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1 PURPOSE
The purpose of this document is to constitute and regulate the Audit Committee

of the Matatiele Local Municipality so as to carry out the following functions:
1.1 To assist Council and Management in fulfilling their oversight and management
responsibilities for the financial reporting process, the system of internal control

over financial reporting, the audit process, performance audit, the municipality’s

compliance with laws and regulations and the code of cond
1.2 To perform an oversight function over the functioning of | unicipality in terms of

¢y, economically and

the triple E business management principles, namelgi
effectiveness. B

1.3 To monitor and enforce compliance with.he"all internal contréiimeasures and

management systems and
or execution of its duties in

harge its responsibilities in
>réquirements.

e Loc ,éﬁggsovernment: Municipal Finance Management Act no
referred to as the "MFMA”
also further established in terms of regulation 14(2) of the

Municipal Planning and Performance Management

Regulations:: 2001

2.3 This Committee is also formed in compliance with requirements of section 45 of the
Local Government: Municipal Systems Act, No. 32 of 2000.

24 The Committee is constituted in terms of the requirements of sound corporate

governance values and practices.

3. THE LEGAL MANDATE OF THE AUDIT COMMITTEE

Page 3 of 20




3.1 The Committee shall not perform any management functions or assume any
management responsibilities.

3.2 The Committee shall function as a forum for discussing business risk and control
issues for developing relevant recommendations for consideration by the Council.

3.3 The Committee shall mainly make recommendations to the Executive Committee

and Council for its approval or final decision.

4 MEMBERSHIP OF THE AUDIT COMMITTEE

4.1 The Audit Committee shall be comprised of five (5) m
42 The members of the Committee shall be external m mbers

43  One member of the external members of the:E:

4.4 One member of the external membe
performance management matters.
4.5  The chairperson of the Committ by the Council

sndent and financially literate as

5 TERM OF OFFI

5.1 To enhance the independence of the Audit Committee, the term of office for members
must be strictly be adhered to.

5.2 The Chairperson should be appointed for a minimum of three (3} years to ensure that
he/she contributes most effectively and provides stability to the Audit Committee.

5.3 Members of the Audit Committee should serve at least a minimum of three (3) years
with an option to renew for another three (3) years, based on performance.

5.4 Recruitment of Members should not be staggered to prevent a loss of knowledge and

skills in the committee.
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5.5 Rotation of members is encouraged as it enhances the independence of the Audit
Committee. Members of the Audit Committee should not be contracted continuously
for a period exceeding six (6) years.

5.6 After serving consecutively for six years, a cooling off period of two (2) years should be

- provided for, before appointing the same member to the same Audit Committee.

6 =~ PROVISION OF SUPPORT SERVICES TO THE COMMITTEE
6.1 The Accounting Officer, Chief Financial Officer, the General Managers and the

Manager: Internal Audit shall attend meetings of the Coi Mittee in an advisory
capacity only.

6.2 The Corporate Services Department shall perform;:tt . tariat function for the
Committee.

8.3  The agenda for the Audit Committee's_

6.4  The minutes of the Committee meetings sﬁa ’ orded, kept and bour;d by the

; partment.

6.5  The minutes of the Committe: € arc i ¢ ms of the relevant policy of

the Municipality.

7 RESPONSIBILIT

#“the Local Government: Municipal Planning and

7.1.4 The Committee shall review the draft internal audit plan on performance
Management System and pertinent processes of the Municipality.

7.1.5 Review the draft annual performance report of the municipality compiled in terms
of Section 46 of the Municipal Systems Act.

7.2 THESE RESPONSIBILITIES INCLUDE:
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7.2.1

1.2.2

7.2.3

7.2.4

7.2.5

7.3

7.3.1

7.3.2

7.3.3

7.34

Review of the quarterly reports submitied by internal audit on performance
measurement.

Review the performance management system ensuring functionality thereof
and Compliance with the Act;

Focus on economy, effectiveness, efficiency, reliability and impact applicable to
the Municipality’s own key performance indicators; and

Reporting on.the outcomes of its review and focus areas to the Council, at least
twice per annum;

One member of the Audit Committee to assess the Acco

ting Officer, Senior

Management and Middle Management performance as

STATUTORY RESPONSIBILITIES IN TERMS. OF SECTI
MFMA

166 (2) OF THE

The Committee shall report to councll an ‘
Office-bearers, the Accounting Officer,n
Municipality, on matters relat '
a)
b)

c)

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 Municipal
Finance Management Act (MFMA) the annual Division of Revenue Act and any
other applicable legislation.

Respond to the Council on any issues raised by the Auditor-General in the audit
report; and

Carry out such investigations into the financial affairs of the Municipality as the

Council of the Municipality may request.
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7.4

MSCOA AND THE AUDIT VALUE CHAIN
Risk management is a key responsibility of management and the accounting officer
(municipal manager). It is crucial that the municipality manages its mSCOA project

risks as part of its normal risk management processes, including assigning clear

responsibility for the management of mSCOA project risks:” Internal auditors assist

both management and the audit committee by ex

ng, evaluating and reporting

on the adequacy and effectiveness of the

mSCOA project risk management process.

Risk management is an essential part ¢

whilst it is a management re

Management:: is re;ponsibie for ensuring the establishment of effective risk
management ‘ir ‘the municipality and in this case, also specifically for the mSCOA
project. The approach followed provides a mechanism of formalising the
responsibility and establishing accountability for management activities. For this
project, it is crucial that either the established “Risk Committee” function or
alternatively, the mSCOA steering committee oversee the mSCOA project risk
management. These committee(s) efforts should identify further actions that may

be needed to reduce mSCOA project risk to an acceptable level.

National .Treasury is in the process of developing an mSCOA position paper

providing guidance to internal auditors of piloting and non-piloting municipalities on
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specific areas of importance in the context of a municipality’s annual audit plan. The

position paper will formally be communicated to all municipalities once it is finalised.

7.5 PROCEDURES FOR MAKING A DISCLOSURE
7.5.1 Initial Step

The individual should make the disclosure to the Designated Person who will

normally be the Municipal Manager, who should immediately inform the Council and

The Designated Person will consider the information made available to him or her

T
o

and decide on the form of investigation to be undertaken. This may be:

v to investigate the matter internally; and/or
v to refer the mafter to the police; and/or
v to call for an independent inquiry.
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If the decision is that investigation should be conducted by more than one of these
means, the Designated Person should satisfy him or herself that such a course of
action is warranted. Where the matter is to be the subject of an internal inquiry, the
Designated Person will then consider how to conclude whether there is a prima facie

case to answer. This consideration will include determining:

v who should undertake the investigation;

v the procedure to be followed; and

v the scope of the concluding report.

7.5.3 Investigation

or it might form the:basis of a special investigation.

In some instances, it might be necessary to refer the matter to an external authority

for further investigation as provided for in the Regulations.
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7.5.4 Feedback

The Designated Person will inform the individual making the disclosure of what
action, if any, is to be taken and if no action is to be taken, then the individual
concerned should be informed of the reason for this. If he or she remains
dissatisfied, the individual may remake the disclosure to another appropriate persoh.

This other person will consider all the information presented, the procedures that

were followed and the reason for the original decision. Fhe outcome of this will be

either to confirm that no further action is requiredi:or thatifurther investigation is

n 4.2 above.

required and will follow the procedures referred ‘.

bsegu

2

Committee to monitor the effectiveness of the procedure.

8. RESPONSIBILITIES OF THE AUDIT COMMITTEE IN RELATION TO EXTERNAL
AUDIT

The Committee will attend to the following matters in conjunction with duly

authorised representatives from the Office of the Auditor General:
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8.1

8.2

8.3

8.4

8.5

8.6

8.7

8.8

8.9

8.10

8.1

9.1~

Discuss and review, with the external auditor(s) before the audit commences, the
nature and scope of the audit function, procedures and to ensure co-ordination
between internal and external audit to avoid duplication of effort;

Negotiate procedures, subject to agreement, | beyond minimum statutory and
professional duties - there are certain minimum procedures required from the
external auditors which are not negotiable;

Agree to the timing and nature of reports from the external auditor (s);

Consider any problems identified,;

Make suggestions as to problem areas which the audit ¢:
Consider any accounting treatments, significant unusualitransactions, or accounting
judgments, which could be contentious;
Identify key matters arising in the current y management le_t_'f r and satisfy itself
that they are being properly followed u
Consider whether any significant ventur
external audit;

Review overall audit role,

accompanyif 'o*rj’gs to stakeholders, and any other announcements regarding the
Municipality's *fesults or other financial information to be made public, prior fo
submission to and approval by the Council, focusing particularly on:

a) The implementation of new systems;

b) Fiscal and litigation matters involving uncertainty;

¢) Major judgmental areas;

d) Significant adjustments resuiting from the audit;

e) The basis on which the Municipality has been determined to be a going concern
fy Capitai adequacy;

g) Internal control;
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The completeness of annual financial statements and their consistency with
information known to committee members;

Compliance with accounting standards and with legal requirements;

The efficacy of major adjustments processed at year end;

Compliance with the financial conditions of loan covenants; and

Reviewing special documents as and when prepared;

Results of the audit, including any difficulties encountered;

Commenting in the annual report on the Commiftee's evaluation of

statements;

Other sections of the annual report and related __ul;gtory‘filings before

release and consider the accuracy and completeness:of the information.

audit with internal audit are s

objective overview of the open:av

of internal control and reporting."

)

Reviewing 'fa:;ld approving the internal audit charter, internal audit plan and

internal audit’s conclusions with regard to internal control;

Reviewing the adequacy of corrective action taken in response to significant
internal audit findings;

Reviewing significant matters reported by the internal audit function;
Reviewing the objectives and the operations of the internal audit function;
Assessing the adequacy of performance of the internal audit function, and the
adequacy of available internal audit resources;

Reviewing the co-operation and co-ordination between the internal and
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11.2

k)

for:

external audit functions and co-ordinating the formal internal audit work plan
with external auditors to avoid duplication of work;

Reviewing significant differences of opinion between management and the
internal audit function;

Evaluating whether or not proper and adequaie accounting records are .
maintained;

Evaluating the independence and effectiveness of the internal auditors
including compliance with the Institute of Internal Auditors’ Statements for the

Professional practice of Internal Auditing;

Evaluating controls over the overall operation d financial reporting
environment;

Evaluating whether or not the Municipalit
unauthorised use or disposal;
Initiating investigations into matter
of the effectiveness of the Municipa

fraud, misconduct or ¢

ittee or internal audit believes should be

[Fconduct its functions in light of are a number of statutory,

Vi)ther requirements, which cover the ethical behaviour of

Councillors, Mﬁnicipal Managers and Council Officials. In addition, the Local
Government: Municipal Systems Act, 2000 prescribes:

11.1.1 A code of conduct for Councillors; and

11.1.2. A code of conduct for Municipal Staff Members.

The Committee will be responsible for reviewing the effectiveness of mechanisms

11.2.1 Monitoring the ethical conduct of Councillors and Municipal staff members;

11.2.2 Ensuring compliance with the requirements of the Local Government:
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Municipal Systems Act, 2000;
11.2.3 Ensuring compliance with the laws and regulations of any other applicable
statute and of controlling bodies;
11.2.4 Identification and reporting of any material violations of ethical conduct;
11.2.5 Identification and reporting of environmental and social issues.

11.3 The Committee shall also make recommendations regarding any potential conflicts
of interest or questionable situations of a material nature, which are brought to its
attention.

11.4  No member of the Committee shall do any other business with the Municipality in

any capacity other than as a member of the Audit Committee for advancement of

the Committee business and interests.
11.5 A member of the Committee shall recuse hin‘j’se"’!' or herself.in the event of any

conflict of interest having arisen in the fse of executing, the Committee

business.
11.6 The members of the Committee shall
the beginning of each meeting.
11.7

HE AUDIT COMMITTEE IN RELATION TO

Review the i s) of any examinations by regulatory agencies, and any audit

observations. ™%
12.3 Review the process for communicating the code of conduct to company personnel,
and for monitoring compliance therewith.
12.4 Obtain regular updates from management and the Municipalities legal counsel

regarding compliance matters.

13 REPORTING AND ACCOUNTABILITY
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13.1
13.2

13.3

13.4

13.5

13.6

14

14.5
14.6

n

&

The Chairperson of the Committee shall:

Account to the Council for its activities, issues and related recommendations;

Make recommendations to the Accounting Officer concerning the adoption of the
annual financial statements and any other matters arising from the above
responsibilities;

Report annually to the Council and to the stakeholders of the Municipality,
describing the Committee’s composition, respensibilities and how they were

discharged, and any other information prescribed,;

The Chairperson, or in his or her absence, a designated:member of the Committee

shall respond to the Council on any issues rais Office of the Auditor
General in the Audit report. [MFMA - S166 (2) {c)F

fween internal Audil

Provide an open avenue of communication , the external

Auditors, and the executive committee;
Review any other reports the Municip: i that relate to t Committee’s

responsibilities.

ACTIVITIES OF THE AUDIT NYRELATION. TO FINANGIAL
STATEMENTS

Review the extel:i:tal auditors' management letter and Management response.

Review the credibility, independence and objectivity of the external auditors, taking
into account their audit and non audit fees. Where the external auditors also
supply a substantial volume of non-audit services to the Municipality, the
Committee should keep the nature and extent of such services under review,

seeking to balance the maintenance of objectivity and value for money.
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15.1

15.2
15.3

15.4

15.5

15.6

15.7

15.8

15.9

15.10

16.

16.1
16.2
16.3
16.4
16.5
16.6
16.7

16.8

16.9

ol

ACTIVITIES OF THE AUDIT COMMITTEE IN RELATION TO THE REVIEW OF
INTERNAL CONTROL AND INTERNAL AUDIT SYSTEMS

On a reguiar basis the Committee shall conduct the review of;

The procedures for identifying business risks and controlling their impact on the
Municipality. '

The Municipality's policies for preventing or detecting fraud

The Municipality's policies for ensuring that it complies with relevant regulatory and

legal requirements.

The operational effectiveness of the policies and procedu :
Consider whether the objectives, organisation, staffing:plans, financial budgets,

audit plans and standing of the internal audit functj rovides adequate support to

enable the committee to meet its objectives.

The results of work performed by the inte tdit function in re at;;""

ignificant

related to the Mupicipality's not
appropriate. :

fance audit report to Council at least twice a year.

Assess whether the performance indicators are sufficient.

Assess the reliability of performance information reported.

Commission in-depth performance investigations where there is continued poor
performance.

Review the PMS in the context of economy, efficiency, effectiveness and impact of
the municipality’s key performance indicators and performance targets.

Must have direct access to the council, municipal manager, internal and external
auditors.
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16.10
16.11
16.12

16.13

17
17.1

17.2
17.3

17.4

17.5

17.6

# matter falling wit

17.7

17.8

17.9

17.10

3

Must have unrestricted access to the municipal records.

May request any person to attend meetings and respond to questions put to him/her
May investigate any matter which it deems necessary for the performance of its
duties and the exercise of its powers.

Must check and verify reliabitity, complianc;e. materiality and accuracy of any

reporting performance systems and practices.

MEETINGS

as the Committee considers

Meetings of the Committee will be held as frequ
1A -'S166 (4) (b)]

appropriate but not less than four times a year. [

All members should attend all meetings.
Any member of the Committee, the ex

Audit may attend further meetings of the:

the Manager: Internal Audit
necessary.
The quorum for decisions of th

Committee prest

eral angd the Manager: Internal Audit shall be in

g

8 and shall have unrestricted access to the

IRithe event of th

records.
The chairpersdn, in his or her discretion, may invite Councillors or Officials to attend and
be heard at meetings of the Committee when there is a functional responsibility to be
discussing No such attendee shall have a vote at meetings of the Committee.
Committee agendas and minutes of meetings should be forwarded to the General
Manager: Corporate Services for information and for attending to any Council
actions as may be required in consequence of such agendas, briefing papers and
minutes.

The General Manager: Corporate Services is responsible for submission of minutes
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of the Audit Committee to the Executive Committee and Council.
17.11 The Audit Committee from time to time when a meeting cannot be sit due to different
reasons members can comment and approved charters and or plans by round robin,

a formal approval be documented in the next formal meeting.

18 PROCEEDINGS

18.1  Unless varied by these terms of reference, meetings and proceedings of the

Committee will be governed by the Municipality's code regulating the meetings and

19 AUTHORITY OF THE COMMITTEE AND RESQURGES ALLOCATED TO THE
COMMITTEE BY THE COUNCIL OR MANAGEMENT

19.1
19.2 The Committee has unrestricted accg

Manager, to the financial records an
municipality. [MFMA - 5166 3(
19.3

19.4
19.5

19.6
Officials and all Coipgillors” ind officials shall be required to co-operate with any
19.7

any Counci fficial of the Municipality in attendance

20 REMUNERATION

20.1  Having regard to the functions performed by the members of the Commitiee, and
pursuant: the powers of the Council, external members of the Committee shall be
paid such remuneration in respect of their appointment as shall be fixed by the
Council and reflected in written contracts of members.

20.2 The rates for meetings will include the following costs:

o Agreed upon cost per meeting.
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Agreed upon cost per preparatory time for meetings.
o Travel disbursement at the rate issued by the Department of Transport as
per National Treasury Circular 65;
o VAT, should be charged by vendors only.
o Travel time to and from meetings National Treasury Regulations 20.2.2 will
be used. ‘
20.3  As per National Treasury MFMA Circular 65:

Remuneration will only be payable to officials employed outside the public service.

No remuneration for participating in audit committees will.be payable to officials

employed at national, provincial and local government, it "’éjg‘encies or other entities

regarded as falling within the definition of an organ of:state, except for out of pocket

expenses which may be reimbursed.

21 GENERAL

21.1  The Committee in carrying out its tasks und ;. : terms of reference may obtain
outside or other independen

duties.

borate ‘Gayernance for South Africa.

viewed‘annually by the committee.

7

22. APPROVAL OF THE AUDIT COMMITTEE CHARTER

-'Mhnicip'al Manager:

Name: D D N A . —

Signature:

Page 19 of 20




o £ h,

Date: __ 29/ lo /..QOIE

Chairperson of the Audit Committee:

Name: ‘ 1 \Ol-qqcz 1S albo

!5‘7
Signature:

Date: 2% //(0 // =Of &

Mayor:

 Signature: l'
Date: =2 /l'o(/OZOIQ
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