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INTRODUCTION

MID YEAR BUDGET & PERFORMANCE ASSESSMENT REPORT: 31 DECEMBER
2021

The purpose of this report is to comply with Section 72 of the Municipal Finance
Management Act (MFMA), and Sections 33 and 34 of the Municipal Budget and
Reporting Regulations as promulgated in the Government Gazette No 32141 of 17
Aprit 2009, which requires that specific financial particulars be reported on and in the
formats prescribed.

The report also provides a high level overview of the municipality financial viability and
sustainability.

BACKGROUND

Section 72(1) (a), (b), (2) and (3) of the Municipal Finance Management Act
(MFMA) states:

“The accounting officer of a municipality must by 25 January of each year assess the
performance of the Municipality during the first half of the financial year and submit a
report on such assessment to the Mayor, National Treasury and Provincial Treasury:

Sections 33 and 34 of the Municipal Budget and Reporting Regulations states:

“A mid-year budget and performance assessment of a Municipality must be in the
format specified in Schedule C, and within five working days of 25 January each year,
the Municipal Manager must make the mid-year budget and performance assessment
public by placing it on the municipal website...”

The Mid-Year Report and Supporting Tables of eMadlangeni Municipality prepared in
accordance with the Municipal Budget and Reporting Regulations are attached
(Annexure 1- C Schedule)
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SUMMARY OF OPERATIONAL INCOME AND EXPENDITURE
ANALYSIS

The operating budget as reflected in Table C (annexure 1) of the Budget Statement
Tables can be summarized as follows:

FINANCIAL PERFORMANCE
DETAILS APPROVED YEAR TO DATE | ACTUALS AS AT
BUDGET FOR | BUDGET AS AT | 31/12/2021 VARIANCE
2020/2021 311212021
Total Revenue | 106 840 483.00 | 53 420 252.48 | 54 623 854.00 | -01 203 601.52
Total 101 496 659.00 | 50 689 134.00 | 45 405 450.00 05 283 684.00
Expenditure
Surplus/ 005 343 000.00 | 02 731 118.48 | 09 218 404.00 | -06 487 285,52
Deficit

The budgeted revenue for the half year ending 31 December 2021 is R53 420 252.48

against actual revenue billed to date of R54 623 854.00which resulted to unfavourable
halance of -R01 203 601.52.

Expenditure incurred during this period amounts to R45 405 450.00 against the budget
of R50 689 134.00 which resulted to a variance of R0S 283 684.00. The municipality
has not yet taken into consideration Debt Impairment but Depreciation and Asset
impairment was under budgeted. The estimated budget for debt impairment
R9 968 488.00, it is therefore could be estimated that the actual expenditure would be
R4 984 244 compared to estimated budget.

REVENUE MANAGEMENT

OPERATING REVENUE BY SOURCE: YEAR TO DATE ACTUAL VS YEAR TO
DATE BUDGET

Property Rates

The negative variance of 32% is due to change in some categories of properties as
per supplementary valuation rolls and also to large number of vacant sites which are
not in use, the current pandemic also influenced this source.

Conclusion: Downwards adjustment will be made by assessing the individual
category of debtors against the actual revenue recognised and budgeted
revenue in the first half of the year.

Service Charges-Electricity Revenue

The service charges on electricity performed poorly with a negative variance of 12%.
This particular service is dependent on the existence of property, the large number of
vacant sites indicate that development is very slow and service could not be charged.
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The main factor is bridging of meters by community, disconnections need to be
monitored and illegal connections.

Conclusion: Downwards adjustment will be made on the electricity service
Charge for the year.

Service Charges-Refuse Revenue

The service charges on refuse removal had a positive variance of 2%, this was due to
under-budgeting.

Conclusion: Upwards adjustment will be made on the refuse removal service
charge for the year.

Rental of Facilities and Equipment

The negative variance of 16% was as a result of a decrease in rental of the municipal
facilities than anticipated on initial compilation of the budget. This category of revenue
is difficult to predict as it is dependent on the external factors.

Conclusion: Downwards adjustment will he made on rental of facilities and
equipment for the year.

Interest Earned-External Investments

This revenue source is more dependent on grant received from National Department.
The positive variance of 174% was due to lower estimated budget.

Conclusion: Upwards adjustment will be made on interest earned on external
investments for the year.

Fines, Penalties and Forfeits

The negative variance of 100% was due failure in raising of fines which resulted in a
decrease in revenue than anticipated on initial budget compilation.

Conclusion: Downwards adjustment will be made on fine, penalties and forfeits
for the year.

Licences and Permits

The negative variance of 33% was due inconsistency in raising of fines which resulted
in a decrease in revenue than anticipated on initial budget compilation.

Conclusion: Downwards adjustment will be made on licences and permits for
the year.

Transfers and Subsidies

The positive variance of 59% is mainly attributable to the receipt of the second tranche
of the Equitable Share grant from National Treasury and other grants.

Conclusion: The adjustment will be made in line with Adjustment Division of
Revenue Act (DORA).
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Other Revenue

This category of revenue relates to revenue sources that are not explicitly disclosed
on the statement of financial performance as per National Treasury reporting
templates such as clearance certificates and other sundry revenuse. This category
reflects under performance variance of 97% and will be accordingly be adjusted during
the adjustment budget.

Conclusion: Each line item in this will be adjusted downwards because of poor
performance.

EXPENDITURE MANAGEMENT

OPERATING EXPENDITURE: YEAR TO DATE ACTUAL VS YEAR TO DATE
BUDGET

Employee Related Costs

The performance of this line item of expenditure is within the projected budget for the
first half of the financial year and this resulted to a 0%. Management should closely
monitor the staff overtime.

Conclusion: There would he no adjustment on this line item.
Remuneration of Councillors

The performance of this line item of expenditure is within the projected budget and this
resulted in a negative variance of 8%. The councillors salaries in terms of

Determination of upper limits of salaries, allowances and benefits of different
members.

Conclusion: The adjustment will be made based on the recent Notice No.42134
as published Government Gazette No.42134 of 21 December 2018 on salaries
increases for councillors,

Debt Impairment, and Depreciation and Amortisation

The performance of this line item of expenditure was above the projected budget for
the first half of the financial year and this resulted in a positive variance of 83%.

Conclusion: Upwards adjustment will be made on depreciation and amortisation
for the year.

Finance Charges

The performance of this line item of expenditure was above the projected budget for
the first half of the financial year and this resulted in a positive variance of 2678%. This
was due to cash-flow crises which resulted to inability to pay creditors timeously.

Conclusion: Upwards adjustment will be made on finance charges for the year.
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Bulk Purchases

The expenditure performance on purchase of electricity has a negative variance of
7%. The community is utilising less electricity in summer, the management is
anticipating an increase in winter.

Conclusion: There would be no adjustment on bulk purchases for this year.
Other materials

The expenditure performance on inventory consumed has an unfavourable variance
of 64%. This was due to over-budgeting on the initial budget.

Conclusion: Downwards adjustment will be made on other materials for the
year.

Contracted Services

This category of contracted services relates to expenditure types that are not expilicitly
disclosed on the statement of financial performance as per National Treasury reporting
templates such as audit committee fees and other contracted expenditure. This
category reflects unfavourable variance of 42% and will be adjusted during the
adjustment budget.

Conclusion: Downwards adjustment will be made on contracted services for the
year.

Other Expenditure

This category of other expenditure relates to expenditure types that are not explicitly
disclosed on the statement of financial performance as per National Treasury reporting
templates such telephone and other sundry expenditure. This category reflects a
negative variance of -61% and will be accordingly be adjusted during the adjustment
budget.

Conclusion: Each line item in this will be adjusted downwards because of poor
performance.

CAPITAL EXPENDITURE
Total Capital Expenditure — Actual vs. Budget

Table C5 indicates expenditure incurred during this period amounts to R4.8 million
against the budget of R8.9 million, which resulted to an undesirable variance of R 4
million. The municipality did spend the MIG allocation yet.

Half yearly capital expenditure performance reflects the following per department:

» Governance and Administration over performed by 1%.
» Technical Services (Roads) over-performed by 18%
« Technical Services (INEP) over-performed by 81%
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Conclusion: The adjustments of the capital budget will mainly depend on the
departmental inputs received and the funding availability of the municipality.

ASSET MANAGEMENT

The asset module has assisted the municipality to comply with mScoa. The
safeguarding of asset is still a going concern and management need to monitor that
very closely. The work in progress of infrastructure projects (beyond 2016/2017)
without the supporting documentation has negatively impacted on the asset
management. The current ratio is slightly below the norm this is an indication that
municipality should introduce new strategies of improving the current situation.

CASH MANAGEMENT

Table C7 indicates that the municipality is financially unstable and this poor
performance could result to the municipality unable to discharge its financial
commitments.

DEBTORS
Analysis by to total Debtors by source as at 31 December 2021
Debtors per category Amounts Percentage
Organs of State 06 577 134 12,7%
Commercial 03 195 501 6,2%
Households 07 463 178 14,5%
Qther 34 409 183 66,6%
51 650 583 100%
Age Analysis (annexure 2)
Ageing Debtors at | Debtors at | Movement
31.12,2021 31.12.2020
0-30 days 02 432 059.17 04 042 663.37 -01 610 604.20
31-60 days 01418 931.36 01 065 459.90 -00 353 471.46
61-90 days 01 312 946.30 01 607 284.89 -00 294 338.59
91- 120 days 01 266 610.37 01 428 386.41 -00 161 776.04
121- 365 days 45 220 035.14 41 143 015.77 04 077 019.37
51 650 582.84 49 286 810.34 02 363 772.50

The total debtors outstanding of R51 650 582.84 million represent an increase of
R2 363 772.50 million, which is about 5% compared to December 2020. The COVID
19 related issues have negatively impacted to community which resulted to an
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increase of non-payment of debts and non-implementation of legal process
contributed in the increase of the municipality debtors book.

Debt Collection Activities

There are number of issues which are impacting to debt collection. The illegal
connection of electricity is the major one and is not only impacting on revenue but
even on cash flows. Delay in approving of indigent applicants contribute in this high
debtor's book. The process of reminding customers about the outstanding debts
should be the priority in public participation events while the legal process should
commence soon, this would improve the revenue base of the municipality. The current
control system will be monitored continuously.

CREDITORS

Creditors are normally paid within 30 days as stipulated by the MFMA except where
there are disputes between the municipality and the creditor.

Age Analysis (annexure 3)

Ageing Debtors at | Debtors at | Movement
31.12.2021 31.12.2020

0-30 days 372 058.84 453 670.39 -081 611.55

31-60 days 158 357.14 000 000.00 158 357.14

61-90 days 000 000.00 000 000.03 -000 000.03

91- 120 days 000 000.00 - 000 036.00 000 036.00

121- 365 days 756 816.06 - 000 003.08 756 819,14
1287 232.04 453 631.34 833 600.70

The total creditors outstanding of R1 287 232.04 million represent an increase of
R833 600.70 million, which is about 65% compared to December 2020. There was no
balance between collection of revenue versus the spending. The departments need to
monitor the spending on a monthly basis by means of the cash-flow projections.

SERVICE DELIVERY PERFORMANCE ANALYSIS

The Service Delivery and Budget Implementation Plan (SDBIP) performance is
covered in a separate report by the Performance Management Section. However,
departments have indicated that plans are in place to ensure that spend on capital
projects is maximised. The actual performance against the key performance indicators
and targets are monitored on a quarterly basis and corrective actions are put in place
to address variances.
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ADJUSTMENTS BUDGET

Regulation 23(1} of the Municipal Budget and Reporting Regulations provides, inter
alia for the following:

“An adjustment budget may be tabled in the Municipal Council at any time after Mid-
year Budget and Performance Assessment has been tabled in the Council, but not
later than 28 February of each year”

An Adjustment budget is the revision of an approved annual budget, usually by the
utilisation of savings in one vote towards spending under another vote. Furthermore,
except under certain circumstances only one adjustment budget may be tabled in the
Municipal Council during a financial year. Accordingly, a report on adjustments to the
budget will be submitted for consideration by Council at its meeting to be held on the
28 February 2022.

ANNUAL REPORT

The annual report of 2020/2021 financial year is covered in a separate report to
council.

RECOMMENDATION

This Report which is submitted in compliance with Sections 52(d) and 72 of the MFMA
and in terms of the Government Notice 32141 dated 17 April 2009, relating to the
“Local Government: Municipal Finance Management Act 2003, the Municipal Budget
and Reporting Regulations”, as at 31 December 2017, be considered by Council.

Description Original Budget Mid-year budget [YearTD actual [YTD variance [YTD variance % [Recommodation
Revenue By Source

Property rates 33 188 786,00 16594 394,48 11318 902,00 |- 527549248 -32%|Adjust Downwards
Service charges - electricity revenue 19722 111,00 9 861 054,98 868364200 117741298 -12% |Adjust Downwards
Service charges - refuse revenue 1797 113,00 898 559,02 915 508,00 16 948,98 2% |Upwards adjustment
Rental of facilities and equipment 1 385 669,00 692838 585 048,00 |- 107 790,00 -16%|Adjust Downwards l
Interest earned - external investment, 195 406,00 99702 273 258,00 173 596,00 174%|Upwards adjustment
Interest earned - outstanding debtorg - 0 178665600 | 178665600 100% |Upwards adjustment
Fines, penalties and forfeits 5173 955,00 2586978 818,00 |- 2 586 160,00 -100% [Adjust Downwards
Licences and permits 1725 343,00 862674 577 768,00 |- 284 906,00 -33% |Adjust Downwards
Transfers and subsidies 38 176 000,00 19088004 30396061,00 | 11 308057,00 59%|DORA ALLOCTIOM
QOther revenue 5472 100,00 2736048 86 153,00 |- 2649 895,00 -97%|Adjust Downwards
Total Revenue 106 840 483,00 53 420 252,48 54 623 854,00 (- 1203 601,52

Expenditure

Employee related costs 39 340 518,00 19 611 084,00 19 585 353,00 |- 15 731,00 0%|No adjustment
Remuneration of councillors 3903 136,00 1954 068,00 1795216,00 |- 158 852,00 -8%{Government gazette
Depreciation & asset impairment 10 665 728,00 5332 866,00 822899300 373399100 83%|Upwards adjustment
Finance charges 17 600,00 8 802,60 244 479,00 235677,00 2678%|Upwards adjustment
Bulk purchases - electricity 17 616 541,00 8 808 270,00 823201700 |- 576253,00 -7%[No adjustment
lnventory consumed 424677300 2123 364,00 76199300 |- 136137100 -64%|Adjust Downwards
Contracted services 16 475 444,00 8237 706,00 473751200 - 350019400 -42%|Adjust Downwards
Other expenditure 9225919,00 4612 974,00 1809 887,00 |- 280308700 -61%|Adjust Downwards
Total Expenditure 101 496 659,00 50 689 134,00 4540545000 | 5233 684,00

Capital 17 682 000,00 £ 841 000,00 4 813 803,60 |- 4027 196,40 -46%
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Prepared by

S. Mhlophe (Miss)

Chief Financial Officer

Reviewed by

---------------------------------------

G.N. Mavundla (Mrs)

Acting Municipal Manager
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ANNEXURE 1
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