EKURHULENI
Metropolitan Municipality

EXTRACT FROM THE MINUTES OF THE EXTRAORDINARY COUNCIL MEETING OF THE CITY OF
EKURHULENI METROPOLITAN MUNICIPALITY HELD ON 28 MARCH 2019

A-F (01(a)-2019) MPAC MUNICIPAL PUBLIC ACCOUNTS COMMITTEE: REPORT

ON THE ANNUAL REPORT, INCLUSIVE OF ANNUAL
FINANCIAL STATEMENTS (AFS) FOR THE 2017/18
FINANCIAL YEAR AND THE A-G REPORT

RESOLVED

1.

That the contents of the Annual Report, Inclusive of Annual Financial Statements (AFS)
for the 2017/18 financial year and the A-G Report, tabled to Council as Item A-F (01-2019)
BE NOTED.

That the Annual Report, Inclusive of Annual Financial Statements (AFS) for the 2017/18
financial year and the Auditor General (A-G) Report BE APPROVED without reservations.

That the Accounting Officer SUBMITS this oversight report to the Gauteng Provincial
Legislature, within seven (7) days of its adoption by Council.

That the Accounting Officer PROVIDES feedback on the MPAC report to Council by the
end of April 2019.
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2019-03-28

A-F (01(a)-2019) MPAC

MUNICIPAL PUBLIC ACCOUNTS COMMITTEE: REPORT ON THE ANNUAL REPORT,
INCLUSIVE OF ANNUAL FINANCIAL STATEMENTS (AFS) FOR THE 2017/18
FINANCIAL YEAR AND THE A-G REPORT

PURPOSE

To report to Council on Municipal Public Accounts Committee’s (MPAC’s) consideration of
the Annual Report, Inclusive of Draft Annual Financial Statements (AFS) for the 2017/18
financial year and the A-G Report.

EXECUTIVE SUMMARY

The Annual Report, Inclusive of Annual Financial Statements (AFS) for the 2017/18
financial year and the A-G Report is the final draft of the annual report including the Auditor-
General’s report after the Unaudited Annual Report was dealt with by the end of December.
This report was referred to the MPAC on the 315 of January 2019 for consideration and
reporting in accordance with Standing Order 132 of Council.

The Committee firstly forwarded its three (3) standard questions to the departments. This
was followed by public hearings on the 8th and 19th of February 2019 and the 8" of March
2019. In these hearings, the departments affected by unauthorised, irregular, fruitless and
wasteful expenditure appeared before the Committee to make oral presentations and
respond to the questions raised by the Committee. On the 23rd of March 2018, the
Committee convened once more to complete its hearings with the departments which,
hitherto, did not manage to appear before the Committee. It was in this meeting that the
Committee deliberated on and adopted this MPAC oversight report.

KEY DELIBERATIONS

The Annual Report, Inclusive of Annual Financial Statements (AFS) for the 2017/18
financial year and the A-G Report, was submitted to the MPAC for oversight, after the
Unaudited Annual Report, Inclusive of Draft Annual Financial Statements (AFS) was
scrutinised by other oversight committees by the end of November 2017, as per Circular
63, read together with section 127 to 129 of the Municipal Finance Management Act
(MFMA) (no. 56 of 2003). According to these prescripts, the Unaudited Annual Report,
Inclusive of Draft Annual Financial Statements, should be submitted to Council within two
months after the end of the financial year, i.e., in August, for oversight by Council. After 7
months, i.e., by the end of January of each year, the final Annual Report, together with A-
G’s report, must be tabled in Council and the MPAC must make its final pronouncement on
the financial statements in conclusion of the oversight process of Council.

The MFMA further empowers the municipal Council to develop an oversight report, within
the context of the separations of roles as outlined in MFMA Circular 32, on the submission
of the report by the Executive Mayor. In particular, Section 129 (1) of the MFMA stipulates
that the oversight report on the Annual Report must include a statement whether Council:

(a) Has approved the annual report with or without reservations;

(b) Has rejected the annual report;

(c) Has referred the annual report back for revision of those components that can be
revised.
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The Committee interrogated the unauthorised, irregular, fruitful and wasteful expenditure, -
recorded as note 48 of the AFS - as per the provision of section 32 of the MFMA. The report
on these issues is submitted to the Council separately from this one, which seeks to
respond to the above provisions of section 129 of the MFMA. The Committee was also
informed by the oversight report tabled to Council in November 2017 and invited the
Chairpersons of various Section 79 oversight committees for the finalization of the
outstanding issues following from their portfolio oversight process. To this effect, the
Committee would like to recommend that the Annual Report, Inclusive of Annual Financial
Statements (AFS) for the 2017/18 financial year and the A-G Report be approved without
any reservations.

The Committee, however, has made several observation regarding its functionality and
interactions with the departments. These, and recommendations thereof, are discussed in
ITEM A-F MPAC(04-2018(b)) discussing MFMA section 32 matters — unauthorised,
irregular, fruitful and wasteful expenditure - accompanying the MPAC report.

RECOMMENDATION

1. That the contents of the Annual Report, Inclusive of Annual Financial Statements
(AFS) for the 2017/18 financial year and the A-G Report, tabled to Council as Item
A-F (01-2019) BE NOTED.

2. That the Annual Report, Inclusive of Annual Financial Statements (AFS) for the
2017/18 financial year and the Auditor General (A-G) Report BE APPROVED
without reservations.

3. That the Accounting Officer SUBMITS this oversight report to the Gauteng
Provincial Legislature, within seven (7) days of its adoption by Council.

4, That the Accounting Officer PROVIDES feedback on the MPAC report to Council
by the end of April 2019.
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EXTRACT FROM THE MINUTES OF THE EXTRAORDINARY COUNCIL MEETING OF THE CITY OF
EKURHULENI METROPOLITAN MUNICIPALITY HELD ON 28 MARCH 2019

A-F (01(b)-2019) MPAC MUNICIPAL PUBLIC ACCOUNTS COMMITTEE: REPORT
ON THE ANNUAL REPORT, INCLUSIVE OF ANNUAL
FINANCIAL STATEMENTS (AFS) FOR THE 2016/17
FINANCIAL YEAR AND THE A-G REPORT

RESOLVED

6. The Municipal Public Accounts Committee (MPAC), after consideration of the Annual
Report, Inclusive of Annual Financial Statements (AFS) for the 2017/18 financial
year and the A-G Report, is making the following recommendations to Council:

6.1. That the contents of the Annual Report, Inclusive of Annual Financial
Statements (AFS) for the 2017/18 financial year and the A-G Report tabled to
Council as ltem A-F (01-2019) BE NOTED.

6.2. That the Speaker of Council WRITE A LETTER OF REPRIMAND to the MMC:
Corporate and Shared Services, Alderman Khosi Mabaso in response to an
unprofessional behaviour displayed towards MPAC on the 8" of March 2019
and report back to Council by the 30" of April 2019.

6.3. That it BE NOTED that the following matters, as outlined according to the
department and brief description, were referred by the Committee to the
Internal Audit department for further investigation and deliberations. Below
is the table outlining the amounts:

No. Amount Department Description

a) R129 192 Finance Payment to person in the employment of the
state (City of Johannesburg)

b) R29 800 Finance Payment to person in the employment of the
state (City of Ekurhuleni)

c) R21 500 Finance Payment to person in the employment of the
state (City of Ekurhuleni)
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d) R881 915 Finance Splitting of quote in payment of various services
including supply, delivery and installation of new
and additional steel carports; training of 40 Bid
Evaluation Committee members; deep cleaning
and garden services in various clinics and
libraries across the municipality
e) R8 667 683 ICT Payment to Teraco Data Environments (PTY)
Ltd. beyond the contracted amount
f) R479 256 Communication | Transaction in payment of Cut to Black Media
and Brand
Management

o)) R23 392 353 Human Expenditure on alternative accommodation for
Settlements Angelo Informal Settlement dwellers

h) R3 983 118 Ekurhuleni The reasons for Bigen Africa to be awarded 80%
Housing of all the tenders awarded to a panel of five (5)
Company service providers from 2015 to 2017

i) R1 388 875 Ekurhuleni R888 373 paid for an incorrectly evaluated
Housing cleaning tender, and R500 502 paid to various
Company service providers/suppliers despite obtaining

less than three quotes.

)] R3 160 750 Ekurhuleni Payment of interest and penalties to SARS due

Housing to late payment of tax.
Company
k) R19 421 404 ERWAT Various transactions paid in contravention of
procurement legislative provisions
) R16 495 099 ERWAT Various transactions paid in contravention of
procurement legislative provisions.
m) R511 182 Transport Payment to a service provider in excess of the
Planning and | contract value during the construction of
Provisioning Phuthaditshaba Public Transport Facility.

n) R379 000 Transport Payment to a service provider in excess of the
Planning and | contract value during during the construction of
Provisioning Tembisa Licensing Hub.

0) R174 200 Transport Catering for heritage event.
Planning and
Provisioning

9)) R1 650 474 Brakpan Bus | 74 transactions paid for goods and services

Company

procured from service providers without three
quotations
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q) R2 014 873 Brakpan Bus | Payment of salaries to board members without
Company the Executive Mayor’s approval.

r) R883 881 Brakpan Bus | Service provider appointed without necessary
Company three quotes

s) R883 715 Brakpan Bus | Penalties charged by the SARS
Company

t) R682 404 Brakpan Bus | Payments of expired contracts.
Company

R85 230 675 TOTAL

6.4. Finance Department

6.4.1. That the amount of R38 232 814 spent on the following tenders — EE 01-2017, A-WS
03-2017, A-F 01-2017, A-WMS 03-2017, A-HEA 08-2017 — awarded based on the criteria not
mentioned in the tender document BE RATIFIED.

6.4.2. (a) That the amount of R623 971 paid on fraudulent payment to Full Swing 458 was
recovered and the matter is closed, but City Manager ENSURES that Full Swing be
BLACKLISTED and Mr Hendrick Phosa to be SUBJECTED to properly constituted
disciplinary processes

6.4.2. (b) That the Group Chief Finance Officer be SUBJECTED to disciplinary measures for
her role in malicious interference with Audit Report Outcomes.

6.4.3 That City Manager ENSURES that the Ranong Trading and Projects (Pty.) Ltd, Ekhuliza
Primary Co-operative Limited, and Supreme Workwear be BLACKLISTED from doing
business with the City of Ekurhuleni.

6.4.4 That the Framework and amounts, including R19 169 587, incurred as a result of
expenditure on services acquired through non-compliant panel in the Enterprise-wide Project
Management Office (EPMO) BE RATIFIED.

6.5. Information and Communication Technology (ICT)

6.5.1. That the amount of R148 451 123 spent on Telkom after procurement of services using
section 110 (a) of MFMA instead of regulation 36 of the Supply Chain Management
Regulations BE RATIFIED.
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6.6. Economic Development Department

6.6.1. That the amount of R173 325 paid to Hlomani Bantu Projects (PTY.) Ltd. (R149 375)
and Mngomako Projects (R29 950) BE RECOVERED from these companies or their directors
thereof.

6.6.2. That City Manager ENSURES that all companies belonging to Mr. Thembinkosi Colin
Mngomezulu (Hlomani Bantu Projects (PTY.) Ltd., Mngomako Projects, and Nhlakanipho
Brains) BE BLACKLISTED from doing business with the City of Ekurhuleni.

6.7. Department of Human Resources Management and Development
6.7.1. That the amount of R90 915 paid to Kudu Prints for cleaning services BE RATIFIED.

6.8. Corporate Legal Services

6.8.1. That an amount of R6 692 incurred as a result of currency fluctuations in payment of
accommodation and travel BE RATIFIED.

6.9. Real Estates Department

6.9.1. That the amount of R78 146 spent on Schindler Lifts SA (PTY) Ltd. for maintenance of
the lifts BE RATIFIED

6.10. Department of Energy

6.10.1. That the amount of R3 806 806 paid to Cigicell (Pty.) Ltd. for management of
components of the CoE’s third party vending services BE RATIFIED.

6.11. Brakpan Bus Company (BBC) and ERWAT

6.11.1. That the Office of the City Manager SUBMIT PROGRESS REPORT on the review of
BBC and ERWAT established as per a resolution adopted by Council on the 28" of March
2018, by the 30* of April 2019.

6.12. Ekurhuleni Metropolitan Police Department

6.12.1. That the amount of R1 395 294 spent on security services to Councillors homes
deemed to be under violent threats BE RATIFIED.

6.13. Health and Social Development
6.13.1. That the amount of R36 150 spent on catering services BE RATIFIED
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1. PURPOSE

To report to Council on Municipal Public Accounts Committee’s (MPAC’S)
consideration of the Annual Report, Inclusive of Annual Financial Statements (AFS)
for the 2017/18 financial year and the A-G Report.

2. EXECUTIVE SUMMARY

The Annual Report, Inclusive of Annual Financial Statements (AFS) for the 2017/18
financial year and the A-G Report is the final draft of the annual report including the
Auditor-General’s report after the Unaudited Annual Report was dealt with by the end
of December. This report was referred to the MPAC on the 31% of January 2019 for
consideration and reporting in accordance with Rule 130 of Council Standing Orders.
The Committee firstly forwarded its three (3) standard questions to the departments.
This was followed by public hearings on the 8" and 19" of February 2018 and the 8™
of March 2019. In these hearings, the departments affected by unauthorised, irregular,
fruitless and wasteful (UIFW) expenditure appeared before the Committee to make
oral presentations and respond to the questions raised by the Committee. On the 13™
of March 2019, the Committee convened once more to complete its hearings with the
departments which, hitherto, did not manage to appear before the Committee on the
scheduled dates. It was in this meeting that the Committee deliberated on and adopted
this MPAC oversight report, including the recommendations to be adopted by the
Council.

In its deliberations, the Committee interrogated the details of each unauthorised,
irregular, fruitful and wasteful expenditure incident stated in note 48 of the Annual
Financial Statements and the Auditor General's (A-G’s) report, sought to establish
status of the cases in terms of accountability, and wanted to know what corrective
measures have been instituted by the affected departments in collaboration with the
Department of Finance, where applicable. Out of the 32 UIFW expenditure matters
making up R333 852 264 considered, the Committee would like to recommend
ratification of expenditure in ten (10) matters amounting to a total of R211 887 037
(63.4% of the expenditure uncovered in the 2017/18 financial year). Nineteen (19)
matters, amounting to R85 230 675 (25.5%), were referred — either by the departments
or MPAC - to the Internal Audit Department for investigations, two (2) matters worth
R27 762 943 (8.3%) are being considered by the Legal Department or being recovered
and two (2) amounting to R8 971 609 (2.7%) under the Committee’s consideration or
investigated by the South African Police Services (SAPS).

3. BACKGROUND

The Annual Report, Inclusive of Annual Financial Statements (AFS) for the 2017/18
financial year and the A-G Report, was submitted to the MPAC for oversight. The
oversight process of the Committee is guided by the Supply Chain Management Policy
(SCMP) of the City of Ekurhuleni (CoE), which seeks to promote fair, equitable,
transparent competitive and cost effective process and section 32 (1) and (2) of the
MFMA discussed below. Section 32 (1) states as follows:

1) Without limiting liability in terms of the common law or other legislation: -

14
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a) A political office-bearer of a municipality is liable for unauthorised
expenditure if that office bearer knowingly or after having been advised by
the accounting officer of the municipality that the expenditure is likely to
result in unauthorised expenditure, instructed an official of the municipality
to incur the expenditure;

b) The accounting officer is liable for unauthorised expenditure deliberately or
negligently incurred by the accounting officer, subject to subsection (3);

c) Any political office bearer or official of a municipality who deliberately or
negligently committed, made or authorised an irregular expenditure, is
liable for that expenditure; or

d) Any political office-bearer or official of a municipality who deliberately or
negligently made or authorised a fruitless and wasteful expenditure is liable
for that expenditure

The final submission of the Annual Report occurred in January 2019, after the
Unaudited Annual Report, Inclusive of Draft Annual Financial Statements (AFS) was
scrutinised by other oversight committees by the end of November 2018, as per
Circular 63, read together with section 127 to 129 of the Municipal Finance
Management Act (MFMA) (no. 56 of 2003). According to these prescripts, the
Unaudited Annual Report, Inclusive of Draft Annual Financial Statements, should be
submitted to Council within two months after the end of the financial year, i.e., in
August, for oversight by Council. After 7 months, i.e., by the end of January of each
year, the final Annual Report, together with the A-G’s report, must be tabled in Council
and the MPAC must make its final pronouncement on the financial statements in
conclusion of the oversight process of Council. According to section 129 (1) of the
MFMA (no. 56 of 2003) the oversight report must include whether Council approve,
reject or refer the AR back. This is discussed in ITEM MPAC (01-2019(a), which must
be read together with the current report. In addition, the Committee must pronounce
itself in accordance with section 32 (2) which states that:

2) A municipality must recover unauthorised, irregular or fruitless and wasteful
expenditure from the person liable for that expenditure unless the expenditure
a. in case of unauthorised expenditure is —
i. authorised in an adjustment budget; or
ii. certified by the municipal council, after investigation by a council
committee, as irrecoverable and written off by the council; and
b. in case of irregular or fruitless and wasteful expenditure, is, after
investigation by a council committee, certified by the council as
irrecoverable and written off by the council.

In cases where the expenditure is recovered, the Committee must notify Council on
this and recommend that the case be closed. In matters where the unauthorised,
irregular or fruitless and wasteful expenditure cannot be recovered, the Committee
must recommend to the Council that the expenditure be ratified (or written-off).
Furthermore, the Committee must also recommend whether the action involved in the
expenditure be condoned or not.
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4. KEY DELIBERATIONS

In its deliberations over the report, the Committee focused on note 48: Unauthorised,
Fruitless, Wasteful and Irregular Expenditure. On this note, the Committee notes with
grave concern that there was a closing balance of R1 808 705 818 in irregular
expenditure, R170 820 848 in fruitless and wasteful expenditure, and zero balance for
unauthorised expenditure by the end of the 2017/18 financial year. With regards to
the irregular expenditure balance of R1 808 705 818, the Committee notes that there
was an opening balance of R1 498 664 848, which means an amount R310 040 970
in irregular expenditure was identified during the 2017/18 financial year. An amount of
R10 173 528 was ratified by the end of the 2017/18 financial year.

Meanwhile, the opening balance in fruitless and wasteful expenditure was R162 985
175, and an amount of R8 735 673 was incurred during the 2017/18 financial year.
Nothing was ratified under fruitless and wasteful expenditure during the 2017/18
financial year.

The Committee is not able to account for the entire outstanding balance of R1 808 705
818 in irregular expenditure and R170 820 848 in fruitless and wasteful expenditure,
but can report the following (See Annexure A):

e The city accounted for a total amount of R1 277 392 338 in UIFW expenditure
to Council since the 2015/16 financial year, i.e. for the three financial year
since the establishment of the fifth Council* (August 2016);

e The amount of R227 773 569 (17.8%) was either ratified or recovered, thus
the related matters closed;

o Therefore, a balance of R1 049 618 769 (82.2%) is still outstanding;

e Out of R1 049 618 769 outstanding balance, R764 742 366 (72.8%) is being
investigated by the IA department, R217 742 503 (20.7%) still under MPAC
consideration, and R46 601 682 (4.4%) under the Legal Department for
recovery. On an amount of R18 519 395 (1.8%) the Committee is either still
awaiting the department’s submission of more information, completion of a
disciplinary action, or SAP criminal case to deliberate and complete the
associated matters.

The Committee is concerned about the long time it takes the Internal Audit department
to complete their investigations as this delays completion of matters associated with
the UIFW expenditures incurred by the municipality. This leaves an impression that
Council is doing little to deal with UIFW matters raised by the A-G. Nonetheless, the
Committee will be working with the A-G to trace the status of cases relating to the
entire balance of R1 808 705.

The Committee would also like to express its disappointment that the municipality has
failed to achieve clean audit opinion from the A-G during the financial year under

1 The amounts listed here or in Annexure A may differ from the ones mentioned either in notes dealing with UIFWs (for
instance note 48 of 2017/18 AFS) in the AFS or the A-G, as errors are picked and rectified during the oversight process. In some
cases, the errors identified are just technical — such as typographical errors — while they are material in nature in other cases. The
latter come as a result of misstatements, which can be either deliberate or result from unavailable information at the time of
initial recording of UIFW expenditure. Also, there are UIFW expenditure that come to the attention of the Committee although it
is not mentioned in the note dealing with UIFW and the Committee records it. In other cases, some amounts are referred to the
Committee for two years in a row. Such amounts are recorded the first time they are referred to the Committee.
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review. A clean audit outcome is understood by the Committee to mean the
municipality has unqualified opinion on its financial statements, it does not have
findings on its pre-determined objectives, compliance with laws and regulations, and it
does not have deficiencies on its internal controls.

The Committee notes that while the city achieved an unqualified audit on the financial
statements and predetermined objectives, the A-G found that there’s a lot to be desired
in terms of compliance with laws and on internal controls. The city was not able to take
effective steps to prevent irregular expenditure of R274 582 270 which came as a result
of contravention with the SCM regulations and was not always able to pay service
providers within 30 days, as required by section 65(2) of the MFMA. It was also found
that the Urban Settlement Development Grant (USDG) was used for different purpose
from what it was intended for. On procurement and contract management, it was found
that some goods and services valuing above R200 000 were procured in an
uncompetitive manner, contracts were awarded based on functionality area not
included in the invitation for bidding, and contracts were awarded to service providers
who did not disclose that they are in the employ of the municipality.

The city’s failure to take effective steps to prevent irregular expenditure of R274 582
270 is an indication of deficiencies in internal controls. In addition, this was found with
regards to assets, where, for instance, there was no asset register in place to record
all the municipal assets. It was further found that the accounting officer did not
implement adequate internal controls to ensure credible financial reporting and
compliance with key legislation and senior management “did not implement adequate
systems of internal control over financial reporting and compliance with key legislation”.
Furthermore, there was no proper record management system supporting the reported
information. These led to contradictions between reported information in the financial
statements and supported evidence, as well as material errors and omissions identified
during the audit process.

The Committee has, furthermore, taken note of the matters of emphasis as follows:

o Restatement of corresponding figures — “the corresponding figures for 30 June
2017 have been restated as a result of errors discovered in the consolidated
and separate financial statements of the group for the year ended 30 June
20187

e Material uncertainties — the municipality is a respondent in various lawsuits and
it is not possible to determine or measure their outcomes;

e Material impairments — the allowance for impairment of consumer debtors
during the financial year under review amounted to R11 347 187 333, which is
67% of total consumer debtors;

o Material losses — material electricity losses amounting to R1 076 496 700 —
11.7% of total electricity purchased - were incurred. Out of this, R533 183 567
(49.5%) worth of electricity was due to non-technical losses. Furthermore,
material water losses worth R833 362 612 — 30% of water purchased — were
incurred. R393 979 864 of the losses were due to technical losses.

The Committee, together with other Section 79 oversight committees of Council, more
especially, the Finance, Corporate and Shared Services, and Water and Energy
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Oversight Committees, will be closely monitoring the related departments’
performance with regard to these areas.

Also, the Committee would like to raise the following issue observed during the
engagement with various departments and deliberations in conclusion of this report.
The Committee is deeply concerned with a disrespectful behaviour displayed by the
office of the MMC: Corporate and Shared Services, Councillor Khosi Mabaso. The
Committee appreciates and acknowledges the fact that it is not always possible to
honour the Committee’s invitation to appear before it. However, the Committee was
appalled on the 8" of March 2019 to receive an apology letter from the MMC’s PA, Ms.
Nomazizi Mavuso that the MMC is not able to attend the meeting due to ill-health, only
for this to be repudiated by the MMC when she arrived a few minutes’ latter. The MMC,
in her own words, said she did not know anything about the letter. This is not only a
disrespect to the MPAC, but also to Council’'s accountability and oversight processes.
Therefore, the Committee would like to recommend that the Office of the Speaker of
Council write and send a letter of reprimand to the Office of MMC: Corporate and
Shared Services.

The following departments were affected by unauthorised, irregular, fruitless and
wasteful expenditure. In note 48 of the AFS, the matters/cases are categorised into
UIFW expenditures that occurred in the financial year under review (2017/18) and the
ones identified in the current financial year (2017/18) but relating to or occurred in the
previous financial years. Nonetheless, the following discussion is arranged per
departments, although an attempt is made to mention whether the expenditure
happened during the financial year under review or the previous financial years:

4.1. Unauthorised, Irregular, Fruitless and Wasteful Expenditure
4.1.1. Department of Finance, ICT and Economic Development

4.1.1.1. Finance Department

The Finance Department is accountable for a total amount of R58 088 780 made up
of six (6) cases, namely, R38 232 814, R881 915, R623 972, R129 192, R51 300, and
R19 169 587. The R38 919 193 was spent during the course of 2017/18 financial year
on four tenders awarded based on the criterion not mentioned in the tender document.
In this case, the tenders were scored based on the Ekurhuleni’'s general acceptability
criteria, which requires all service providers to meet the technical specifications,
comply with the bid conditions, and have a valid tax clearance certificate. However,
these requirements were not included in the tender document and the A-G deemed it
as an irregular expenditure. Subsequent to this finding, the department included the
requirement in the tender documents resulting in compliance since 2018/19 financial
year. Since the municipality derived value from these transactions, the Committee
would like to recommend that this expenditure be ratified.

With regards to the amount of R881 915, the Committee has established that the
Finance Department is still struggling with the issue of splitting of quotes, despite that
there was an institution or adoption of a demand management mechanism in the
2016/17 financial year. While the Committee acknowledges that there seems to be
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improvement since the splitting of quotes matters reduced from an amount of R1 587
535 in 2016/17 financial year to R881 915 during the financial year under review, it is
concerned about the stubbornness of this issue in the expenditure and will be closely
monitoring it going forward.

Indeed, this irregular expenditure is made up of payment of 19 invoices made to
various service providers including supply, delivery and installation of steel carports (2
invoices for work done at Rietfontein and Platkop Landfill sites); provision of training to
40 Bid Specification Committee members (3 invoices); deep cleaning (7 invoices for
work done in different clinics); and garden services (7 invoices for different clinics and
libraries). In response to the Committee’s concern about the department’s seeming
inability to deal with this matter decisively, the City Manager stated that there is a need
for the procurement of services and goods mentioned to be centralized, as
procurement usually happens in different offices across the municipality and at the
same time, which looks like splitting of quotes from the A-G’s perspective.

While the above still makes business sense, the Committee would like to get to the
bottom of this expenditure to be able make determination and recommendation to
Council. For instance, it would benefit the Council for the Committee to establish as to
whether there was value the municipality derived from this expenditure, as well as to
whether there was no misconduct on behalf of the officials involved in the payments.
Therefore, the Committee would like to refer this matter to the Internal Audit
department for investigation.

The amount of R623 971 in fruitless and wasteful expenditure was due to a payment
made in 2016 to Full Swing 458 CC instead of a refund of R3 587.73 to J. De Lasio. A
forensic investigation revealed that the changes in the transaction were dishonestly,
intentionally and fraudulently made by Mr. Hendrick Phosa in the Finance Department.
The payment was made without any goods or services and there were no full and
proper records kept around this transaction. The audit investigation report thus
recommended that these funds be recovered from Full Swing 458 CC and the culprit,
Mr. Hendrick Phosa, be subjected to the disciplinary hearing, and criminal charges be
laid against both Mr. Phosa and Full Swing 458 CC. It was further recommended that
the management should ensure that more than one person be involved in execution of
transactions to avoid such incidents going forward, and that the working relationship
between the municipality and Full Swing 458 be investigated.

As it stands, the amount of R623 971 was recovered, as it was off-set through a
payment due to Full Swing 458, the balance of which was made. The GCFO further
argued that the disciplinary process is not justified given that there was no evidence of
collaboration between Mr. Phosa and the service provider. The Committee is of the
opinion that there seems to have been an attempt to undermine the established
processes and established facts and will be monitoring such behavior going forward.

The Committee further notes that the management, in an attempt to strengthen the
internal controls as recommended by the audit report, has also added a senior
manager as the signatory to the transactions before payment is executed. Therefore,

11

19



CITY OF EKURHULENI METROPOLITAN MUNICIPALITY
EXTRA-ORDINARY COUNCIL MEETING
2019-03-28

ITEM A-F MPAC (01-2019(b))

the Committee would like to recommend that the matter be closed since the
amount have been recovered. As provided in section 32 (5) of the MFMA, however,
the Committee will be monitoring the developments around the disciplinary process,
criminal charges against Mr. Phosa and Full Swing 458 CC, as well as the investigation
on the working relationship between the municipality and Full Swing 458.

Both the amount of R129 192 and R51 300 irregular expenditure were incurred as a
result of payment to persons employed in the service of the state. The payment of
R129 192 was made to Supreme Workwear CC, owned by Mr. Paul Michael Egnos,
who was an employee of the City of Johannesburg. Meanwhile, the amount of R51
300 was paid to two companies, namely Ranong Trading and Projects (Pty) Ltd and
Ekhuliza Primary Co-operative Limited. One of the directors of Ranong Trading and
Projects (Pty.) Ltd., which was paid R29 800 for delivery and installation of sound and
Stage, was Mongezi Wonderful Nyathela. Similarly, Mr. Mzwamadoda Ngceke was
also a director of Ekhuliza Primary Co-operative Limited. Both these individuals are
working for the City of Ekurhuleni as general workers. The Committee would like to
recommend that these cases be referred to the IA department for investigation,
particularly to establish if the municipality derived any value from this
expenditure, as well as the possibility to recover the funds. Furthermore, it
would be prudent to blacklist the companies involved in these cases to prevent
them to do business with the municipality in the future.

Finally, the amount of R19 169 587 was incurred by the Finance Department involving
appointment of service provider on a panel/framework of the EMPO to provide project
management services on infrastructure development projects as and when required.
The A-G disagreed with the department on the establishment of such a
panel/framework because it appears as though the municipality would like to
deliberately avoid competitive bidding on important infrastructure development
projects. Because of this finding, the department terminated the usage of the panel
with immediate effect and rather subject contracts on supply of goods, construction
works or services to competitive bidding process. Therefore, the Committee would
like to recommend Council to ratify this amount.

4.1.2. Information and Communication Technology (ICT)

An amount of R148 451 123 in irregular expenditure was incurred in appointment of
Telkom SOC SA Ltd. (Telkom) for various services related to telephone provisions to
the city. Under the impression that Telkom was a state owned organ, the department
used section 110 (a) of the MFMA, which suspends application of competitive
procurement processes for provision of goods and services required are offered by
another organ of state. According to the A-G, however, an applicable provision is
regulation 36 of the SCM regulations, as Telkom was not a state-owned organ. In the
wake of this finding, the department successfully used regulation 36 in procuring the
services from Telkom. The Committee would like to ratify this amount. However,
the Committee is worried about the management’s competence in observing and
application of the law. Indeed, it is surprising that the whole top management in
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the department had to wait for the A-G to properly use relevant provisions in
acquiring services worth R148 451 123 and above.

The amount of R8 667 683 in irregular expenditure was incurred in payment to Teraco
Data Environments (Pty.) Ltd beyond the contracted amount in provision of services
including internet and electronic mail (e-mail), electricity prepaid services, as well as
uploading and downloading services. According to the department, the payment was
made during the 2016/17 financial year after the cap value of R6 975 103, erroneously
capped for one instead of three years as per the tender documents, was reached. The
payment was further made even after the application for deviation to increase the
budget to cover three years was not successful. Using these reasons, the department
requested “MPAC to ratify the non-compliance and recommend to Council to write-off
the irregular expenditure” (sic)

The Committee is concerned with the level of insolence the department shows to
MPAC and Council with regards to this expenditure. Not only is the department trying
to cover-up a serious misconduct, but they are effectively attempting to enlist the
support of MPAC and Council on its actions, for a matter still under investigation by
the IA department. Firstly, it is not understandable how both the department and the
service provider could commence a business relationship ignoring an error in the
amount of payment and whether the contract was for one or three years. Secondly, it
is not clear how the department allowed the company to work beyond the agreed
amount. Finally, the department went ahead and made the payment in excess of the
agreed contract amount, which the service provider accepted with alacrity, even after
an application for deviation was not successful.

As this matter is still under investigation by the IA department, the Committee
will await completion of this investigation for further deliberation and
determination.

4.1.3. Department of Economic Development

The fruitless and wasteful expenditure of R157 303 pertains to fraudulent payment of
goods and services supposedly procured between October 2016 and December 2017
from two (2) service providers, namely, Hlomani Bantu and Mngomako Projects. While
the R157 303 is stated in note 48, the investigation revealed that the total amount was
R179 125 in which R149 375 was paid to Hlomani Bantu and R29 750 was paid to
Mngomako Projects. An attempt to pay the third service provider, i.e. Nhlakanipho
Brains, was foiled as suspicions were raised from the central procurement office
(CPO). Mr. Thembinkosi Colin Mngomezulu is mentioned as the director for all three
companies.

The invoices paid to these companies include supply of water bottles, stationery, laptop
bags and supply and installation of tents and plastic chairs. According to the audit
investigation, the goods and services were neither requested, formally authorised, nor
delivered/rendered. Instead, the signatures of key people in the procurement process,
Mr. Collin Ramogale — the Liaison Specialist Officer tasked with filling of a requisition
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form, Mr. Bheki Madonsela — the messenger sometimes used to fill the requisition
forms - and Mr Caiphus Chauke — the HOD responsible to authorise the requisition,
were forged. It was also found that the requisition book utilised in effecting the
payments did not belong to the Economic Development Department but issued to the
Boksburg Stores and was filled with wrong information — such as departments or the
actual goods required. Furthermore, the companies mentioned as competitors with
the preferred service providers (Hlomani, Mngomako and Nhlakanipho) - Khulumisa
Meat Avenue, Mogul LXXXXIV, Kuhle Mzansi Trade Projects (PTY) Ltd., and Sinsible
Trading Enterprise - denied ever submitting quotations in the Department of Economic
Development.

According to Mr. Mngomezulu, Ms. Zanele Tshabalala invited him to submit quotations
for the above-mentioned services using his companies, but latter told him that the
event he meant to supply for was postponed to the latter date. However, she would
like him to submit the invoices for payment. After the payment was received, Ms.
Tshabalala called him to withdraw the money and give it to two interns in the
department. For his troubles, Mr. Mngomezulu claims to have been paid R5000 for
each payment. Ms Tshabalala denies ever being involved with any of the allegations
raised in the forensic investigation.

The investigators concluded that there is evidence of collusion and conspiracy
between Mr. Mngomezulu and Ms. Tshabalala to defraud the City of Ekurhuleni.
Therefore, it was recommended that:

e The disciplinary action and criminal case be opened against Ms Tshabalala;

e A criminal case be opened against Hlomani Bantu Projects (PTY.) Ltd.,
Mngomako Projects, and Nhlakanipho Brains;

e The R179 325 be treated as per the requirement of section 32 of the MFMA,

e All the companies belonging to Mr. Mngnomezulu (Hlomani Bantu Projects
(PTY.) Ltd., Mngomako Projects, and Nhlakanipho Brains) be blacklisted from
doing business with the City of Ekurhuleni;

e The department of Economic Development implement mechanisms to
strengthen their record keeping;

e The Department of Finance transform their requisition processes from manual
to the e-requisition system in order to prevent similar incidents.

The Committee is appalled at the extent to which Ms Tshabalala went — starting with
irregular payments made to the Belwato Engineers and Associiates, involvement in
irregularities in Vukuphile Phase Il learner contractors — to defraud the municipality for
her own benefit. Thus, the Committee agrees with the investigation report’s
recommendations and will be monitoring the developments around their
implementation. It has since come to the Committee’s attention that the cases against
Ms. Tshabalala and Mr. Mngomezulu involving conspiracy to defraud and commission
of fraud against the CoE, falsification of procurement documentation (requisition forms
and invoices), forging of signatures, as well as acceptance of payment for services not
delivered were already opened at Kempton Park Police Station.
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With regards to the fruitless and wasteful expenditure of R173 325, the
Committee would like to recommend that this money be recovered from both
Ms. Zanele Tshabalala and Mr. Thembinkosi Colin Mngomezulu. Furthermore,
the Committee would like to recommend that all the companies belonging to Mr.
Mngnomezulu (Hlomani Bantu Projects (PTY.) Ltd., Mngomako Projects, and
Nhlakanipho Brains) be blacklisted from doing business with the City of
Ekurhuleni.

4.1.4. Department of Corporate and Legal Services

4.1.4.1. Communication and Brand Management Department

During the financial year under review, the Communication and Brand Management
Department incurred an irregular expenditure of R479 256.00 regarding Cut to Black
Media Pty Ltd. The Department of Economic Development initiated a procurement
process relating to the appointment of service providers to develop an Integrated
Marketing and Communication Plan (IMC). This process, however, was abandoned
during the evaluation phase and the contract of Cut to Black Media was utilised
instead. The Finance Department rejected to pay the invoice upon receipt citing that
the work done by the service provider was in fact not part of the scope of the contract
entered to. The department referred this matter to the IA department for investigation.

The Committee notes that the Internal Audit department has instituted an
investigation on this matter and will await the completion of investigation for its
determination.

4.1.4.2. Human Resources Management and Development (HR&D)
Management
The department of Human Resource Management and Development accounts for the

total amount R90 915.00 in irregular expenditure in the previous financial year for
appointing a service provider to render cleaning services. This appointment came
about after the winning bidder Bransby declined the appointment. A memorandum was
submitted by the then manager Ms Zantsi to appoint the 2nd highest bidder being Kudu
Prints, the order for this was not issued. Kudu started providing services without an
official order for a period of 9 months, at that time no payments were made to them.
Kudu Prints then terminated cleaning services due to none payment.

Allegations were brought forward that Ms Zantsi was in contravention of the SCM
policy and the matter was referred to the Internal Audit department for investigation.
The service provider has been paid and no litigation has come from this case. The
Committee recommends a ratification of this amount.

4.1.4.3. Corporate Legal Services Department
The Corporate Legal Services Department accounts for R6,692 incurred in the

previous financial year. This is regarding the discrepancy between the amount charged
as per quotation received compared to the final amount paid for accommodation and
travel cost. The discrepancy in the amount was a result of currency fluctuations on the
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original invoice for the accommodation. According to the Internal Audit investigation
report, no evidence of financial wrong doing was found. The Committee would like
to recommend ratification of this expenditure.

4.1.5. Human Settlements Department and Ekurhuleni Housing
Company (EHC)

4.15.1. Department of Human Settlements

In the previous financial year, the Committee dealt with irregular expenditure of R22
996 087 incurred in provision of temporary settlement structures as part of an
execution of a court order requiring the city to provide the Angelo Informal Settlement
dwellers an alternative accommodation. By the end of the 2017/18 financial year, this
amount had been established as R23 392 353. The property which is the subject of
the irregular expenditure is Germiston X46 and was acquired from Living Africa through
the Council approved process. Prior to the purchase of the land, the previous owner
had conducted a Geotechnical study through Bear Geo Consultants in August of 2012,
and a township application was accepted and approved in May of 2017. The pre-
planning studies done and the town-planners indicated that the portions of land
reserved for development were reported to be safe.

In the report tabled in the Council meeting held on the 28" of March 2018, the
Committee notified Council that this amount was referred to the IA department for
investigation. It was reported by the Department of Human Settlements that the
investigation has started as of the 1% of February 2019. Therefore, the Committee
will await the completion of the investigation for deliberations and its
pronouncement on this matter.

4.1.5.2. Ekurhuleni Housing Company (EHC)

The EHC accounts for 3 amounts of R3,983,118.00, R1,388,875.00 for irregular
expenditure as well as R 3,160,750.00 for fruitless and wasteful expenditure. The first
amount — R3 983 118 deals with the distribution of work to panel of five (5) companies
for the refurbishment of block E. Out of the R4 791 548 awarded to these companies
from 2015/2016, a company called Bigen Africa was awarded R3 983 118 (83.1%),
and there were no reasons provided for this company to get the lion’s share of the
tenders.

The amount of R1 388 875.00 relates to the awarding of an incorrectly evaluated
cleaning tender amounting to R888 372 and contracts worth R500 502 awarded to
various service providers/suppliers, despite obtaining less than three (3) quotes.
According to the department, the latter happened because they did not receive the
required number of quotations after the advertisement for seven days, as required by
the SCM regulations and policy.

The third expenditure, to the value of R3 160 750, was incurred as a result of interest
and penalties accumulated due to late payment for the 2017/18 financial year.
According to the company, the late payment was beyond their control and thus nobody
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should be held liable. However, the Committee would like to make its own
determination after an independent investigation.

Overall, the Committee is concerned with the reasons forwarded by the EHC for the
above mentioned UIFW expenditures as this suggests incompetence and gross
neglect of the entity’s supply chain processes. To get to the bottom of this, the
Committee would like to refer the above-mentioned transactions to the IA
department for investigation.

4.1.1. Department of Water and Energy and ERWAT

4.1.1.1. Department of Energy

The Energy Department accounts for an amount of R6 463 530 made up of R 3 806
806 and R2 656 715 in UIFW expenditure. The Committee has already dealt with an
amount of R3 806 806 during the 2016/17 AFS oversight process and noted that this
came as a result of an error made in payment to Cigicell (Pty.) Ltd.'s services to
manage components of the COE'’s third party vending services (see item A-F MPAC
(04-2018(b)). The services paid for with regards to this contract were received to the
satisfaction of the department. For instance, there was no disruptions in electricity
purchase experienced by customers during the period under review. As such, the
Committee would like to recommend that this amount be ratified. However, the
Committee will further make follow-ups to the department with regards to the
consequences on the administrative error committed on this expenditure.

With regards to the R2 656 715, the irregular expenditure came as a result of the
department’s exceeding of the capped amount that was made for three years but
reached within the first year. The reason for such rapid depletion of the allocated funds,
according to the department, was because of an increase in maintenance demand due
to “failure of ageing cable infrastructure, impact of high winter load and sustained
overloading caused by illegal electricity connections”. This occurred “while the
department was busy with the procurement process of the new contracts for supply of
medium voltage cable joints and accessories and repairs and maintenance of
underground cables up to 22kV”.

During the oversight process over the 2016/17 AFS, the Committee observed that the
department’s woes regarding the UIFW expenditure were exacerbated by the high
level of vacancies in the department. This, it seems, was addressed to a certain extend
and will also assist with the maintenance demand necessitated by various unforeseen
circumstances. Therefore, the Committee would like to recommend that the
Council ratifies the expenditure of an amount of R2 656 715. Nonetheless, the
Committee further calls on the Water and Energy Oversight Committee to closely
monitor the department’s maintenance performance going forward
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4.1.1.2. ERWAT (East Rand Water Care Company)

The Committee notes that during the oversight process over the 2016/17 financial year
which occurred in the previous financial year (2017/18), the ERWAT stated that the
UIFW expenditure of R55 376 241 came mainly as a result of four reasons, hamely:

e Approval of extension of a project without the required level delegation of
authority;

¢ Incorrect application of SCM regulation 36 on deviation;

¢ Award of contracts without sourcing three quotes; and

¢ Payment of expired contracts based on an illegal month-to-month clause;

In the report submitted to Council on the 28" of March 2018 (item A-F MPAC (04-
2018(b)) after this process, the Committee reflects on the fact that the people
responsible for these UIFW expenditures are no longer in the employ of the
municipality and thus recommends that they be added in the database of people who
resigned under the cloud of IA department’ findings. Not only that, but the Committee
also raises questions about the ERWAT’s management capabilities.

During the financial year under review, the company accounts for an amount of R35
916 504 in UIFW expenditure made up of two amounts of R19 421 404 and R16 495
100. The Committee is concerned that not only did this happen under the same
circumstances, but there were additional two reasons this time around, namely,
splitting of quotes and variation of orders above 20% of the awarded contracts. The
Committee is of the opinion that the situation goes beyond managerial incompetence
to suggest that there is a deliberate attempt by certain individuals to undermine the
entity’s financial management. The Committee would like to get to the bottom of
this, therefore refers these expenditures to the IA department for investigation.
The Committee further notes that ERWAT, together with the BBC, is a subject of
a reviewing process instituted by the city and will await its outcomes to further
deliberate on the issue and make recommendations to the Council.

41.1.3. Infrastructure Services

4.1.1.3.1. Real Estate Department

The irregular expenditure of R78 146 relates to a payment of two instalments, R16 943
and R61 203 respectively, to Schindler Lifts SA (PTY) Ltd. for maintenance of the lifts
manufactured by the same company. The procurement of the company’s services was
done through regulation 36 of the Supply Chain Management Regulations. This was
because, it was argued, Schindler Lifts SA (PTY) Ltd. was the only company that could
maintain its own lifts at a reasonable price. This, however, was done in contravention
of the SCM policy that all procurement of goods and services over an amount of R30
000 should be subjected to competitive bidding. Although the department’s argument
makes business sense, the Committee maintains that it is important to observe the
legal and policy provisions on procurement of goods. Thus, such procurements should

18

26



CITY OF EKURHULENI METROPOLITAN MUNICIPALITY
EXTRA-ORDINARY COUNCIL MEETING
2019-03-28

ITEM A-F MPAC (01-2019(b))

be subjected to competitive bidding and the manufacturers will have a competitive
advantage and nothing stops the department to award the contract to them.

The Committee is satisfied that the department has realised its error and advertised
for subsequent tenders for maintenance of lifts, which will be a normal practice going
forward. Therefore, the Committee would like to recommend that this amount be
ratified, not only because there are mechanisms in place to ensure that such
incident does not reoccur, but also because the service was rendered and the
municipality did not lose the funds.

An irregular expenditure of R27 583 618 was incurred in payment of the IDC
Consortium awarded a contract as part of a panel of ten (10) service providers to
“render full built environment related consulting on an as-and-when required basis” for
an estimated amount of R911 000 000 over a period of three years from 2016 to 2019.
The consortium was duly led by the IDC Artichets (PTY.) Ltd and made up of Sivest
Group (PTY) Ltd., Mothee Consulting (PTY.) Ltd., and HHO Africa (PTY.) Ltd. It is
alleged that the contract was improperly and fraudulently awarded to the consortium.
This was because there was a senior official in the Real Estates Department, the
Divisional Head: Strategy and Planning - Mr. Thando Miti, who provided a consortium
with a confidential information, thus giving then an unfair advantage over the other
bidders. In their investigation to ascertain these allegations, the Internal Audit
Department found that the confidential information referred to here is that the IDC
consortium was alerted of the fact that the qualifications supplied in the bid documents
do not meet the requirements, which prompted the consortium to change the
earmarked personnel. It was also concluded that indeed the IDC Consortium was
assisted by Mr. Miti because he is a Facebook friend of Mr. Olibunmi llori in the social
media and that there seems to have been changes of personnel after the closing date
of the tender submissions.

Based on the above, the |IA recommend a disciplinary action against Mr. Miti, the CoE
to seek legal advice to review the legality of the contract with the IDC Consortium, the
department to lay criminal charges for possible fraud and/or corruption against IDC
Consortium and Mr. Miti, and that the SCM Unit provide a safe boardroom to keep bid
documents for evaluation. As per the recommendation, the Accounting Officer referred
the forensic report to the Legal Department for review and the private legal firm refutes
the basis of the findings.

The bone of contention for the legal firm is the fact that Mr. Olubumni llori, Managing
Director of the IDC Architect, who is reported as the protagonist in the procurement
process, was never interviewed, the audit team could not verify the validity and
authenticity of the documents used in compilation of the report, and that there is a
relationship between Mr. llori and Mr. Miti. The interview with Mr. llori, for instance,
would have shed light on the reasons to change key proposed personnel during the
final submission of the bidding documents. With regards to the verification of the
validity and authenticity of the documents, there is no guarantee that the information
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used in the report is valid. It is furthermore difficult to understand how a conclusion on
people’s relationship can be based on Facebook, the social media, relationship alone.

Based on this, the Committee would like to let the legal process to take its course to
be able to apply themselves and make a determination on this case. At the time of
writing, the department had subjected this report to further legal scrutiny and
the Committee will be following the developments very closely and can only
make pronouncement after that.

4.1.2. Transport Planning and Provision Department and Brakpan Bus
Company (BBC)

4.1.2.1. Transport Planning and Provision Department

Under note 48, the Transport Planning and Provision Department is meant to account
for a total amount of R890 192 made up of R511 182 and R379 000. During the
engagement with the department, however, the Committee learned that there was an
additional irregular expenditure of R174 200 not mentioned under note 48. The
irregular expenditure of R511 182 relates to a payment made to a consultant in excess
of the contracted amount during the construction of Phuthaditshaba Public Transport
Facility. According to the department, this expenditure is deemed as irregular because
the service provider was paid for the additional work in excess of 3% of the contract
value.

Similar to the above expenditure, R379 000 was incurred in payment made to Gant
Project Management (PTY.) Ltd. — the engineering consultants. According to the
department, this expenditure came because there was a need to lay raft foundation,
instead of normal foundation, due to dolomitic conditions on the ground, existing
service connections located further than anticipated, and there was a need for a pump
station that was not included initially — in excess of the contract value during the
construction of Tembisa Licensing Hub.

To this effect, the department has referred both the above-mentioned matters to the IA
department for investigation. The Committee will await a completion of the
investigation to apply and pronounce itself. Nonetheless, the Committee is
concerned that, if the above two matters and others before them is anything to
go by, there seems to be some modus operandi by the engineering consultants,
where they deliberately under-price their goods and services. Knowing very well
that the contract cannot be completed without them, they then blackmail the
municipality into agreement to pay more than it was initially agreed.

The R174 200 was incurred as a result of payment made for catering service for a
heritage event held in 2017/18 financial year. The Committee has noted that this
matter was referred to the Internal Audit department for further investigation and
will thus await its finalisation.
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4.1.2.2. Brakpan Bus Company (BBC)

According to the records in note 48, Brakpan Bus Company (BBC) is accountable for
five (5) cases of UIFW (unauthorised, irregular, and fruitless and wasteful) expenditure
making up R6 109 361 during the period under review. The Committee is concerned
that two of the expenditure cases, namely, R2 014 873 and R678 384 are a repetition
of the issues Council dealt with and resolved in the past two financial years. In a report
tabled in the Council meeting held on the 28" of March 2018, MPAC reflected on an
unauthorised expenditure of R2 243 172 paid by the entity to its board of directors
without approval from the Executive Mayor. An expenditure of R2 014 873 is recorded
for the financial year under review under the same circumstances.

Furthermore, the Committee discussed payment of R334 029 to G4s, and R106 965
Topaz Sky Trading (PTY) Ltd. although their contracts with the municipality have
expired. After the consideration of the matters, Council resolved that:

o “Thatthe amount of R106 965 involving the entity’s renting of office from Topaz
Sky Trading be referred to the Internal Audit department for further investigation
and deliberations™

e “That a Committee, made up of the members of the Department of Transport
Planning and Provisioning, City Planning, Corporate Services, and Real Estate
be established to investigate the functionality of the Brakpan Bus Company,
and report to Council by the 30" of September 2018”.

In her responses to the MPAC on the implementation of Council resolutions taken in
relation to the 2016/17 annual report and financial statements, the City Manager
intimated that the review of both the BBC and ERWAT is at the advanced stage and
will be reported to Council when complete. The Committee would like the Office of
the City Manager to submit a progress report on the above-mentioned resolution
by the end of April 2019.

Just as it was the case in the 2016/17 financial year, the amounts of R327 290 and
R86 457 were paid to G4s and Topaz Trading (PTY) Ltd. respectively, during the
2017/18 financial year although these contracts expired. In addition to this, there are
four transactions paid for expired contracts. These are R149 805, 50 to Xerox Printers,
R56 179.20 to SNE Engineering, R100 000 for leases of busses, and R10 000 for
leasing of building. The total amount of irregular expenditure on expired contracts is
R682 403, 88, which is more than the R678 384 listed in note 48. The Committee
would like to recommend that this amount be referred to the Internal Audit
department for further investigation.

The expenditure of R1 650 474 and R883 881 during the course of 2017/18 financial
year is another red flag raising questions about the functionality of the BBC. The R1
650 474 expenditure was incurred as a result of 74 transactions paid for goods and
services procured from service providers without the necessary three quotes in
contravention of the SCM policy. On the other hand, the R883 715 was incurred on
penalties charged by the South African Revenue Services (SARS). This matter was
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referred to the IA department for investigation and the Committee will await its
finalisation. Nonetheless, this gives a picture of the institution which has no sense of
operating within the provided legal parameters. Where was the management of the
institution, more especially the Chief Financial Officer and the Managing Director, when
such transactions were executed? Where were they when the entity was incorrectly
filling for tax purposes. The Committee, therefore, would like to refer the amount
of R1 650 474 to the IA department for further investigation.

The final irregular expenditure under the Brakpan Bus Company is R883 881. At the
time of adoption of this report, the Committee was still waiting for answers to the three
standard questions asked to the departments. Therefore, it was not possible for the
Committee to engage and deliberate on the issues involving this amount. The
Committee will do so during the course of the year and report to the Council.

4.1.3. Environmental Resources and Waste Management Department

4.1.3.1. Waste Management Services Department

The amount of R495 256 in irregular expenditure was incurred by the Department of
Waste Management Services in procurement of co-operative agents to appoint and
supervise refuse removal in informal settlement areas across the municipality. The
procurement happened under the auspices of SCM regulation 36 on deviation.
According to the department, an Internal Audit completed an investigation
regarding this expenditure. However, this report was submitted to the
Committee on the day of the meeting in which this oversight report was adopted.
Therefore, the Committee was not able to apply itself, but will do latter and report
back to Council.

4.1.4. Community Safety

4.1.4.1. Ekurhuleni Metro Police Department (EMPD)

The Ekurhuleni Metro Police Department accounts for an irregular expenditure, of
R1,395 294.00. The amount was incurred as a result of payments to security service
providers who were providing guarding services at councillors’ homes deemed to be
under violent threats. Because of its staff shortages, the department was being
overcharged for these services in the market. Some of the transactions done in relation
to this, therefore, are in contravention of the SCMP. The Committee urges the
department to speedily deal with its staff capacity challenges. In the same breath, the
Committee would like to recommend that this expenditure be ratified.

4.1.10 Community Services

4.1.4.2. Customer Relations Management (CRM) Department

During the financial year under review, the CRM department accounts for a total
amount of R2 012 823 emanating from the Office of the Executive Mayor between
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December 2016 and May 2017. This fruitless and waste expenditure came as a result
of thirteen (13) fraudulent purchases that were uncovered on the then Lungile Mtshali
Community Development Project vote number. Amongst the transactions, only one is
worth over R200 000, meaning the culprits were careful not to be involved with
something that needs a competitive bidding process.

As provided in section 32(5) of the MFMA, the department instituted a forensic audit
conducted by Gobodo Forensic and Investigative Authority Pty Ltd. According to the
findings, the modus operandi of the culprits is that a need for goods and service would
be created, two fictitious quotes sourced to make it look as though there was some
form of comparison before an award to their preferred company. The company would
be paid using the vote number and in specific incidents it appeared that city officials
were working together with service providers. Another way of defrauding the city was
to appoint one service provider and pay the amount of R30 000.00 or less. so as to not
advertise the requested goods or services. The forensic report states that the culprits
would fake signatures of those authorising payments and there was no proof that the
goods or services were rendered, and none of the procured goods and services did
indeed benefit the community

The CRM department has indicated that the companies used for this criminal activity
have all been blacklisted from doing work with the EMM. The Committee would like
to be furnished with proof of documentation that implicated companies were
blacklisted, as well as also who paid the invoices and what has been done to the
individual. It was concluded in the investigation report that all procurement pertaining
this matter was fraudulent and criminal in nature. As such, the Committee agrees with
the investigation report that fraud and criminal cases be opened with regards to this
amount. Therefore, the Committee will await the findings and conclusion of the
cases before it can pronounce itself.

4.1.4.3. Health and Social Development Department

The Health and Social Department incurred an amount of R36 125 in irregular
expenditure due to transgressions by Mr. Sithole - a social worker in the Department
of Health and Social Development, of the SCM processes including, amongst others,
the creation of fictitious ‘cover’ quotes by officials on behalf of services providers. The
department did receive the catering services. The department further states that they
are in the process of initiating disciplinary proceedings against implicated officials as
per the recommendation of the IA report. The department has also trained the
implicated officials on SCM processes as recommended by the IA investigation report.

The Committee notes with concern how employees are expected to execute duties
which are not within their scope of work by the department. The Committee would
like to recommend ratification of this expenditure.

5. PUBLIC PARTICIPATION AND SUBMISSIONS

The Committee extended its invitation for public hearings to the community and
relevant stakeholders. However, there was neither oral nor written submissions from
the community and stakeholders on matters discussed.
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6. RECOMMENDATIONS

The Municipal Public Accounts Committee (MPAC), after consideration of the Annual
Report, Inclusive of Annual Financial Statements (AFS) for the 2017/18 financial
year and the A-G Report, is making the following recommendations to Council:

6.1. That the contents of the Annual Report, Inclusive of Annual Financial
Statements (AFS) for the 2017/18 financial year and the A-G Report tabled to
Council as Item A-F (01-2019) BE NOTED.

6.2. That the Speaker of Council WRITE A LETTER OF REPRIMAND to the MMC:
Corporate and Shared Services, Councillor Khosi Mabaso in response to an
unprofessional behaviour displayed towards MPAC on the 8™ of March 2019 and
report back to Council by the 30" of April 2019.

6.3. That it BE NOTED that the following matters, as outlined according to the
department and brief description, were referred by the Committee to the Internal
Audit department for further investigation and deliberations. Below is the table
outlining the amounts:

No. | Amount Department Description
a) R129 192 Finance Payment to person in the employment of the
state (City of Johanneshurg)
b) R29 800 Finance Payment to person in the employment of the
state (City of Ekurhuleni)
c) R21 500 Finance Payment to person in the employment of the
state (City of Ekurhuleni)
d) R881 915 Finance Splitting of quote in payment of various
services including supply, delivery and
installation ~ of new and additional steel
carports; training of 40 Bid Evaluation
Committee members; deep cleaning and
garden services in various clinics and libraries
across the municipality
e) R8 667 683 ICT Payment to Teraco Data Environments (PTY)
Ltd. beyond the contracted amount
f) R479 256 Communication | Transaction in payment of Cut to Black Media
and Brand
Management

0) R23 392 353 Human Expenditure on alternative accommodation for
Settlements Angelo Informal Settlement dwellers

h) R3 983118 Ekurhuleni The reasons for Bigen Africa to be awarded
Housing 80% of all the tenders awarded to a panel of
Company five (5) service providers from 2015 to 2017

i) R1 388 875 Ekurhuleni R888 373 paid for an incorrectly evaluated
Housing cleaning tender, and R500 502 paid to various
Company service providers/suppliers despite obtaining

less than three quotes.

)] R3 160 750 Ekurhuleni Payment of interest and penalties to SARS

Housing due to late payment of tax.
Company

k) R19 421 404 ERWAT Various transactions paid in contravention of

procurement legislative provisions
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) R16 495 099 ERWAT Various transactions paid in contravention of
procurement legislative provisions.

m) | R511 182 Transport Payment to a service provider in excess of the
Planning and | contract value during the construction of
Provisioning Phuthaditshaba Public Transport Facility.

n) R379 000 Transport Payment to a service provider in excess of the
Planning  and | contract value during during the construction
Provisioning of Tembisa Licensing Hub.

0) R174 200 Transport Catering for heritage event.
Planning and
Provisioning

p) R1 650 474 Brakpan  Bus | 74 transactions paid for goods and services
Company procured from service providers without three

guotations

q) R2 014 873 Brakpan  Bus | Payment of salaries to board members
Company without the Executive Mayor’s approval.

r R883 881 Brakpan  Bus | Service provider appointed without necessary
Company three quotes

S) R883 715 Brakpan  Bus | Penalties charged by the SARS
Company

t) R682 404 Brakpan  Bus | Payments of expired contracts.
Company

R85 230 675 TOTAL

6.4. Finance Department

6.4.1. That the amount of R38 232 814 spent on the following tenders — EE 01-
2017, A-WS 03-2017, A-F 01-2017, A-WMS 03-2017, A-HEA 08-2017 -
awarded based on the criteria not mentioned in the tender document BE
RATIFIED.

6.4.2. (a) That the amount of R623 971 paid on fraudulent payment to Full
Swing 458 was recovered and the matter is closed, but City Manager
ENSURES that Full Swing be BLACKLISTED and Mr Hendrick Phosa to be
SUBJECTED to properly constituted disciplinary processes

6.4.2. (b) That the Group Chief Finance Officer be SUBJECTED to disciplinary
measures for her role in malicious interference with Audit Report Outcomes.

6.4.3 That City Manager ENSURES that the Ranong Trading and Projects
(Pty.) Ltd, Ekhuliza Primary Co-operative Limited, and Supreme Workwear be
BLACKLISTED from doing business with the City of Ekurhuleni.

6.4.4 That the Framework and amounts, including R19 169 587, incurred as a
result of expenditure on services acquired through non-compliant panel in the
Enterprise-wide Project Management Office (EPMO) BE RATIFIED.

6.5. Information and Communication Technology (ICT)

6.5.1. That the amount of R148 451 123 spent on Telkom after procurement of
services using section 110 (a) of MFMA instead of regulation 36 of the Supply
Chain Management Regulations BE RATIFIED.
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6.6. Economic Development Department
6.6.1. That the amount of R173 325 paid to Hlomani Bantu Projects (PTY.) Ltd.
(R149 375) and Mngomako Projects (R29 950) BE RECOVERED from these
companies or their directors thereof.
6.6.2. That City Manager ENSURES that all companies belonging to Mr.
Thembinkosi Colin Mngomezulu (Hlomani Bantu Projects (PTY.) Ltd.,
Mngomako Projects, and Nhlakanipho Brains) BE BLACKLISTED from doing
business with the City of Ekurhuleni.

6.7. Department of Human Resources Management and Development

6.7.1. That the amount of R90 915 paid to Kudu Prints for cleaning services BE
RATIFIED.

6.8. Corporate Legal Services

6.8.1. That an amount of R6 692 incurred as a result of currency fluctuations in
payment of accommodation and travel BE RATIFIED.

6.9. Real Estates Department

6.9.1. That the amount of R78 146 spent on Schindler Lifts SA (PTY) Ltd. for
maintenance of the lifts BE RATIFIED

6.10. Department of Energy
6.10.1. That the amount of R3 806 806 paid to Cigicell (Pty.) Ltd. for
management of components of the CoE’s third party vending services BE
RATIFIED.

6.11. Brakpan Bus Company (BBC) and ERWAT
6.11.1. That the Office of the City Manager SUBMIT PROGRESS REPORT on
the review of BBC and ERWAT established as per a resolution adopted by
Council on the 28" of March 2018, by the 30" of April 2019.

6.12. Ekurhuleni Metropolitan Police Department

6.12.1. That the amount of R1 395 294 spent on security services to
Councillors homes deemed to be under violent threats BE RATIFIED.

6.13. Health and Social Development
6.13.1. That the amount of R36 150 spent on catering services BE RATIFIED
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