for 
further borrowings.    

 
COMPLIANCE 

 
As far as compliance with legislation in relation to financial or financial-related matters 
with the provisions of the MFMA and other legislation is concerned, the Municipality 
has done reasonably well, except in the notable and important areas of 
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adherence to SCM legislation and of the implementation of consequence 
management. 

 
GENERAL 

 
The system of standardised ratios recommended by National Treasury in its Circular 
71 of January 2014 (which are the ratios we are referring to in our Report) are still not 
being used on a regular (or perhaps any) basis by Management to gauge the 
performance of the Municipality, nor is the political leadership and the full Council being 
provided with the analyses of performance that the regular use of the ratios would 
make possible. We once again strongly recommend that this omission be 
remedied and that the ratios and analyses thereof form a regular part of 
reporting to the Executive Mayor and Council. 

 
SECTION C.    CONCLUSION AND RECOMMENDATIONS 
 
In conclusion, we assess Knysna’s financial status overall as improved. While Knysna 
has been generally regarded as one of the better-run medium-sized Municipalities in the 
country, Management, the political leadership and Council still need to pay particularly 
serious attention to a range of issues: optimising income; drastically improving 
controls in all Directorates; urgently formulating, approving and implementing a 
comprehensive and effectively-capacitated performance management system; 
adopting revised and best-practice ethics, anti-fraud and corruption policies and 
procedures; ruthlessly clamping down on deviations and other questionable supply 
chain practices and implementing effective consequence management; and improving 
communication with and public participation by its residents. This is a long list, but 
getting each item right is vital to the town's future. Big challenges lie ahead, as the town tries 
to recover from the fire, the economy continues to place severe and increasing fiscal 
constraints on National, Provincial and Local Governments and not only demand for services 
from the growing population – many of them very poor - and but also the need to rebuild, 
maintain and build new infrastructure continue to grow.  
 
Meeting the above requirements will require strong leadership from the Executive Mayor, 
backed by Council, and the Municipal Manager. The Municipality will need to consider how 
best to consolidate its financial position by attending expeditiously to the problem-areas we 
and the AG have highlighted and by curtailing unnecessary spending, urgently adapting and 
adopting the new organogram and concentrating on the core functions of local government in 
order to make optimal use of its human and financial resources. Difficult and wise choices on 
priorities will have to be made. Council will have to proceed with great caution when deciding 
on the new rates and service charges for the 2017-2018 budget. Innovative strategies will 
need to be adopted and implemented to encourage growth and development, without 
destroying the environment that attracts tourists and helps to keep our people healthy. 
 
 

FOR RESOLUTION BY THE COMMITTEE: 
 
[a]  That  i) the "REPORT OF THE KNYSNA AUDIT COMMITTEE ON A) THE 
 COMMITTEE’S RESPONSE TO MATTERS RAISED IN THE AUDITOR-GENERAL’S 
 AUDIT REPORT FOR 2016-2017 AND B) THE FINANCIAL POSITION OF THE  
 MUNICIPALITY AS AT 30 JUNE 2017" (the Report) be approved; and 
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ii)  the Report be submitted to Council, for consideration by Council at its February 
2018 Special Council meeting, together with the Auditor-General's Audit Report 
for 2016-2017; and 

 
FOR RECOMMENDATION TO COUNCIL 

 
[b]  That the "REPORT OF THE KNYSNA AUDIT COMMITTEE ON A) THE 

COMMITTEE’S RESPONSE TO MATTERS RAISED IN THE AUDITOR-
GENERAL’S AUDIT REPORT FOR 2016-2017 AND B) THE FINANCIAL 
POSITION OF THE MUNICIPALITY AS AT 30 JUNE 2017" be noted and the 
Report be incorporated in the Municipality's Annual Report for 2016-2017. 

 
[c]  That, while expressing its disappointment that the Municipality did not obtain 

an overall clean audit opinion, the Municipal Manager, the Chief Financial 
Officer and other relevant staff be congratulated for achieving an unqualified 
financial audit  opinion;  

 
[d]  That, in view of the apparent failure of the OPCAR process effectively to 

monitor and drive the Municipality's efforts to satisfactorily deal with the Auditor-
General's 2015-2016 Management Letter findings and the commitments made 
by Management in relation to those findings, Management be directed to take 
the necessary measures to ensure that matters still outstanding from the 2015-
2016 Management Report as well as the matters raised in the 2016-2017 
Management Report are fully dealt with and that monthly reports on progress 
made be submitted to the Executive Mayor and Council; 

 
[e] That appropriate and timeous action be taken and feedback given to Council 

in regard to all the matters raised last year in the Audit Committee Report for 
2015-2016, in particular: 

 
(i)  That better revenue collection measures be urgently investigated and 

more effective means be implemented to make poor communities 
aware of the indigency provisions adopted by the Municipality and to 
assist those who qualify to make the  necessary applications; 

 
(ii)  That it be noted that, in spite of the Audit Committee's recommendation 

in its January 2016 report to Council and Council's subsequent 
resolution [d](ii) on the issue of a municipal court that was adopted at 
Council's meeting in January 2017,  very little progress has yet been 
made and reported to Council towards the  establishment of a 
municipal court for Knysna; and that urgent and effective steps be taken 
by Management to establish such a court with the aim of collecting a 
much  greater percentage of fines and, at the same time, assisting law 
enforcement; 

 
(iii)  That it be noted that, in spite of Council's resolution [d](iii) adopted at its 

meeting in January 2017, the Municipality has still not set up an 
effective unit or units to be  responsible for contract management; 
and that Management submit an urgent report to Council on its plans 
towards this end; and 
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(iv) That it be noted that, in spite of Council's resolution [d](iv) adopted at its 

meeting in January 2017, no regular reports have served at the Finance, 

Governance and  Economic Development Committee and the Audit 

Committee respectively so that  progress in dealing with the issues raised 

in the Audit Committee Report for the 2015- 2016 year could be 

monitored; and that regular progress reports must be issued in respect of 

the Audit Committee's 2016-2017 Report.  

 
[f]  That MPAC be urgently and adequately staffed and capacitated so as to carry 

out its  important functions expeditiously and thoroughly, thus establishing a 
strong culture of effective consequence management in the Municipality and 
that Management report to Council's regular meeting in March 2018 the steps 
it will be taking towards this end; 

 
[g]  That the system of ratios set out in National Treasury’s Circular 71 of 17 

January 2014 become a regular part of the quarterly reporting to the Executive 
Mayor, Council and Council Committees; 

 
[h]  That Management give regular and timeous feedback to Council and the Audit 

Committee on action taken in respect of Audit Committee various reports to 
Council during the current year; 

 
We express our thanks to Municipal Manager, the Chief Financial Officer, the Chief Audit 
Executive, other members of Management and staff for their co-operation during the year. Our 
thanks are also due to Council’s political office bearers and Councillors, the Auditor-General’s 
staff and the Internal Auditor’s staff for their assistance and co-operation during the past year. 
We would, however, wish, as part of best practice, to have separate direct engagements 
between the Knysna Audit Committee and the AG's team each year before their audit 
plan is finalised, at key stages of their audit and as soon their audit opinions have been 
arrived at. 
 

R A BARRELL (Chairperson) 

M F HENNNESSY 

E T PRINS 

J G ROUX 

R J THORPE 

1 February 2017 

ATTACHMENTS:  A. FIGURE: 2017 AG AUDIT OUTCOMES (para 106 Management 
Report) 

B. Report of the Auditor-General to the Western Cape Parliament and 
the Council on the Knysna Municipality. 
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6.2  
 
 
 
 
 
 

REPORT FROM THE DIRECTOR TECHNICAL SERVICES 

PURPOSE OF THE REPORT 

For Council to consider the issue of augmentation fees for the proposed Concordia Shopping 
Centre development which was omitted during Councils previous consideration of this project. 

BACKGROUND 

Council considered the rezoning of erf 2248 Knysna in 2009 and again in 2012. A request for 

the consolidation and amendment of the subdivision plan was approved by the Manager: Town 

Planning in terms of his delegations.  

The Municipal Manager received a letter from the developers on 24 January 2018 (see 

ANNEXURE A), complaining that the municipality is not cooperating in order for them to 

proceed with the development. They highlighted two issues that was “agreed to” with a 

previous MM and CFO which requires the Municipal Managers intervention. These are; 

1) No capital contributions (augmentation fees) would be payable since the municipality 

were in the process of upgrading the bulk infrastructure in the area and 

2) No rates would be payable for the first three (3) years “in terms of Councils tariff policy” 

 

On this letter the MM met with the developers where they expressed their dissatisfaction with 

the situation, followed by a meeting with officials where the facts were unpacked.  

DISCUSSION 

At the said meeting between the MM and officials, the following emerged; 

No rates for three years 

The CFO indicated that he was not aware of any delegation of the MM or CFO that would 

allow this and indicated that the policy only allows for a gradual increase in rates over a three-

year period, i.e. 100% rates rebate in year one, followed by a 75% and 50% rates rebate in 

years two and three. After this full rates would be payable. 

Capital Contributions (Augmentation fees) 

It is noted that the Council recommendation is silent on augmentation fees. This is strange 

because this is considered a standard condition for any development proposal. One would 

have expected a conscious Council decision on this and a clause that either say “No 

augmentation fees are payable” or “Augmentation fees are payable at a certain rate”. 

Augmentation fees is a necessary evil for any development. What makes this more interesting 

is that when Technical Services was requested to make comments on the development before 

it went to Council, it made a number of comments including one that provides for the payment 

of augmentation fees. All Technical Services comments found its way into the 

 
SC02/02/18 ERF 2248 KNYSNA : PROPOSED REZONING AND SUBDIVISION APPLICATION 
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recommendation accept the one on augmentation fees, despite the fact that Technical 

services comments was captured in the body of the report (see ANNUXURE B). The fact that 

there was no discussion on the matter in Council, points to the fact that this condition was 

omitted deliberately or accidently by the Planning and Development department for some 

reason. 

In discovering some of the documents on this matter, a letter from a previous MM (see 

ANNEXURE C) to the developers confirming that “…Knysna Municipality will be making funds 

available in 2012/2013 financial year for the upgrade of bulk services (water, sewer, electricity) 

… This will include the provision of services to the boundary of erf 2248”. This letter seems to 

be interpreted, by the developers, that augmentation fees will not be payable because the 

municipality will upgrade the bulk, it further indicates that connection fees will also not be 

required since services will be provided to the boundary! This is interesting since a 

development condition is that water and sewer infrastructure must be upgraded. 

It should be noted further that the Knysna Municipality: Standard Municipal Land Use Planning 

By-Law provides in Chapter VIII, that an applicant must pay development charges 

(augmentation and connection fees) to the Municipality in respect of the provision and 

installation of external engineering services. 

At the end of the meeting the MM requested the legal Advisor’s office to seek an opinion on 

whether Council’s silence on augmentation can be interpreted as “no augmentation is payable” 

or otherwise and if Council can still consider the matter since it was omitted in the original 

report. 

FINANCIAL IMPLICATIONS 

The civil augmentation fees amounts to around R980 000. 

RELEVANT LEGISLATION  

Knysna Municipality: Standard Municipal Land Use Planning By-Law and Knysna Tariffs as 

determined annually. 

COMMENTS BY CFO 

“Council policy provides for new business to get a rebate on rates as follows:  

First year 100% rebate 

Second year 75% rebate 

Third year 50% rebate 

Where after the rebate falls away. It is my considered view that we treat this new business 

equitable as we treat other business. Any rebate above or more than what the policy provides 

for must be sent to Council for consideration, approval and condone. The difficulty will be for 

council to justify such rebate as was mentioned in the email of previous MM. 

It is my considered view that the Augmentation should be levied as per the relevant policy of 

the Municipal Council. 
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COMMENTS BY DIRECTOR PLANNING AND DEVELOPMENT 

“The need and desirability for such a development have been confirmed in the consideration 

preceding town planning application and the approval had accordingly been recommended to 

Council on that basis. Council had accepted this motivation through their approval of the 

development rights. The Planning reports, attached to this item also include the comment from 

the Technical Services department that augmentation is to be paid and this comment has not 

been dismissed in any of the conditions of approval.” 

COMMENTS BY LEGAL ADVISOR 

“As per your instruction I had to provide an opinion on the augmentation fees and whether the 

omission of payment of augmentation fees in the Council decision taken implies that the client 

has been granted a waiver for the augmentation fees. Alternatively, does the omission imply 

that Council’s existing policy at the time of the decision is the default. 

In the absence of knowing what Council’s intention at the time was it is difficult to determine 

whether the omission implies that the client has been granted a waiver of the augmentation 

levies. The council resolution is totally silent on this and does not state that the levies has 

been waived, no reference whatsoever is made. With regards to the default position … the 

fact that the payment of augmentation levies was captured in the Tariffs at the time means 

that all must pay and the implication of a resolution not addressing this does not mean it is not 

payable, except when explicitly waived by Council which was not the case here. 

As per my original advice it would be best to have Council decide on whether the payment of 

augmentation levies should be waived or should be due and payable.” 

RECOMMENDATION OF THE MUNICIPAL MANAGER 

[a] The  the report on the augmentation fees for the Concordia Shopping Centre 

Development and subdivision (resozoning of Erf 2248, Knysna), be noted; 

 

[b] That Rates be waived as follows in terms of the policy : 

 

 100% year 1 

 75% year 2 

 50% year 3; and 

 

[c] That augmentation be levied as per the relevant policy for the development as 

envisaged on Erf 2248, Knysna. 

APPENDIX / ADDENDUM 
 
Annexure A 
Annexure B 
Annexure C 
 
File Number:  1/3/1/11 
Execution:  Director: Techincial Services  
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6.3 
 
 
 
 

 
 
REPORT FROM THE DIRECTOR FINANCIAL SERVICES 
 
PURPOSE OF THE REPORT 

 
To request Council to extend the mobile communication proof of concept phase until the 
Council meeting to be held in March 2018. 
 
BACKGROUND 
 
Knysna Municipality has utilised the National Treasury RT15-2016 transversal tender for the 
provision of mobile communication devices and is currently in the proof of concept phase of 
the rollout. 
 
DISCUSSION 
 
The issuing of Government Gazette Regulation No 41445 on 16 February 2018 that contains 
the regulations for Municipal Cost Containment makes the implementation of RT15-2016 
compulsory for Local Government entities and the whole of the public sector.  
 
The administration wishes to draft a detailed analysis of the impact to Council and will provide 
this analysis at the council meeting to be held in March 2018. 
 
FINANCIAL IMPLICATIONS 
 
Financial implications will be detailed in the item to be provided at the Council Meeting to be 
held in March 2018. 
 
RELEVANT LEGISLATION  

 
MFMA Circular No. 82 Municipal Finance Management Act No. 56 of 2003 
Government Gazette Regulation No 41445, 16 February 2018, No 120 – Local Government: 
Municipal Finance Management Act, 2003 – Municipal Cost Containment Regulations 
 

RECOMMENDATION OF THE MUNICIPAL MANAGER 

[a] That the mobile communications proof of concept phase until an item is submitted to 
council in March 2018, be extended; and 

 
[b] That all staff and councillors to retain their phones until the item is submitted to council 

in March 2018 as indicated in [a] above.  
 
APPENDIX / ADDENDUM 
 
Government Gazette Regulation No 41445, 16 February 2018, No 120 – Local Government: 
Municipal Finance Management Act, 2003 – Municipal Cost Containment Regulations 

 
SC03/02/18 EXTENSION OF THE MOBILE COMMUNICATION (CELLPHONES AND 

TABLETS) PROOF OF CONCEPT PHASE 
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File Number:  9/1/2/10 
Execution:  Municipal Manager 
  Director: Financial Services 
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6.4 
 
 
 
 

 
 
REPORT FROM THE MUNICIPAL MANAGER 
 
PURPOSE OF THE REPORT 
 
To consider this report and to appoint an Acting Director Corporate Services.  
 
BACKGROUND  
 
The position of Director Corporate Services became vacant during February 2017.  
 
DISCUSSION 
 
The Local Government : Municipal Systems Act, 2000, states in Section, 56(1)(a)(ii) that a 
Municipal Council, after consultation with the Municipal Manager, must appoint an acting 
manager (Director) directly accountable to the Municipal Manager. Section 56(1)(c) of the 
above  
mentioned Act states that an acting manager may not be appointed for a period exceeding 
three months without the MEC for Local Government approval to extend the period of 
appointment to a further period that does not exceed three months.  
 
Section 56(2) of the said Act determines the following regarding an acting manager 
(Director):  
 
“(2) A decision to appoint a person referred to in the subsection (1)(a)(ii), and any 

contract concluded between the municipal council and that person in consequence 
of the decision, is null and void if –  

a) the person appointed does not have the prescribed skills, expertise, competencies 
or qualifications; or  

b) the appointment was otherwise made in contravention of this Act, unless the 
Minister, in terms of subsection (6), has waived any of the requirements listed in 
subsection (1)(b).”  

 
The skills, expertise, competencies and qualifications for the Director Community 
Services post is determined in the Local Government: Regulations on Appointment and 
Conditions of Employment of Senior Managers, 2014 (Annexure B) to be as prescribed 
under the Local Government: Municipal Regulations on Minimum Competency Levels, 
2007.  

 
The 2014 Regulations determines the following as the minimum competency level for 
Director Corporate Services:  
 
Higher Education Qualification 
Bachelor Degree in Public Administration / Management Sciences/ Law; or equivalent  
 
Work-Related Experience and knowledge 

 
SC04/02/18 APPOINTMENT OF AN ACTING DIRECTOR CORPORATE SERVICES 
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Years of experience –  
 

 5 years experience at middle management level   

 Have proven successful management experience in administration knowledge  
 

Type of Knowledge 

 Good knowledge and understanding of relevant policy and legislation; 

 Good knowledge and understanding of institutional governance systems and 
performance management;  

 Good knowledge of corporate support services, including:  
o Human capital management  
o Legal services  
o Facilities Management  
o Information communication technology; and  
o Council support 

 Good knowledge of supply chain management regulations and the Preferential 
Procurement Policy Framework Act, 2000 (Act No. 5 of 2000) 

 Good governance  

 Labour Relations Act, and other labour-related prescripts 

 Legal background and human capital management; and  

 Knowledge of coordination and oversight of all specialized support functions  
 
“Middle Management level” means a management level associated with persons in middle 
management positions responsible for supervising staff, and includes –  

(a) An official directly accountable to a manager in the senior management level; 
or  

(b) A person that occupied a person in a management level substantially similar to 
middle management level, outside the local government sphere;” 

 
Taking the above into consideration an Acting Director Corporate Services must be 
appointed to act for a period of 3 months.   
 
RELEVANT LEGISLATION   
 
Municipal Systems Act, Act 32 of 2000  
Government Gazette, No. 37245 of 17 January 2014  
 
 

RECOMMENDATION OF THE MUNICIPAL MANAGER 
 
[a] That the report regarding the appointment of an Acting Director Corporate Services 

be noted;  
 
[b] That . . . . . . . . . . . . . . . . . . . . . . be appointed as the Acting Director Corporate 

Services from the date of this resolution for not more than three (3) months. 
 
File Number:  9/1/2/19 
Execution:  Acting Director: Corporate  Services 
  Manager: Human Resource   
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6.5 
 
 
 
 
 
REPORT FROM THE MUNICIPAL MANAGER 
 
PURPOSE OF THE REPORT 
 
To consider this report and to appoint an Acting Director Community Services.  
 
BACKGROUND  
 
The position of Director Community Services became vacant during September 2017. 
Council at its meeting held on 15 November 2017 appointed Mr Richard Meyer as Acting 
Director Community Services for a period of 3 months.   
 
DISCUSSION 

 
The Local Government : Municipal Systems Act, 2000, states in Section, 56(1)(a)(ii) that a 
Municipal Council, after consultation with the Municipal Manager, must appoint an acting 
manager (Director) directly accountable to the Municipal Manager. Section 56(1)(c) of the 
abovementioned Act states that an acting manager may not be appointed for a period 
exceeding three months without the MEC for Local Government approval to extend the 
period of appointment to a further period that does not exceed three months.  
 
Section 56(2) of the said Act determines the following regarding an acting manager 
(Director):  
 
“(2) A decision to appoint a person referred to in the subsection (1)(a)(ii), and any 

contract concluded between the municipal council and that person in consequence 
of the decision, is null and void if –  

(a) the person appointed does not have the prescribed skills, expertise, competencies 
or qualifications; or  

(b) the appointment was otherwise made in contravention of this Act, unless the 
Minister, in terms of subsection (6), has waived any of the requirements listed in 
subsection (1)(b).”  

 
The skills, expertise, competencies and qualifications for the Director Community 
Services post is determined in the Local Government: Regulations on Appointment and 
Conditions of Employment of Senior Managers, 2014 (Annexure B) to be as prescribed 
under the Local Government: Municipal Regulations on Minimum Competency Levels, 
2007.  

 
The 2014 Regulations determines the following as the minimum competency level for 
Director Community Services:  
 
Higher Education Qualification 
Bachelor Degree in Social Services/Public Administration/Law; or equivalent 
 
Work-Related Experience and knowledge 

 
SC05/02/18 APPOINTMENT OF AN ACTING DIRECTOR COMMUNITY SERVICES 
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Years of experience –  
 

 5 years experience at middle management; and  

 Have proven successful institutional transformation within public or private sector  
 
Knowledge – Type of Knowledge  

 Good knowledge and understanding of relevant policy and legislation;  

 Good knowledge and understanding of institutional governance systems and 
performance management 

 Understanding of council operations and delegation of powers, as well as –  
- Health service management; 
- Cemetery management; 
- Public safety; and  
- Parks and recreation management  

 
Added Advantage 
Registration with the South African Council for Social Service Professionals (SACSSP), or 
similar recognized relevant professional body. 
 
“Middle Management level” means a management level associated with persons in middle 
management positions responsible for supervising staff, and includes –  

(a) An official directly accountable to a manager in the senior management level; 
or  

(b) A person that occupied a person in a management level substantially similar to 
middle management level, outside the local government sphere;” 

 
Taking the above into consideration an Acting Director Community Services must be 
appointed to act for a period of 3 months.   
 
RELEVANT LEGISLATION   

 
Municipal Systems Act, Act 32 of 2000  
Government Gazette, No. 37245 of 17 January 2014  
 

RECOMMENDATION OF THE MUNICIPAL MANAGER 

 
[a] That the report regarding the appointment of an Acting Director Community 

Services be noted;  
 
[b] That ………………………………………… be appointed as the Acting Director : 

Community Services from the date of this resolution for not more than three (3) 
months. 

 
File Number:  9/1/2/19 
Execution:  Acting Director: Corporate  Services 
  Manager: Human Resource  
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6.6 
 
 
 
 
 
 
 
REPORT FROM THE MUNICIPAL MANAGER 
 
PURPOSE OF THE REPORT 

 
The purpose of this report is to propose to the Municipal Council the process to be followed 
with the filling of the position of Director Technical Services which will become vacant end 
May 2018. It is also to request Council to appoint a selection panel for the Recruitment and 
Selection process for the above vacancy and the appointment of an Acting Director 
Technical Services.  
 
BACKGROUND  

 
It is of utmost importance that this post be filled as soon as possible to ensure that the top 
management is fully staffed.   
 
THE NATURE AND CONTENT OF THE POSITIONS 
 
Section 56 of the Local Government: Municipal Systems Act, Act 32 of 2000, (Systems Act) 
provides for the appointment of Managers directly accountable to the municipal manager. 
The Local Government: Regulations on Employment and Conditions of Employment of 
Senior Managers, as promulgated on 17 January 2014, sets out the process for recruitment 
and selection of senior managers (see Annexure A).  
 
In terms of the Regulations, the following principles must be followed: 
   

(1) The recruitment, selection and appointment of senior managers must take place 
in accordance with the Regulations as well as Municipal Systems Act sections 
56, 57 A of the aforesaid Act.  

(2) Senior Manager positions must be filled through public advertising, in accordance 
with the procedures contemplated in regulation 10 of the mentioned Regulations.  

(3) Selection must be competence-based to enhance the quality of appointment 
decisions and to ensure the effective performance by municipalities of their 
functions.  
 

The Regulations also state that as soon as the positions of Managers directly accountable 
to the Municipal Manager becomes vacant, or are due to become vacant, the Municipal 
Manager must obtain approval from the Municipal Council for filling the post in its next 
Council meeting or as soon as it is reasonably possible to do so. A vacant senior manager 
post may not be filled, unless approval to fill the post has been granted by the Municipal 
Council and the post has been budgeted for.  
 
Furthermore, no person may be appointed as a Senior Manager unless he or she is a South 
African citizen or permanent resident; and possesses the relevant Competencies, 
qualifications, experience, and knowledge set out in the said Regulations.  

 
SC06/02/18 PROCESS FOR THE RECRUITMENT AND SELECTION OF THE POSITION 

OF DIRECTOR TECHNICAL SERVICES 
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ADVERTISING OF VACANT POSTS  
 
The Municipal Manager must, within 14 days of receipt of the approval for the filling of the 
post from the Municipal Council, ensure that the vacant post is advertised in a newspaper 
circulating nationally and in the province. The advertisement for a vacant senior manager 
post must specify: 
(a) Job title; 
(b)  Term of appointment 
(c)  Place to be stationed; 
(d)  Annual total remuneration package; 
(e)  Competency requirements of the post, including minimum qualifications and    

experience required; 
(f) Core functions; 
(g) Need for signing of an employment contract, a performance agreement and 

disclosure of financial interest; 
(h) The need to undergo security vetting;  
(i) contact person;  
(j) Address where applications must be sent or delivered; and  
(k) Closing date which must be a minimum of 14 days from the date the advertisement 

appears in the newspaper and not more than 30 days after such date. 
 
SELECTION PANEL 
 
Council must appoint a selection panel to make recommendations for the appointment of 
candidates and the panel must consist of at least three and not more than five members, 
constituted as follows:  
(a) The Municipal Manager who will be the Chairperson. 
(b) A member of the Mayoral Committee or Councillor who is the Portfolio head of the   

relevant Directorate.   
(c) At least one other person, who is not a Councillor or a staff member of the 

Municipality, and who has expertise or experience in the area of the advertised post.  
 
It is advised that the two representative unions, SAMWU and IMATU, are invited to attend 
the interview process to observe the process. Each union may have one member present 
during the interview process. It is further advised that representative observers of parties 
in Council, as well as Independent Councillors are invited to attend the interview process. 
Each party may have one member present during the interview process.  
   
COMPILING SHORTLIST AND SCREENING OF APPLICANTS  
 
The Municipal Manager, in consultation with the selection panel, must compile: 
  

(a) a list of all applicants who applied for an advertised post with an evaluation of their 
relevant competency requirements.  

(b) A shortlist evaluated against the relevant competency requirements as set out in 
Annexures A and B of the Regulations. 

 
The shortlisting must be finalised within 30 days of the closing date of the advertisement. 
 
Screening of the shortlisted candidates must take place within 21 days of the finalisation of 
the shortlisting by 
(a)  Conducting the necessary reference checks; 
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(b)  Contacting a candidate's current or previous employer;  
(c)  Determining the validity of a candidate's qualifications; and  
(d) Verifying whether a candidate has been dismissed previously for misconduct or 

poor performance by another employer.  
 
A written report on the outcome of the screening process must be compiled by the Municipal 
Manager before the interviews take place.  
 
INTERVIEWS  
 
The selection panel, which must remain the same throughout the screening and 
interviewing process, must conduct interviews within 21 days of screening the candidates. 
Ideally the selection of the candidate for appointment should be via consensus. The 
selection panel must also recommend the second and third suitable candidates to minimise 
delays that may arise in the filling of the post if the first choice candidate declines or does 
not accept the offer of employment. Should there be no suitable alternates, such must be 
reported to Council. 
 
SELECTION AND APPOINTMENT 
 
It is recommended that the candidates recommended for appointment to the post undergo 
a competency assessment. 
 
The selection panel must submit a report and recommendation on the selection process to 
Council on the suitability of candidates who comply with the relevant competency 
requirements of the post as set out in Annexures A and B to the Regulations, in order of 
preference.  
 
Before making a decision on an appointment, a municipal council must satisfy itself that: 
(a)  The candidate meets the relevant competency requirements for the post, as set out 

in Annexures A and B of the Regulations; 
(b)  Screening of the candidates has been conducted in terms of regulation 14 of the 

said Regulations; and 
(c) The candidate does not appear on the record of staff members dismissed for 

misconduct as set out in Schedule 2 of the Regulations.  
 
As soon as the Municipal Council has taken a decision on the appointment of a suitable 
candidate, it must inform all interviewed candidates, including applicants who were 
unsuccessful, of the outcome of the interview; and within 14 days submit a written report to 
the Member of the Provincial Executive Council (MEC) for local government regarding the 
appointment process and outcome.  
 
The report to the MEC must contain; 
(a) Details of the advertisement, including date of issue and the name of newspapers 

in which the advert was published, and proof of the advertisement or a copy thereof; 
(b) A list of all applicants; 
(c)  A report contemplated in regulation 14(2) on the screening process and the 

outcome thereof;  
(d) The municipal council's resolution approving the selection panel and the shortlisted 

candidates; 
(e)  Competency assessment results; 
(f)  The minutes of the shortlisting meeting;  
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(g)  The minutes of interviews, including scoring;  
(h)  The recommendations of the selection panel submitted to the municipal council;  
(i)  The recommendation of the executive mayor to the municipal council, if any;  
(j)  The municipal council resolution approving the appointment of the successful 

candidate;  
(k)  The application form, curriculum vitae, proof of qualifications and other supporting 

documentation of the successful candidate;  
(l)  a written confirmation by the successful candidate that he or she does not hold 

political office as contemplated in section 56A of the Systems Act, as at the date of 
appointment;  

(m) The letter of appointment, outlining the term of contract, remuneration and 
conditions of employment of the senior manager; and  

(n)  Any other information relevant to the appointment.  
 
APPOINTMENT OF SERVICE PROVIDER TO ASSIST WITH THE PROCESS 
 
It is proposed that a service provider be appointed to assist with the Recruitment and 
Selection process and psychometric test and competency assessment. 
 
APPOINTMENT OF ACTING DIRECTOR TECHNICAL SERVICES 
 
The position of Director Technical Services will become vacant end May 2018. 
 
Section 56 of the Municipal Systems Act deals with the Appointment of Managers directly 
accountable to Municipal Managers and section 56 stipulates as follows:  
 
(1)(a) A municipal council, after consultation with the municipal manager, must appoint- 
 

(i) a manager directly accountable to the municipal manager, or  
(ii) an acting manager directly accountable to the municipal manager under 

circumstances and for a period as prescribed.  
 
RELEVANT LEGISLATION 
 
Municipal Systems Act, Act 32 of 2000 
Local Government: Regulations on appointment and conditions of employment of Senior 
Managers 
 
FINANCIAL IMPLICATIONS 
 
The position is budgeted for in terms of the MTREF.  
 

RECOMMENDATION OF THE  MUNICIPAL MANAGER 
 
[a] That Council notes the report submitted by the Municipal Manager. 
 
[b] That Council notes the contents of the Regulations for Local Government 

Regulations on appointment and conditions of employment of Senior Managers as 
well as Government Gazette No. 40118 regarding the Upper Limits of Total 
Remuneration packages payable to Municipal Managers and Managers directly 
accountable to Municipal Managers; 
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[c] That it be noted that the Full Municipal Council will serve as the Appointment 
Authority; 

 
[d] That the selection process set out in the report mentioned in (a) above be adopted;  
 
[e] That Council in terms of Section 56 of the Municipal Systems Act, appoint an acting 

Director Technical Services.  
 

File Number:  9/1/2/19 
Execution:  Acting Director: Corporate  Services 
  Manager: Human Resource  
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6.7 
 
 
 
 
 
 
 
REPORT FROM THE MUNICIPAL MANAGER 

 
PURPOSE OF THE REPORT 

 
The purpose of this report is to inform the Municipal Council of the recommendation of the 
Selection Committee regarding the appointment of a Director Corporate Service and a 
Director Community Services.  
 
BACKGROUND  
 
On or during a Special Council meeting held on the 8th of December 2017, Council resolved 
to obtain a legal opinion with regards to a resolution by Council taken on the 20th of June 
2017. 
 
The opinion dealt with whether it was required of Council to rescind resolution. The legal 
opinion advised that it was not required of Council to rescind the said resolution to be able 
to commence with the recruitment and selection process. 
 
A second round of recruitment and selection for vacant positions of Director Corporate 
Services and Director Community Services was commenced with, shortlisting was done on 
23 October 2017 and Interviews and Assessments were conducted on 22 & 23 November 
2017. 
 
The Selection Panel was unable to reconvene to complete the process as set out in 
Regulation 15(4), (5) & (6) of the Local Government : Regulations on Appointment and 
Conditions of Employment of Senior Managers, as one of the members of the panel, Mr T 
Ndlovo was no longer available due to disciplinary processes at the municipality where he 
is employed as Municipal Manager. 
 
At this stage it is uncertain when, where or how the current disciplinary proceedings against 
Mr Ndlovo will be finalized, if at all. 
 
The Auditor General during his 2016/2017 audit highlighted the vacancy rates for senior 
managers within the Knysna Municipality as a concern. Senior Management positions are 
critical for the effective, efficient and economic delivery of services, governance and 
operations with the administration. 
 
The position of Director Corporate Services has been vacant since January 2017 and the 
position of Director Community Services since August 2017. A number of officials have 
been acting in these positions which comes with its own challenges as legislation 
prescribes the maximum period persons are allowed to act. In practice this means that 
every three to six months we have a different official taking over responsibility for the 
directorate, its staff, key performance areas and budget. This could have a potential 

 
SC07/02/18 APPOINTMENT OF DIRECTOR CORPORATE SERVICES AND 

DIRECTOR COMMUNITY SERVICES 
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detrimental effects on operations and service delivery as there is no stability or continuity 
in responsibility for these directorates. 
 
It is critical that these processes be commenced with and finalized to ensure effective, 
efficient and economic delivery of services, governance and operations with the 
administration. 
  
RELEVANT LEGISLATION 
 
Local Government : Municipal Systems Act, 2000; 
Local Government : Regulations on Appointment and Conditions of Employment of Senior 
Managers. 
 
FINANCIAL IMPLICATIONS 
 
The positions are budgeted for in terms of the 2017/18 MTREF. 
 

RECOMMENDATION OF THE MUNICIPAL MANAGER 
 
[a] That the report submitted by the Municipal Manager regarding the Appointment of 

a Director Corporate Services and Director Community Services, be noted; 
 
[b] That the position of the Director Corporate Services for the Knysna Municipality be 

readvertised, as provided for in the Local Government : Regulations on 
Appointment and Conditions of Employment of Senior Managers; 

 
[c] That the position of the Director Community Services for the Knysna Municipality 

be readvertised, as as provided for in the Local Government : Regulations on 
Appointment and Conditions of Employment of Senior Managers; 

 
[d] That the Manager : Human Resources be requested to inform all interviewed 

candidates of the outcome of the process; 
 
[e] That the Manager : Human Resources be requested to, within 14 days of the date 

of this resolution, submit a written report as is envisaged in Regulation 17(3)(b) and 
(4) to the MEC for Local Government regarding the appointment process and 
outcome. 

  
APPENDIX / ADDENDUM 
 
Annexure : A Government Gazette No. 37245 dated 17 January 2014 : Local Government 

Regulations on Appointment and Conditions of Employment for Senior 
Managers;   

      B Selection Report from the Service Provider  
 
File number: 9/1/1/1 
Execution: Municipal Manager 
  Manager : Human Resources 
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6.8  
 
 
 
 
 

REPORT FROM THE DIRECTOR FINANCIAL SERVICES 

PURPOSE OF THE REPORT 

For Council to consider and approve an adjustments budget in terms of section 28(1) of the 

Municipal Finance Management Act (MFMA), which states that “A municipality may revise an 

approved annual budget through an adjustments budget.” 

Section 28 of the MFMA read together with section 23 of the Municipal Budget and Reporting 

Regulations (MBRR) sets out the criteria, timeframes and other prescriptions for when a 

municipality may revise an approved annual budget through an adjustments budget. 

FINANCIAL IMPLICATIONS 

The financial implications of the adjustments budget are contained in the Adjustments MTREF 

2017/2018 document attached. 

RELEVANT LEGISLATION  

Municipal Finance Management Act and Municipal Budget and Reporting Regulations. 

RECOMMENDATION OF THE MUNICIPAL MANAGER 

 [a] That the annual adjustments budget of Knysna Municipality for the financial year 
2017/2018, as set-out in the schedules contained in Section 4, be approved: 

 
 [i]   Table B2: Adjustments Budget Financial Performance (expenditure by standard  
   classification) 
 

[ii] Table B3: Adjustments Budget Financial Performance (expenditure by 
municipal vote) 

 
 [iii]  Table B4: Adjustments Budget Financial Performance (revenue by source) 
 
 [iv]  Table B5: Adjustments Budget Capital Expenditure for both multi-year and 

single year by vote, standard classification and funding 
 
[b] That the following adjustments permitted in terms of section 28(2) of the Municipal 

Finance Management Act and reflected in the tables referred to in resolution [a] above 
be approved: 

 
 [i]  That those additional revenues that have become available over and above 

those anticipated in the annual budget be appropriated, but only to revise or 
accelerate spending programmes already budgeted for; 

 

 
SC08/02/18 2017/2018 2ND MTREF : ADJUSTMENTS BUDGET 
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 [ii]  That the utilisation of projected savings in one vote toward spending under 
another vote be authorised; and 

 
 [iii]  That any errors in the annual budget be corrected.  
 
[c] That revision to the monthly and quarterly service delivery targets and performance  
 indicators in the service delivery and budget implementation plan be approved by the  
 Executive Mayor and submitted to Council at its next meeting for noting to correspond  
 with the financial implications of the adjustments budget. 
 
[d] That the MIG schedule project schedule be approved 
 
APPENDIX / ADDENDUM 
 
To be distributed separately. 
 
File Number: 9/1/2/10 
Execution: Municipal Manager 
  Director: Financial Services 
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7. Adjournment 

 
-oOo- 


