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Finance
Portfolio Standing Committee

NOTICE OF MEETING

4 November 2020

The Chairperson and Members
Finance Portfolio Standing Committee
Newcastle Municipality

Dear Councillor

MEETING OF THE FINANCE PORTFOLIO STANDING COMMITTEE

Notice is hereby given that a meeting of the Finance Portfolio Standing Committee of the Newcastle
Municipality will be held on Thursday, 12 November 2020 at 09:00 via Microsoft Teams, for the
purpose of considering the matters as contained in the agenda.

Yours faithfully

; 'x
S. M. NKOSI

STRATEGIC EXECUTIVE DIRECTOR:
BUDGET AND TREASURY OFFICE

4 Einance

& MEETING : 12111/2020




INDEX

ltem Subject

No
1 Opening
2 Leave of absence
3 Official notices

4 Unopposed proposals

5 Confirmation of minutes

6 Urgent matters

7 Monthly Report: Revenue: September 2020

8 Indigent Application Process: Write-off of Debt & Deregistered Accounts:
October 2020

9 Collection Rate: September 2020
10 Report on Eskom Expenditure: October 2020
1 Report on Expenditure on Staff Benefits: September 2020

12 Progress Report: Implementation of Revenue Enhancement Action
Plans for Quarter One: 2020/2021

13 General Valuation Roll: Outcome of the Process
14 Deviations Report: Supply Chain Management: September 2020

15 Report: Implementation of Supply Chaing Management Policy:
September 2020

16 Municipal Grants: Quarter Ended September 2020
17 Municipal Investments: Quarter Ended September 2020
18 Municipal Borrowings: Quarter Ended September 2020

19 Withdrawals from Municipal Bank Account: Quarter Ended September
2020

20 Section 71: Monthly Budget Statement: September 2020
21 Section 52(d): Quarterly Budget Statement: September 2020

22 Municipal Cost Containment Regulations (MCCR) 2020/21 MTREF
B
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for the meeting of the ]
d a Finance Portfolio Standing Committee
en to be held on Thursday, 12 November 2020
Ag at 09:00
via Microsoft Teams

ITEM 1

OPENING

ITEM 2

APPLICATIONS FOR LEAVE OF ABSENCE

ITEM 3

OFFICIAL NOTICES

ITEM 4

UNOPPOSED PROPOSALS BY CHAIRPERSON

ITEM 5

CONFIRMATION OF MINUTES
* Minutes of the meeting held on 15 October 2020 (attached, blue pages)

ITEM 6

URGENT MATTERS
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FINANCE PORTFOLIO STANDING
COMMITTEE

of the

NEWCASTLE MUNICIPAL COUNCIL

MINUTES OF THE VIRTUAL MEETING VIA MICROSOFT
TEAM OF THE FINANCE PORTFOLIO STANDING
COMMITTEE HELD ON THURSDAY,

15 OCTOBER 2020 AT 09:00

Finance Portfolio Standing Committee : 2020-10-15



REPORT REGARDING THE IMPLEMENTATION OF THE NEWCASTLE MUNICIPALITY SUPPLY
CHAIN MANAGEMENT POLICY FOR THE QUARTER ENDING 30 SEPTEMBER 2020: (T 21/B): BUDGET
AND TREASURY OFFICE.

EXECUTIVE SUMMARY

This report is submitted as prescribed in terms of paragraph 12.3 of the Newcastle Municipality’s Supply Chain
Management Policy adopted by Council in terms of the Local Government Municipal Finance Management Act,
No. 56 of 2003.

RECOMMENDED:
That the report regarding the implementation of the Newcastle Municipality’s

Supply Chain Management Policy for the quarter ending 30 September 2020
submitted for noting .

BTO

REPORT

THE IMPLEMENTATION OF THE SUPPLY CHAIN MANAGEMENT POLICY

The Newcastle Municipality has in place a Supply Chain Management Policy that was approved with the
adoption of the 2020/21 budget in July 2020 and is implemented with effect from 1 July 2020,

The Supply Chain Management Unit, during the period under review, was not operating with a full staff
compliment as per the approved organogram, notwithstanding the fact that service delivery hinges on the
Supply Chain Management Unit. The unit has not been able to fill its vacancies as per the approved
organogram because of the moratorium on filling of vacancies. As at the end of September 2020, the Supply
Chain Management Unit had a vacancy rate of approximately fifty One per cent (51%), with notable vacancies
for the Manager: Demand and Contract Management.

1. SCMCHALLENGES AND MITIGATING CONTROL

The high vacancy rate makes it nearly impractical to ensure that all the roles and responsibilities of the Supply
Chain Management Unit are carried out efficiently especial on contract management unit and supplier
performance monitoring and evaluation. This has resulted in the following processes and procedures not been
completely fulfilled as per the requirements of Municipal Supply Chain Management Policy:

» Debriefing sessions are not held with unsuccessful bidders. However, unsuccessful bidders are
engaged on a request basis and through the objection process.

e The Council has not yet established a Municipal Bids Appeal Tribunal to deal with objections against
intentions to award bids in the course of the competitive processes.

e A proper register for quotations in terms of regulations 16 and 17 of the Municipal Supply Chain
Management Regulations is not updated regularly.

* Adequate monitoring of the whole bidding process to ensure turnaround times for formal quotations and
competitive bids is within acceptable norms.

* Producing monthly contract management implementation reports.
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2. SCM OPERATIONAL PERFORMANCE AT THE END OF SEPTEMBER 2020

2.1.DEMAND MANAGEMENT:

The demand management report is in line with section 16(1) of municipal supply chain Management
policy and regulation 10 of the MFMA supply chain management.

The Accounting Officer approved the annual procurement plan for 2020/21 during the month of August
2020 and the approved copy was submitted to KZN Provincial Treasury in line with MFMA Circular No.
62 of Municipal Finance Management Act No. 56 of 2003 and KZN Provincial Treasury Municipal
circular 4 of 2017/18. “Refer to Annexure A copy of the procurement plan”.

The Supply Chain Management Unit still in the process of processing bids from 2019/20 approved
procurement plan that were not finalised within the previous financial year due to Nationwide lockdown.
“Refer to Annexure B copy of the list of bids at the demand management stage”.

The Division will submit monthly update on the progress made in the implementation of the 2020/21
procurement plan as contained in Annexure A.

2.2. ACQUISITION MANAGEMENT:

22.1.

222,

Written request for quotations:

Regulation 16, 17 and 18 report provide request for quotation from R10 000.00 to R200000.00
awarded during the month under reporting. “Refer to Annexure C for register of awards”.

Invitations for quotation above R30 000 but below R200 000 are advertised for at least seven days on
the website and official notice board as required in terms of regulation 18(a) of Municipal Supply Chain
Management Regulation.

Competitive bidding

Regulation 19 reports provides bids awarded in the period under review for all procurement transaction
above R200 000.00.

The Bid Adjudication Committee and/or the Accounting Officer in the month ending on 31 July 2020
awarded four (4) competitive bids Refer to Annexure D for register of bids awards.

Procurement transaction above R200 000, 00 are publicly advertised in newspapers as required by
regulation 22(1) of Municipal Supply Chain Management Regulations. Council is therefore fully
compliant with the Municipal Supply Chain Management Regulations with regards to invitation of bids
for all ranges of procurement and this is done by enforcing procurement processes as established by
the Newcastle Municipality's Supply Chain Management Policy.
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2.3. PUBLISHING OF BIDS AWARDED

* The bids awarded are published on Council's official website on regular intervals and the Municipality
complied with this requirement in the quarter under review. A review of intemal controls and checklists
to ensure full compliance with this requirement is undertaken on a regular basis.

2.4. ESTABLISHMENT OF BID COMMITTEE SYSTEM

* The Newcastle Municipality had established a bid committee system for competitive bids as required in
terms of regulation 26 of the Municipal Supply Chain Management Regulations. The bid commitiee
system consists of three bid committees, namely, the bid specification committee (BSC); the bid
evaluation committee (BEC) and the bid adjudication committee (BAC). The membership of the BSC,
BEC and BAC complies with regulations 27, 28 and The Bid Specification Committee membership
complies with regulation 27 and 29, respectively. The membership of committees is valid for a financial
year and is re-constituted accordingly every financial year.

2.5.SUPPLY CHAIN MANAGEMENT SUPPLIER DATABASE

* The Municipality is no longer required to issue an invitation to prospective service providers to register
on the accredited supplier database of the Newcastle Municipality as the Municipality is now using the
Central Supplier Database (CSD) as directed by the National Treasury.

3. TRAINING SUPPLY CHAIN MANAGEMENT

* Director SCM has submitted request to KZN Provincial Treasury for training of bid committees and local
content to be conducted during the month of November 2020 for officials involved in implementing a
supply chain management policy in line with requirements of regulation 8 of Municipal Supply Chain
Management Regulations.

4. CODE OF CONDUCT

* Regulation 46 requires the Supply Chain Management Policy to establish a Code of Conduct. The
Code of Conduct issued by National Treasury in MFMA Circular No. 22 is incorporated in the Supply
Chain Management Policy of the Newcastle Municipality.

5. DEVIATIONS FROM/AND RATIFICATION OF MINOR BREACHES OF PROCUREMENT PROCESS

* In compliance with paragraphs 23.1(c); 24.1(c); and 48.2 of the Supply Chain Management Policy and
Regulation 36, a schedule of approved deviations in the first quarter of 2020/21 financial year is hereby
attached for noting Refer to Annexure E for deviation registers.
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10.

e The Municipality incurred deviations for the past three months as summarised below:

MONTH REGULATION 16 | REGULATION 17 | REGULATION 36 | TOTAL .‘
Juy2020 | NL NI | R75634,00 [R 7563400 |
Aug2020 | NIL NIL R23 436,43 R 2343643 |
Sept 2020 | 850,00 ~ Ro762875 | Re976164 | R118240,39
TOTAL R850,00 R27 628,75 R188 832,07 R217 310,82

COMBATING OF ABUSE OF SUPPLY CHAIN MANAGEMENT SYSTEM

o In line with regulation 38(1)(b) of the supply chain management they were no reported cases of SCM
abuse and other corruption related cases reported during the first quarter of 2020/21 financial year.

DISPOSAL MANAGEMENT

o There were no disposals of redundant or obsolete assets in terms of Regulation 40 of the supply chain
during the quarter under review. However, it should be noted that the Budget and Treasury Office
intends to conduct the disposal of redundant or obsolete assets in the second quarter of 2020/21
financial year.

CONTRACT MANAGEMENT

¢ Al contracts recurred through SCM process are captured in the contract register which is updated on
regular basis.

o The Director SCM is in the process of centralising contract development and management fo be
managed within the SCM office to ensure that all contracts are monitored and contracts replacement
process are initiated on time to avoid irregular expenditure and contracts extension.

» The updated contract register will be submitted to the committee in the quarter two (2) SCM report.

o Interviews for the Contract and Demand Manager were conducted and it is expected that the successful
candidate will be appointed by 1 December 2020 which will further strengthen the contract
management unit,

RISK MANAGEMENT
o In terms of regulation 41(2) MFMA of the Supply Chain Management regulation, the supply chain

management unit developed risk management system by listing and ranking risks identified in the SCM
system and process. The register is updated regularly through risk office.

OBJECTIONS AND COMPLAINTS

e In terms of regulation 49 of the MFMA Supply Chain Management regulation the Municipality current
dealing with objections from different bidders Refer to Annexure F for objection register.
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11. UIFW REGISTER UPDATE AND CONSEQUENCE MANAGEMENT

e The municipality has issued SCM compliance circular to all Municipal staff as part of enhancing internal
control and preventing occurrence of Unauthorised, Iregular and Fruitless & Wasteful Expenditure
Refer to Annexure G for SCM compliance circular.

e The SCM unit has prepared a report to the Accounting Officer with recommendations on how to deal
with historical UIFW. The report will be presented to Municipal Council for adoption and further
investigations.

* They were no new incident of UIFW recorded in the first quarter of 2020/21 financial year except
transactions which were report in the previous years which the Municipality is still incurring
expenditures. o

Report prepared by:

Report seen by:

pe—=

!

“q- /

N.N.G. MAHLABA s.. NKOSI
PORTFOLIO COUNCILLOR: STRATEGIC EXECUTIVE DIRECTOR
BUDGET AND TREASURY OFFICE BUDGET AND TREASURY OFFICE
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BUDGET & TREASURY OFFICE

MEMORANDUM
Reference ; (T) o521
Enquiries H M. Mdlalose
Extension : 7821

The Office of the Municipal Manager

The Chief Audit Executive

The Strategic Executive Director: Budget and Treasury Office

The Strategic Executive Director: Development Planning and Human Settlements
The Strategic Executive Director: Corporate Services

The Strategic Executive Director: Community Services

The Strategic Executive Director: Technical Services

NEWCASTLE MUNICIPALITY

1. PURPOSE

This circular aims to enhance compliance, accountability and improving internal controls in the supply chain
management processes in response to ever increasing unauthorised, imegular and fruitless and wasteful
expenditure (UIFW) and intemal control deficiencies.

The circular intends to improve the Municipality’s audit outcomes in line with action plan developed by the
Newcastle Municipality and implementation of audit recommendations. The circular also forms part of remedial
action in response to high value of UIFW and non-compliance with municipal supply chain management
regulations and the supply chain management policy of Council,

The contents of this circular are therefore intended for the attention of all role players partaking in the supply
chain management processes of the Newcastie Municipality and those involved in contract management. To
this extent, therefore, all Strategic Executive Directors are required to ensure compliance with the directives of
this circular in their respective departments.

2. UNAUTHORISED, IRREGULAR AND FRUITLESS AND WASTEFUL EXPENDITURE

The Newcastle Municipality, as at 30% June 2020, has cumulatively reported unauthorised, iregular and fruitless
and wasteful expenditure (UIFW) in amount of R1 360 954 195.00 as depicted in the table below. Among the
root causes for the incidences of UIFW are non-compliance with the Municipal Finance Management Act
(MFMA) Supply Chain Management (SCM) Regulations, poor contract management, spending on expired
contracts, by-passing SCM processes and unauthorised change of scope during project implementation.
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UIFW REPORTING

PERIOD AN
Irregular Expenditure 30-Jun-20 | R 404 554 968,20
Fruitiess & Wasteful
expenditure 30-Jun-20 | R 38 399226,78
Unauthorised
Expenditure 30-Jun-20 | R 918 000 000,00

The office of the municipal manager shall make necessary arrangements for the submission of the reported
UIFW to Council with recommendations for, where applicable, further investigations in line with section 32 of the
Municipal Finance Management Act.

3. APPLICATION AND/OR IMPLEMENTATION OF REGULATION 32 OF MFMA MUNICIPAL SUPPLY CHAIN
MANAGEMENT REGULATIONS

Regulation 32 of MFMA Municipal Supply Chain Management Regulations allows the Accounting Officer, albeit
under stringent conditions, to procure goods or services for the municipality under a contract secured by another
organ of state.

The application of the aforementioned regulation in the appointment of contractors and/or service providers has
proven {o be the major source of irregular expenditure as a result of failure on the part of the Municipality in
meeting all the requirements and/or conditions for the application of this regulation before making a final
appointment thereto. To this extent, the Newcaslie Municipal Council had resolved to suspend the
implementation of regulation 32 of the MFMA Municipal Supply Chain Management Regulations in the normal
course of appointing contractors and/or service providers in terms of the Supply Chain Management Policy and
as such, the Accounting Officer shall not approve any request in terms of the aforementioned municipal supply
chain management regulation.

4. CONTRACT MANAGEMENT AND PROJECT MANAGEMENT

A large amount of imegular and unauthorised expenditure is a result of unauthorised deviations from original
scope of works, spending on expired contracts and poor management of confracts. To this extent, the Strategic
Executive Directors are required to ensure that service level agreements (SLA) for all contracts secured through
supply chain management processes are concluded and signed no later than thirty (30) days after acceptance
of appointment letter by the appointed service provider.

4.1. Projects Contract Extension and Variation

The Accounting Officer shall only consider variation order requests after the Supply Chain Management Unit
(SCMU) has provided compliance vetting of same. Furthermore, the municipal council shall only consider
variations of contract exceeding 15% and 20% thresholds, for non-construction and construction projects,
respectively, after publicly issuing notices to that effect for the minimum period of fourteen (14) days.

To give effect of the above, end-user departments shall submit to the Supply Chain Management Unit requests
for extension of contracts detailing reasons for such extensions three (3) months before the expiry of contracts.
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4.2. Recurring and/or administration contracts and panels

The Strategic Executive Directors shall ensure that the terms of reference and/or bids specifications for
administration and/or recurring and panel contracts are submitted to the Supply Chain Management Unit at least
six (6) months before the expiry of such contract. The Accounting Officer shall not consider extension for
contracts for which terms of references and/or bid specifications have not been submitted to SCMU.

4.3. Deviation or adding scope of work

The Strategic Executive Directors shall at all cost refrain from altering and/or extending the original scope of
works on contracts secured through the supply chain management processes. Altering and/or extending the
original scope of works at any stage of contract or project implementation contributes to increased iregular
expenditure and is in contravention of section 217 of the Constitution of the Republic of South Africa.

5. FRAMEWORK AND PANEL CONTRACT

It has been noted with a concern that Strategic Executive Directors do not equally allocate work or rotate service
providers appointed through framework contracts resulting in unfair distribution of work available. The Strategic
Executive Directors are therefore required to submit monthly rotation plans to SCMU as proof that work is fairly
and equally distributed to all providers in the approved framework contracts.

Allocation of work to service providers in an approved panel contract shall be done by the SCMU through a
quotation system. To this end Strategic Executive Directors are therefore prohibited from directly allocating work
or requesting quotations from service providers in an approved panel contract.

6. APPOINTMENT IN TERMS OF REGULATION 36 OF MFMA MUNICIPAL SUPPLY CHAIN MANAGEMENT
REGULATIONS (DEVIATIONS)

The Strategic Executive Directors shall ensure that all appoiniments to be made in terms of regulation 36 of
MFMA municipal supply chain management regulations appointment are submitted to SCMU for support and
recommendation. The Accounting Officer shall only consider requests for deviation that have been vetted
compliance with requirements and/or provisions of the afore-mentioned regulation and supported by the SCMU.

7. IMPLEMENTATION OF MUNICIPAL GIFTS REGISTER

Municipal officials or any other role players involved in the implementation of the supply chain management
policy may not accept any reward, gift, favour, hospitality or other benefit directly or indirectly, including to any
close family member, partner or associate of that person from current and potential service providers.

The Strategic Executive Directors shall ensure that ensure that all affected staff report all gifts of the any value
exceeding R350.00 and same is recorded in the gifts register developed by the SCMU.

8. REMEDIAL ACTION AND CONSEQUENCE MANAGEMENT

The Strategic Executive Directors shall have the responsibility to ensure that all officials in their respective
departments adhere to and observe the contents of this circular.
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The Strategic Executive Directors and staff who contravene any part of the contents of this circular shall be
subjected to intemal disciplinary processes in line with Human Resource Management disciplinary processes
of the Municipality.

Any contravention of supply chain management processes that may result in unauthorised, irregular and fruitiess
and wasteful expenditure being incurred, shall dealt with in terms of section 32 of the Municipal Finance
Management Act (MFMA).

9. EFFECT DATE
is circular is effective immediately as at the date of signature.

M. NKOSI DATE: 7~ 029/ W/Z.L
STRATEGIC EXECUTIVE DIRECTOR:
BUDGET AND TREASURY OFFICE

M.J. MAYISELA paTE: 22/ 9 [ rode
ACTING MUNICIPAL MANAGER I
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