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PURPOSE

The purpose of this charter is to set out the nature, role, responsibilities and
authority or mandate of the Internal Audit Function within the Municipality.
The charter outlines the scope of the internal audit work and has the
approval of the Audit Committee, the Municipal Manager and Senior
Management. This charter will be reviewed annually. It helps the Local
Municipality accomplish its objectives by bringing a systematic, disciplined
approach to evaluate and improve the effectiveness of risk management,
control, and governance processes. The Internal Audit Activity (IAA)

intends to function in a manner that ensures that:
= Risks are appropriately identified and managed.
» |Interaction with the various governance groups occurs as needed.

» Significant financial, managerial, and operating information s

accurate, reliable, and timely.

= Employees’ actions follow policies, standards, procedures, and

applicable laws and regulations.

= Resources are acquired economically, used efficiently, and

adequately protected.
*  Programs, plans, and objectives are achieved.

=  Quality and continuous improvement are fostered in the organization's

control process; and

» Significant legislative or regulatory issues impacting the organization

are recognized and addressed appropriately.

Opportunities for improving management control, operations, and the
organisations image may be identified during audits. The |AA shall
communicate identified opportunities and risks to the appropriate levels of

management.
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LEGISLATIVE MANDATE

Section 165 of the Municipal Finance Management Act (MFMA) no 56 of
2003 and the King Il Report on Corporate Governance give rise to the

establishment of the Internal Audit Activity.

OBJECTIVE AND MISSION INTERNAL AUDIT

The primary objective of Internal Audit is to assist the Municipal Manager
and the Audit Committee in the effective discharge of their responsibilities.
Internal audit will provide them with independent analysis, appraisals,
recommendations, counsel, and information concering the activities

reviewed, with a view to improving accountability and performance.

The mission of the Internal Audit Activity is to provide Dr AB Xuma Local
Municipality with a value-added internal audit function by assisting
management in  controlling risk, monitoring compliance, corporate
governance and improving efficiency and effectiveness of the internal

control system.

SCOPE AND MANADATE

The scope of work of the Internal Audit Unit is to determine whether the Dr
AB Xuma local Municipality network of risk management, control and
governance processes, as designed and presented by management, is

adequate and functioning in a manner to ensure that:

(i) Risks are appropriately identified and managed.

(i) Significant financial, managerial and operating information is reliable.

(i) Members' actions are in compliance with policies, standards,
procedures, laws and regulations.

(iv) Programmes, plans and objectives are achieved.

(v) Resources are acquired economically, used efficiently and

adequately protected

Internal Auditors shall always conduct the work or any other tasks assigned
to them in accordance with the Global Internal Audit Standards for

Professional Practice of Internal Auditing and shall further comply with the
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Code of Ethics for internal auditors, as published by the Institute of Internal
Auditors {l1A).

Internal Audit follows an integrated approach, which places emphasis on
the identification of risks, the prioritising thereof and testing of controls over
key risk areas. The integrated audit approach combines two types of audit

engagements, i.e. assurance and consulting services.

5.1 ASSURANCE ENGAGEMENTS

These refer to the evaluation of the adequacy, effectiveness and
efficiency of the local Municipality’s risk management, control, and
governance processes. The purpose of this is to provide reasonable
assurance that these processes are functioning as intended and will
enable the Local Municipality to achieve its goals and objectives, as well
as provide recommendations on improving the organization’s operations.
Business systems, processes, operations, functions and activities within the
organisation shall be subjected to internal audit’s evaluation. Examples of

assurance engagements to be provided are as follows:

=  Financial.

Performance.

Compliance.

= T

5.2. CONSULTING ENGAGEMENTS

These refer to advisory and related engagements, the nature and scope
of which should be agreed upon with the auditee management. The

following categories of consulting engagements may be performed:

» Formal consulting engagements: planned and subject to written

agreement.

= 8.2.4.2.1 Informal consulting engagements: routine activities such as
parficipating on standing committees, limited life projects, ad hoc

meetings, and routine information exchange.
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= 82422 The Internal Auditors should, however, maintain their
objectivity when drawing conclusions and offering advice to

management. The following consulting services may be provided:
= Counsel.
* Adbvice.
= Facilitation; and
»  Training.

The comprehensive scope of work of Internal Audit should provide
reasonable assurance that the organisation’s risk management; control
and governance systems are effective and efficient. In areas where, in the
opinion of the Audit Manager, specialised audit skills are lacking within the

unit, the services of external service providers may be employed.

LIMITATION OF SCOPE

CAE should ensure that for any attempted scope Ilimitation by
management must be reported, preferably in writing, to the Municipal
Manager and to the audit committee. The question of whether an action
from management in fact constitutes a scope limitation is at the judgment
of the CAE. Except in cases of suspected fraud, the Municipal Manager

and the Audit Committee may decide to accept a limitation of scope.

In such instances, the CAE should evaluate from time to time whether the
circumstances surrounding the scope limitation are still valid and whether
the scope limitation needs to be reported again to the Municipal

Manager and the audit committee for their renewed consideration.

AUTHORITY
The Audit Manager and internal audit staff are authorised fo:

= Have full and free access to the Audit Committee, Executive

management, Council, Management, and staff.
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= Allocate resources, set frequencies, select subjects, determine scope
of work, and apply the techniques required to accomplish audit

objectives; and

» Obtain the necessary assistance of personnel in units of the
organization where they perform audits, as well as other specialised

services from within or outside the organization.

* Implement a control to ensure that each project team member shall

declare interest before commencement of an audit project.
The Internal Audit is not authorised to:
= Perform any operational duties for the municipality.

» |nitiate or approve accounting transaction external to the internal

auditing unit,

» Direct the activities of any municipal employee not employed by the
internal auditing activity, except to the extent such employees have
been appropriately assigned to auditing teams or to otherwise assist

the internal auditors.

»  Participate in the design, development, and implementation of new
financial or other systems or policy within the municipality other than

on advisory and consulting capacity.

(i) Submif the annual audit plan to the Municipal Manager for information

and to the Audit Committee for their review and approval.

(i) Report quarterly to the Municipal Manager on the adequacy of

internal control
(iii) Submit reports to the Audit Committee on all infernal Audit activities.
(iv) Report quarterly to the Audit Committee on whether,

» Appropriate action has been taken on significant audit

findings.

Internal Audit Charter 2025/26 FY 7



» Audit activities have been directed towards the highest
exposure of risk and towards increasing efficiency, economy,

and effectiveness of operations.

(v) On a quarterly basis, provide information on the status and results of

the annual audit plan and the sufficiency of the Unit resources

(vi) Provide annually an assessment on the adequacy and effectiveness
of Dr AB Municipality process for controlling its activities and managing

ifs risks set forth under the mission and scope of work.

The Audit Manager, in the discharge of his/her duties, shall be

accountable to the Municipal Manager and the Audit Committee to:

(vii) Provide annually an assessment on the adequacy and effectiveness of
the Dr AB Xuma Local Municipality’'s processes for controlling its
activities and managing its risks in the areas set forth under the mission
and scope of work.

(viii) Report significant issues related to the processes for controlling
the activities of the organisation and its affiliates, including potential
improvements to those processes, and provide information concerning
such issues through resolution.

(ix) Periodically provide information on the status and results of the annual
audit plan and the sufficiency of organisations resources; and

(x) Coordinate with and provide oversight of other control and monitoring

functions (risk management, compliance, ethics, external audit).

UNRESTRICTED ACCESS TO INFORMATION

Have unrestricted access to examine all information, both paper-based
documents and electronic information residing on computer systems, and
to inspect all physical assets. However, they must safeguard any assets or

information that is examined and maintain the confidentiality thereof.
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RESPONSIBILITY

The IAA must prepare the following:

A rolling three-year strategic 1A plan based on its assessment of key
areas of risk for the institution, having regard to its current operations,

those proposed in its strategic plan and its risk management strategy.

An annual |A plan for the first year of the rolling three-year strategic 1A

plan; and

Plans indicating the proposed scope of each audit in the annual 1A

plan.

The IAA will be responsible 1o:

Assess the operational procedure and monitoring mechanisms over all
transfers made and received, including transfers in terms of the annual

Division of Revenue Act.

Evaluate and assess new or changing services, processes, operations
and control processes, (information technology-based or otherwise),
coincident with their development, implementation, and / or

expansion.

Assist, facilitate or execute investigations of suspected fraudulent /

iregular activities within the organization.

Issue at least quarterly reports to the Audit Committee summarizing
results of audit activities and any other report(s) as circumstances may

dictate.

Maintain a professional audit staff with sufficient knowledge, skills, and

experience to meet the requirements of this charter.

In coordination of the Risk Management process as the Internal
Auditing standards states that “1112 — Chief Audit Executive Roles
Beyond Internal Auditing Where the chief audit executive has or is
expected to have roles and/or responsibilities that fall outside of
infernal auditing, safeguards must be in place to limit impairments to

independence or objectivity. Interpretation: The chief audit executive
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may be asked to take on additional roles and responsibilities outside of
internal  auditing, such as responsibility for compliance or risk
management activities.” Therefore, the Internal Audit will not give

assurance to the Risk Management processes.

8.1 ADMINISTRATIVE RESPONSIBILITIES

The CAE will develop a suitable organisational structure and maintain a
professional infernal audit staff complement with sufficient knowledge, skills and
experience to meet the requirements of this Charter; subject to budget

availability.

The CAE will prepare reports every second month to the Accounting Officers
of the Municipality detailing the Internal Audit Function' performance against

the annual internal audit plan and other relevant information.

The CAE will develop the annual budget for the Internal Audit and submit it to

Accounting Officer for consideration
The CAE shall develop and implement a Quality Assurance and Improvement

Establishing procedures for the Internal Audit Function and directing its

technical and administrative functions.

Developing and executing a flexible annual audit plan using an appropriate
risk based methodology, including any risk or control concerns identified by
management and submit the plan to the audit committee for review and

approval as well as periodic updates.

Implement an annual audit plan as approved, including as appropriate any
special tasks or projects requested by management and the Audit

Committee.

Keep the Audit Committee informed of emerging trends and successful

practices in internal auditing.
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8.2 PLANNING
The IAA shall submit fo the AC for approval, an internal audit plan, setting out
the recommended scope of their work. This plan should be based on the
results of the annual risk assessment process and should allocate internal audit
resources to the areas where the greatest risks are present. In addition, it
should idenfify the costs of resources necessary to fulfil the plan. The plan

should indicate the timing and frequency of the audit activities.

The annudal internal audit plan should be developed with reference o a
longer-term strategic outlook for internal audit work, prepared in conjunction
with management and supported by them, and should have regard o the

business plans and strategic outlook of the organisation.

8.3 REPORTING RESPONSIBILITY
As required by the Global Standards for the Professional Practice of Internal
Audit (ISPPIA), Internal Audit reports functionally to the Audit Committee and

administratively to the Accounting Officer.

After each audit, Internal Audit shall immediately issue a draft audit report on
issues/findings to the Head of Department concerned. Management's
comments and action plans should be received within 7 days from issuing the

audit report.

A written final audit report will be issued to the Head of the Department within
5 days of receiving management's comments and an Executive Summary of
the report will be submitted to the Municipal Manager. Internal audit reserves
the right to report any critical or significant issue directly to the Municipal
manager or the Chairperson of the Audit Committee before consulting with

management,

Internal Audit will report every quarter to the Audit Committee and Municipal

Manager on the:

= Status of the Internal Audit activities.

= Significant findings and management action plans.
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Follow-up on previously reported audit findings.
Internal Audit budgets and variances.

Internal Audit resources requirements

Internal Audit will report every quarter to the Performance Audit Committee

and Municipal Manager on the Audit of Performance information.

QUALITY ASSURANCE AND IMPROVEMENT PROGRAM

The Chief audit executive must develop and maintain a quality and

improvement program that covers all aspects of the Internal Audit activity.

The quality assurance and improvement must include both internal and

external assessment,

Internal Assessments

Ongoing monitoring of the performance of the Internal audit activity:

and

Periodic self-assessments or assessments by other persons within the

organisation with sufficient knowledge of internal audit practices.
External Assessments

External assessments must be conducted at least once every five years
by a qualified, independent assessor or assessment team from outside
the organisation. The Chief audit executive must discuss with the Audit

Committee and Management:
» The form and frequency of external assessment; and

» The qudlification and dependence of the external assessor or

assessment team, including any potential conflict of interest.

The Chief audit executive should establish and maintain an ongoing

system to measure performance of Internal Audit staoff.
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10.

(a)
(M

(2)

©)

(4)

®)

A structured fraining programme shall be followed to develop
the technical, conceptual and management abilities of the Internal

Audit personnel.

As far as possible, the Audit Manager and the IAA staff shall be

members of the Institute of Internal Auditors.

STANDARDS OF AUDIT PRACTICE

The internal audit unit will conduct its operations in accordance with
the Global Internal Audit Standards for the Professional Practice of
Internal Auditing and Internal Auditors with Codes of Conduct as issued
by the Institute of Internal Auditors South Africa (IIASA)

Internal Audit Standards - 2.1 Independence

To be effective in performing audits the auditf staff must be objective both
in actudlity and perception. The Section maintains independence by ifs
organizational position, including reporting line to the Audit Committee
functionally and the Accounting Office/Municipal Manager
administratively.

When performing the assurance function, the Section is able 1o determine
the scope of internal auditing, perform work, and communicate the results
without interference. Any restrictions are disclosed in the audit universe
and approved by the Audit Committee e.g. identity of human sources
Internal auditors who were appointed internally are allocated to
assignments only if they were not operationdlly involved in the particular
assignment during the previous twelve months in their previous functions.
Internal Auditors are required to declare at individual level their
relationship with staff or auditees

No DR AB Xuma Municipality member may oversee the assurance
engagement of internal audit over which the CAE is responsible. When on
leave, the CAE delegation on administrative functions rest with

Accounting Officer.
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Internal Audit Standards - 2.3 Objectivity

Obijectivity is an unbiased mental attitude that allows internal auditors to
perform engagements in such a manner that they believe in their work
product and that no quality compromises are made. Objectivity requires that
internal auditors do not subordinate their judgment on audit matters to others.
Threats to objectivity must be managed at the individual auditor,

engagement, functional, and organizational levels.
Global Internal Audit Standard - 3.2 Continuing Professional Development

Internal auditors must maintain and continually develop their competencies
to improve the effectiveness and quality of internal audit services. Internal
auditors must pursue continuing professional development including
education and training. Practicing internal auditors who have attained
professional internal audit certifications must follow the continuing
professional education policies and fulfil the requirements applicable to their

certificafions.
Global Internal Audit Standards 7.1 - Organizational Independence

The chief audit executive must report to a level within the organization that
allows the internal audit activity to fulfil its responsibilities. The chief audit
executive must confirm to the board, at least annually, the organizational

independence of the infernal audit activity.
Interpretation:

Organizational independence is effectively achieved when the chief audit
executive reports functionally to the board. Examples of functional reporting

to the board involve the board:

¢ Approving the internal audit charter.

e Approving the risk-based internal audit plan.

e Approving the internal audit budget and resource plan.

e Receiving communications from the chief audit executive on the internal

audit activity's performance relative to its plan and other matters.
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e Approving decisions regarding the appointment and removal of the chief
audit executive.

e Approving the remuneration of the chief audit executive.

e Making appropriate inquiries of management and the chief audit executive

to determine whether there are inappropriate scope or resource limitations.

1110. Al = The internal audit activity must be free from interference in
determining the scope of internal auditing, performing work, and
communicating results. The chief audit executive must disclose such

interference to the board and discuss the implications.
1111 = Direct Interaction with the Board

The chief audit executive must communicate and interact directly with the
board.

1112 - Chief Audit Executive Roles Beyond Internal Auditing

Where the chief audit executive has or is expected to have roles and/or
responsibilities that fall outside of internal auditing, safeguards must be in

place to limit impairments to independence or objectivity.
Interpretation:

The chief audit executive may be asked to take on additional roles and
responsibilities outside of internal auditing, such as responsibility for
compliance or risk management activities. These roles and responsibilities

may impair, or appear to impair, the organizational independence of the

Global Standards for the Professional Practice of Internal Auditing (Standards)

Revised: October 2016 Page 5 of 25 Effective: January 2017 © 2014 The

Institute of Internal Auditors

internal audit activity or the individual objectivity of the internal auditor.
Safeguards are those oversight activities, often undertaken by the board, to
address these potential impairments, and may include such activities as

periodically evaluating reporting lines and responsibilities and developing
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alternative processes to obtain assurance related to the areas of additional

responsibility.

EXCLUSIONS

The Chief audit executive and Internal auditors are not authorised to:
% Perform any operational duties for the organisation or its affiliates

< |nitiate or approve accounting fransactions external to the Internal Audit
Section.

< Direct activities of any employee in the organisation not employed by the
Internal Audit Section, except to the extent such employees have
been appropriately assigned to auditing teams or otherwise assist the

internal auditors.

AUDIT COMMITTEE MEETINGS

The 1AA shall provide secretarial services to the Audit Committee. An
agenda of items for discussion, together with any supporting documents
and information shall be distributed to all members of the Audit
Committee, other interested members of Council and parties attending
the meeting agenda papers at least seven days prior to the date of the
meeting. Any person who is going to attend a meeting may, not less than
seven days prior to the meeting, request the Secretariat to add such

items, as deemed necessary, to the agenda.

Draft minutes of the meeting shall be prepared for review by the
Chairperson of the AC within 14 days of the date of the meeting. Copies
of the revised minutes must be distributed to all members and other

relevant parties within 1 month of the date of the meeting.

EVALUATION OF PERFORMANCE

The Assessment of the Internal Audit shall evaluate on an annual basis as

follows:

12.1  Internal Audit to perform a self assessment in terms of this charter.
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12.2  Management shall also perform an evaluation at the end of each
project and at the end of each financial year for all projects

performed during the financial year.

12.3 The Audit Committee to perform a final evaluation of the

effectiveness of the internal audit activity.

12.4  Results of annual assessment by the Internal Audit, Management
and Audit Committee shall be summarised into one report and be
presented to the Audit Committee for discussion and formulation of

recommended improvements.

14. PROCEDURES FOR IMPLEMENTING POLICY

For the effective implementation of the Internal Audit Charter, all the

necessary steps were followed during implementation:

a) Consultation of all the relevant stakeholders
b) Obligation of the Charter

c) Realistic of the Charter

d) Publicise of the Charter

e) Training of the relevant staff to the charter

f)  Consistent implementation of the Charter and

g) Periodically review of the Charter

15. REVIEWAL OF THE CHARTER

The Internal Audit Charter will be revised on an annual basis subject to

approval by the Audit Committee and adoption by Council
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16. APPROVAL

The Internal audit responsibilities as set out in this Charter is hereby approved, for

and on behalf of the Municipality:

—- asfesons

MR. K.L. MULAUDZI DATE

Accepted by: The Municipal Manager

Mr P. SONGO DATE

Approved by: The Audit Committee Chairperson

Resolution Number.‘..Q.g.. \98\051%9‘3 .................
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