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MU BMICTIPALITY

ADJUSTMENT BUDGET 2020/2021




HWAZULU-MATAL PROVINCE

TREASUR‘{
REPUBLIC OF SOUTH AFRICA

DIRECTORATE:

Our Reft 116/13/1(KZN292)-2021
Enquiries: Mr. A. Soopal
Date: 18 February 2021

KWADUKUZA LOCAL MUNICIPALITY
PO BOX 72

KWADUKUZA

4450

Fax Mo: 032 - 437 5098
Dear Mr. N.J Mdakane

2020/21 MID-YEAR BUDGET AND PERFORMANCE ASSESSMENT REPORT AND
IMPACT ON THE 2020/21 ADJUSTMENTS BUDGET

1.

b

L)

Reference is made to your Mid-Year Budget and Performance Assessment Report for the 202072
financial year that was submitted 1o Provincial Treasury in accordance with Section 72(1)(a} and
(b} of the Municipal Finance Management Act, Act No. 536 of 2003 (MFMA) which states that the

accounting officer of v municipality must by 23 January of each year assess the performance of

the municipality during the first half of the financiol year and submit a report of such an ussessment
to the mayor of the municipality, National Treaswry and the relevant Provineial Treasury. Section
72(3)(a} and (b) of the MFMA also state that the Accownting Officer must as part of the review
nagrke recommendations as ro whether an Adjustments Budget is necessary and recammend revised
projections for revenue and expendinure to the extent thar this may be inecessary.

An assessment was conducted on 1he Mid-Year Budget and Performance Assessment Report thal
was submitted to Pravincial Treasury to verify whether the Mid-Year Budget and Performance
Assessment Report for 2020/21, as submitted to Council on 29 January 2021, conforms with the
Municipal Budget and Reporting Regulations (MBRR) and provides the refevant information
required to inform your 2020/21 Adjustments Budget. Refer to the attached Annexure A for the
detailed assessment.

Provincial Treasury Circular PT/MF 06 of 2020/21 requested that municipalities ensure that the
2020/21 Mid-Year Budget and Performance Assessment Report (Schedule C) submitted to Council
and the monthly MFMA Section 71 data string (M06) are bath produced directly from the financial
system 1o eliminate the possibility of any differences and/or misalignments.

Provincial Treasury noted with concern that your municipality’s performance as reflected in the
Schedule C {(MFMA Section 72 report) does not fully align to the performance for the six-month
period as reflected in the extracted Schedule C (MFMA Section 71 data string (M06)) which were
downloaded from the LG Darabase by Provincial Treasury on 26 lanuary 2021,
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The feedback relating to the discrepancies has already been communicated to your municipality
by your designated Municipal Budget Anaiyst on 27 January 2021 and the mSCOA Advisor
assigned to your municipality on 05 February 2021 on the use of seaments.

The attached assessment reflects and details the difference between the figures in the extracied
Schedule C {MFMA Section 7t data string) and the figures for the Schedule C submitted to Council
(MFMA Section 72 report).

The misalignment of the MFMA Section 7} and 72 reports potemtially indicate that your
municipality has not achieved the required fevel of implementation for mSCOA as per the mSCOA
Regulations, Provincial Treasury Cireular PT/MF 06 of 2020/21 and MFMA Circular No. 98.

MFMA Circular No, 98 prescribed the minimum level of implementation and to this end.
municipalities should:

»  Haveacquired, upgraded and maintain the hardware. software and licenses required to be and
remain mSCOA compliant:

e Budget, transact and report on ali six (6) legislated mSCOA segments and directly on the core
financial system and submit the required dala strings directly from this system 1o the Local
Government Portal;

s Lock down the budget adopted by Council on the core municipal financial sysiem before
submitting the budget (ORGB) data string to the local government portal;

e  Close the core financial system at month-end as required in terms of the MFMA before
submitting the monthly data string to the local government portal; and

s  Generate regulated Schedules (A, B. C) directly from the core municipal financiat systems.

Additionally, as per MFMA Circular No. 107, if your municipality has not yet achieved the
required level of mSCOA implementation, then the municipality must provide a detailed action
plan (road map) 1o the National and Provincial Treasuries to indicate how the municipality will
fast track the implementation of mSCQA, The action plan should include the fellowing priority
areas, as applicable to the municipality:

e  The functionality of the financial system, including the minimum system [unctionality and
business process as per MFMA Circular No. 80 and Anaexure B and functionality required in
terms of the mSCOA Regulations and MFMA Circulars that was issued after 08 March 2016
(the date on which MFMA Circular No. 80 was issued);

« Integration of third party sub-systems with the mSCOA enabling financial system as required
in terms of MFMA Circular No. 80 and Annexure B of MFMA Circular No, 80;

e Change management initiatives to ensure that mSCOA is institutionalised as an organisational
reform and not only a financial reform; and

»  Training initiatives to ensure that all officials in the organisation are familiar with the mSCOA
chart, basic accounting, balance sheet budgeting and movemert accounting and the use of the
mSCOA enabling financial systen.

The municipality is therefore required to accelerate the iimplementation of m$SCOA in your
municipality and towards this end:

e A toad map should have been prepared and submitted to the National and Provincial
Treasuries 1o indicate how the municipality will become mSCOA compliant:

e  The municipality’s mSCOA Project Steering Commitiee (chaired by the Accounting Officer)
should be meeting at least monthly (if not more often) to track the progress against the road
map and 1ake corrective action where required:

e  Provincial Treasury should be invited to the mSCOA Project Steering Commitiee meetings;
and

e Progress reports of the road map should be submitted to the National and Provinciaf Treasuries
on a menthly basis.
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“Fhe municipality is required to table Provincial Treasury’s comments on the 2020/21 Mid-Year

Budget and Performance Assessment Report in Council when tabling the 2020/21 Adjustments
Budget. Furthermore, the municipality must farward 1o Pravincial Treasury a copy of the Council
vesolution as well as the remedial action on how the errors and concerns raised were addressed.

You are also kindly reminded to ensure that the 2020/2) Adjustments Budget data string (ADIB)
is uploaded to the LG Database porial within one working day tollowing the approval of the budget
i Council and that the PDF copy of the 2020/21 Adjustments Budget (PDF extracted directly from
the financial system) and related documents, completed in the required format, are submitted to
the National and Provincia! Treasuries after they have been tabled to Council by the Mayor as
required by Regulations 21 and 24 of the MBRR and approved by Council.

Yaurs faithfully

Mr. F. C&Vsimjee
Chief Director; Municipal Finance Management

Ce.

Mayor
Chief Financial Officer

=+
Led
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Annexure A: Evaluafion of the Section 72 Repart -

i P

™

Tahle {:

Generat Compliance - Section 72 {Mid-Year Budget Performance Report)
E R ey Fapus Areas i i

A. High Level Checklist

1

Was the Mid-year Budget and Perforinance Assassment Report submitted by 25
sanuary 2021 and tabled in Councll by 31 January 20217

7] The municipality submitted the Mid-year Budget and Performance Assessment Report {Sectlon
72 Report) on 25 January 2021, however, based on subsequent correspondence with the
municipallty, it was datermined that the report had not been extracted from the financial
system, A latter to this effect was forwarded to the municipality on 28 January 2021,

Has the Mid-Year Budget and Performance Assessment Report heen prepared
using:

- Schedule C Format

-Version 6.4

Was the MId-year Budget and Performance Assessment Report placed on the

25 January)?

Municipality's webslte within 5 working days (by 01 February) after submission {by

Report in accordance with Schedule C of the MBRR ? (which incorporates the
following):

Has the municigality preparad the Mid-Year Budget and Performance Assessment

PART 1- IN-YEAR REPORT

+ Mayor's report {requlred If tabled In the municipal council)

« Resolutions {required if tabled In the municipat council}

Desplte, numerous requasts, the municipality has pot yet provided a signed resolution
regarding the tabiing of the Sectfon 72 report.

» Executive summary

« In-year budget statement tables

PART 2 - SUPPORTING DOCUMENTATION
+ Debtors’ Analysts

Creditors’ Analysis

[nyestment portfolic analysls

Allocatlon and grant receipts and expenditure
Councillor and board member allowances and employee benefits

Materlal variances to the service delivery and budget implementation plan

Parent municipality financial performance

Municipal entity financkal performance

Capital programme performance

Cther supporting decuments
In-year reperts af the municlpal entities attached to the munlelpallty’s in-year
report

+ Munlcipal Manager’s quality certification

Do the Griging! Budget/Special Adjustment Budget figures in the Schedule C
reconclle with the budget figures [n Schedule Af Schedule 87

1t Is noted that the Special Adjustments budget figures reflected in the Section 72 report
{Schedule C submitted to Council) agree to the Counct! Approved 2020/21 Special AdJustments
budget {Schedule B).

As per the ADIB mSCOA data string, it Is noted that the majority of the budget figures-agree to
tha Council Approved 2020421 Special Adjustments budget (Schedule B} with the exceptien of
the Statement of Financial Position and Statement of cash flows. Based on a previous
engagement held on 30 November 2020 betweaen the mSCOA advisors, Municipal Budget and
the municipality, it was established that the errors with the Criginal budget data string related
te cash fiow could only be corrected In the February 2020/21 Adjustments budget.

At the engagement, the municlpality committed to correct these errors In the upcoming
February 2020 Adjustments budget.

Doss the Year to date Budget in Scheduis C agrees to the Year To date YD}
Budget In the Original Budget/Special Adjustments Budget?

=]

Do the figures In Schedule C reconcile with the Section 71 monthly figures (Six
months figures reported}?

It is noted that challenges stiil exist with the cash flow statement resulting In a higher closing
cash and cash squivalents being reflactad in the Saction 71 repoit {R1.1 billion) as compared to
R904.9 milllon being reflected in the Section 72 report, It is positively noted that Tables C4 and
5 fully aligned to the municipality's submitted mSCOA data strings. The municlpality was sent
letter an 26 January 2021 with the differences highiighted In the Annexure A to the letter.

rovincial Treasury engaged the munlcipality te discuss the findings on the financial

| performance for the first six month of the 2020/21 financial year. As part of the engagement
process, the municipality confirmed that they are in contact with the servies provider

Caseware} in order to address the challenges with the extraction of cradible information.

Has the municipality provided explanations and remedial/corrective measures for

the major variances on Table SC1?

While Table SC1 provides brief reasens for slgnificant variances, it was noted that the
unicipality did not provide any remedial/corrective measures in the table, However, it should
& noted that the Section 72 narratlve report provided detalled explanatlons fer varfances
oted and in most instances alse provided remed/al actions to be taken by the municipality.




Key Focus Areas

B. 2020/21 Original Budget/Special Adjustments Budget

9 IFrrors ~- Sec 28{2){f)
Based on the 2020/21 Original Budget/Special Adjustments Budget comments
letter

Dld the 202021 Criginal Budget/Special Adjustments Budget have material errors
in respect of grant allocations? {Refer to the High level assessment of the Original
Budget/Spedial Adjustments Budget).

Were all the schedules completed aceurately?

{Refer to budget commants letter/high level assessment of the Original Budget/
high level assassment of the Special Adjustmenta Budget for 2020/21 and hudget
errors nated in the iYM feedbacks)

10 |[Borrowings

With reference to the 2020/21 Orfginal Budget/Special Adjustrments Budget,
determine If all budgeted loans have been approved or obtain progress mads to
date to obtain the loan,

1Errors and oissions in the 2020/21 Budget, which were communicated in a feedback letter on
4 the assessment of the Draft budget dated 08 June 2020, the high level assessment letter an
1the Final budget dated 04 August 2020 and the correspondenca regarding the High level
assessment of the 2026/231 Special Adjustments budget dated 28 October 2020, where
appropriate, should be corrected in the 2020/21 Adjustments Budget in terms of MFIMA

] Section 28.

As noted in the capital section of this report that the munlclpality is requested to pravide an
update regarding the following two loans,

}R27 million for the construction of a substation: in the Section 72 naitative report, the
municipality indicated that the Service Level agreement far this loan had yet te be finallsed, As
part of the engagement process, the muncipality confirmed that this profect will be carrled
forward to the 2021/22 financial year.

2) R15 million for the acquisition of new office space: The municipality indicated in the Section
72 narrative report that they are cansidering the feasibility of this project considering the
| currant economle climate, When engaged on the matter, the municipality indicated thata
1declsion on wheather to delay this project to the 2021/22 financial year Is yet to be made, The
municipality indicated that the final declsion made by Counci would inferm the 2020721
Adiustments budget with the relevant details provided In the Adjustments budget narrative
report,

C. 2018720 Pre-Audited Annual Financial Statements

11 |Unauthorised Expendlture — Sec 28{2){c), Sec 32(2}ia)

Inspect the municipality’s audlted AFS for 2018/19 and pre-audited AFS for
2019/20 for unauthorised expenditura. Enguire If the 2018/19 unauthorised
expendlture has bean condoned by Coundll {if applicable).

A5 per nata 47 of the 2018/19 audited AFS, the municipality did not Incur any unautherised
expenditura in the 2018/19 financlal year with no balance that required condanation carrled
forward to the 2013/20 financial year.

In the 2015/20 Pre-auditad AFS, the munlclpality reflected an amount of R22.1 million in
respect of Unauthorised expenditure, The municipality subsequently confirmed to Provincial
Treasury that the amount of R22.1 million reflected In the Pre-Audited AFS relates to
expandlture against provislons. An Hem is currently baing prepared for Coundil fer the
condonment of the amount.

D. Virements

12 |Virements —Circular 51{4.6) and 58(4.9] and MFMA mSCOA Circular No. 8

Advise the municipality to adhere to requirements of Circular 51{4.6) when
preparing their Adjustiments Budget.

Remind the municlpality of Circular PT MF 06 of 2020721 Section G which
addresses the need to update the virements polley in line with the m3COA
framewark.

Should the munleipality have any proposed virements, the following should be considered:

+ Virements should not be permitted in relation to the revenue side of the budget;

« Virements between votes should be permitted whare the proposed shifts In funding facilitate
sound risk and financial management {e.g. the management of centra! Insurance funds and
insurance claims from separate votes);

« Virements from the capital budget to the operating budget sheuld not be parmitted;

« Yirements towards personnel expenditure should net be parmitted;

« Yirerents to er from the follewing ltems should not be permitted: bulk purchases; debt
Impairment, Interest charges; depreclation, grants to Indlviduals, revenue foregone, insurance
and VAT;

« Y[rements should not result in adding ‘new’ projects to the Capital Budget;

« Virements of canditional grant funds ta purposes cutside of that spscified in the relevant
conditional grant framework must not be permitted; and

« There shouid be prudent limits on the amount of funds that may be moved to and from votes
and sub-votes [e.g. not more than 5 per cant of the budget may be moved to or from avete,
programme, project ete.).

It should be noted that Sectlon F of the Provincial Treasury Circular PT/MF 08 of 2018/19
provides guidelines In respect of the impact of the mSCOA regulations on the Adjustments
budget process. Principles of MFMA Cireutar 51 are still applicable as indicated in MFMA
Circular 89, The only diffzrence belng that transacticns in mSCOA relates to six segments,
therefore all segments must be consldered when making a virement.

Furthermore, the municipality s referenced ta PT Circular MF 06 of 2020/21 [Section G)
which addresses the heed to update the virements palicy In line with tha m5COA framework.




£ Findings)
cten the_At_:_tju_l_sl_:mghis Bu¢get
“ {if applicable)

E. General

13

Additlonal Allocations- Section 28(2){b) MFMA
Was there any amendments to the municipality's grant allocations =s per
Provincal Gazette No.22457

1 Please note that the Adjusted DoRA was not avallable at the time of the preparaticn of this

aceount [n the 2020421 Adjustments budgat, once the gazetie hecomes avaflable.

Budget as per the Adjusted Nations! and Provinclal Gazette,

No amendments wera noted to the munieipality's grant allocatlons as per Provincial Gazette
No.2245,

As per the assessment of the 2020/2% Original budget, it was noted that the amounts reflected
i Transfers and subsidles In Table A4 and Transfars recognised -capital in Table AS exceeded
the allocations as per the Divislon of Revenue Blil No. 43025 of 17 February 2020 and KZN
Provincial Gazette No. 2177 lssued on 26 March 2020, The municipality Indicated that the
differances werefare due to the municipality budgeting for Developers cantributlons against
these |ine fiems with no corresponding line items in the mSCOA chart.

The municipality confirmed during an engagement on the mid-year report that they are

currently 2ttending to cancerns ralsed by Provincial Treasury regarding the budgeting for

Conditional grants and Developers contributions noted in the assessment of the 2020721

speclal Adjustments budget. The municipality further confirmed that the 2020/21 Adjustrnents

budget will refizct the correct breakdown of funding sources in the relevant budget tables and

the Adjustments budget narrative raport, Please refer to the grants sectlon for further
iscussion,

eport, The municipality should ensure any amendments tc Natianal allocatlons are taken into

Plasse note that it is the responsibility of the municipality te ensure that addltional ar reduced
National and Provinclal Allocations are correctly accounted for in the 2020/21 Adjustments




Table 2: Financial Performance - Operating Revenue - (Table C4)

Description

R thousand

Original
Budgetf
Special
Adjustments
Budget

Section 72

Actual)

Section 11
Report
(Y10
Acfual)

Section 71
YTDasa%
of Budget

Comments

Revenue By Source

Property rates

527 978

250300

250 300

47.

IS

Al mic-year, the muriclpallty generated R250.3 million or 47.4 percant of the 2020121
Special Adjustments budget exceeding the Year tc date budget of R246.5 million. As per
the Saction 72 narrative repor, the municipality indicated that the positive variance is
mainly due to the majority of State owned properties being billed on annual basis as
opposed ta monthly. The municipality stated in the Section 72 narralive report that
allhough the billing of residenlial customers was higher than andicipated, ihis was offsel
by the lower billing on various other categories. The municipaity further stated that &l
aategeries of Property rates revenue are currently being reviewed and any adjustments
that will be required will be cafered for in the adjusiments budget

I the preparation of the 2020421 Adjustments budget, the municipality Is requested te
ensure that assumptions relating to the adjustment lo Property rates revenue are
disclosed in the Adjustments budgel narative report.

Senvice charges - clectricily revenue

919532

366 450

355 450

39!

D

The municipality genarated R366.5 million or 39.9 percent against the 202072t Special
Adjustments budget of R918.5 million fer Service charges- electricity which is below the
year o dale budget of R418.6 million. In the Section 72 narrative report, the municipality
indicaled that low performance against this revenue source "is as a resuli of the
December billing thal s#l has (o be processed on the system, it must be noted that the
billing is usually done on the 7 of the subsequent month whereas the report is based
on the figures &t the end of each month” and that "the lectricily billing for December s
R66.024m and If this hilling were to ba taken into account there would be a posilive
variance of R12.848 million”, The municipalily should note that not refiecting the revenue
generaled understales the financlal performance reflecled In the first § months of the
financial year. )

Based on the explanation providad by the municipafity, the revenue generated in lhe first
& months of the financial year would emouni to R432.5 riilicn and exceads lhe year fo
date budget of R419.6 millien by R12.8 million. Should current revenue generation irerds
continue, there s an indication that the budget for Service charges-elacticity may be
understated.

in the praparation of the 2020421 Adjustments budgef, the municipality is requested to
reassess the reascnableness of the budget for Service charges -slectricity revenue
based en the actual parformance noted in the first 6 months of fhe financial year, as wel
as projected revenue for the remaining half of the financial yaar in relation {o anticipaled
demand, and if necessary adiust fhe budget, The municipality should ensure that
assumptions relating to any adjustment to Service Charges-Electricity are disclosed in
the Adjustments budget namative report and that the relevant tables (e.g. Table A0,
Table 881} are amended accordingly.

Senice charges - water revenue

Senvica charges - sanitation revenue

Servlce charges - refuse revenua

65 363

33311

33311

51.0

Rental of faclifes and equipment

4087

1017

107

248

At emid-year, the munlcipality generaled R1 million or 24.9 percent agalnst the budgeted
revenue or Rentals of facliies and equipment. The municipalty indicaled in the Section
72 namative reporl that "decreased revenue is obsarved under renlal of council assels
and hiring of halls and sporting activilles due to lockdown restrictions.” The municipality
indicated that revenue from Rentals of faclities will be accordingly adjusted in the
2020121 Adjustments budget

For the 2020/21 Adjustments budged, the municipality is requested o ensure that the
hudget for Rentals of faciliies and equipment ks based on an updated fisting of rental
agreements and considers revenue already generated in {he first half of the financial year
and projected revenue based on anticipated demand for the remainder of the financlal
year,

Interest earped - exlemal investments

41 455

9927

9927

239

At mid-year, the municipality generated revenua from Inferesl earned-oxtemal
investments of R9.9 milfion or 23.9 percent against the 2020/21 Special Adjusiments
budget of R41.5 million (¥TD budget R17.8 millicn). In Tabls SC1, the municipality
indicated that the journals had yet to be processed for Interest eamed in December. In
the Section 72 namative report, the municipality indicated that "the peor generation
against Interest eamed-extemal invesiments was due to a decrease in interest rates as
compared fo the rates assumed during the Original budgat stage. The municipality
indicated that there would be a downward adjustmant to this revenue source",

Consldering the undergeneralion against the budget for Interes! eamed- external
inveslmenls as at the end of Decerber 2020, for the 202021 Adjustments budget, the
municlpallty should consider the ectual inlerest earned in the first six monlhs of the
financlal year and expecled inferest fo be eamed on the projected leve! of investments
for the remaining six manths of 2020621,




Descripfion

R thousand

Criginal
Budget/
Special
Adjustmenis
Budget

Section 72
Report

(Y1D
Actual)

Section 74
Report
[(YTD
Actual)

Section 7
YTDasa%
of Budget

Comments

Interest earned - oustanding deblors

11900

2283

2283

X

19,

In the first 6 munlhs ¢f the financial year, the municipaiity has reflected low generation of
R2.3 miion oz 19.2 percenl & agalnst lhe budgel; for Interest earned :oulslanding. deblors.
Inthe Sechon 72 narralive repon the municipality atiributed "the low generation noled to
Councll approving the implerentation of the COVID 19 debt retlefschama from 01 July
20200 17 June 2021, which aims {o assist deblors whowere n arrears lo setfle their
capiial debts Tn full or in Instalments so they could qualify for the wilte off of culstanding -
admin charges and accumufating interest”, The municipality further indisated thal “with
many dabtors laking advantage of {he debt rellef schema, The collection of blllmg of
outstanding debtors is lower than anticipated” and that the budget will "accordingly be
revlewed and adjusted ,

The municipality did not provide any further informatmn regarding the "debt relief
scheme” such as the number of consumers that have taken up Lhe offer, the amount of
deht that is anlicipated (o be written off and &ffect on the dablors balance, As part, of the
engagement process on.the mid-yea report, the mumclpallty confirmed they had entered
inlo a number, of agreements with deblors taking advan‘sage of the debt refief scheme.
This has positively impacted the collection rate and feduced ihe level of debtors, The
muicipality confirmed 1hai the hlgher collection rate:and the reduced debtors halance
would ba aken infa account in the 2020121 Adjustments budget, As a result of the
lmproved collections, the mun:cnpallty indicated that the budget for Inferest aamed-
outstanding debtors will reflect a decrease In the 2020721 Adjustments budgel,

The munlcipality agreed to ensure that the following are taken info account In the
preparation of lhe 2020121 Adjustments budgel for Interest eamed-cutstanding deblors:
- The gross level of Deblors will be reassessed and take Inlo consideration the Tevel of
debtors as at 30 December 2020, expected revenue lo be billed and anlicipated receipts
for the remaining half of the financial year as well as (he impact o debtors of the debt
relief scheme;

- The hudget for Interest samed-outstanding debtors will be caloulated with reference ta
the municipality's Debt Control Policy. The municipality will ensure ihat Debtors are
correclly disclosed in Table SB2 in the Adjustments budget with assumptions disclosed
in the Adjustmants budget narrative report,

Dividends received

Fines, penalles and forfaits

4541

1673

1873

At mid-year, the municipality only generated R1.7 milion or 3.7 percent against the
budget of R45.4 million for Fines, penaities and forfeits. As per the Section 72 narrative
raport; the municipality provided a breakdown of the fevenue items which constilute
Fines, penalties and forfells with the twa main components being Property rales
penalties and ravenue from Traffic fines,

- Property rales penalties: the municipality refiected revenue ganerated of R1.4 million or
8.2 percent against a budget of R17.9 million. In the Section 72 narrative report, the
muricipality Indicatéd that "Properly rates Penalffes will be adjusted as penallies and
interest wiile offs ocourred during the debt reflef scheme”, The municipalily did not
Indicate the magniiude of the impact of the propesed adjustment.

- In respect of Traffic fines, the municipaiity has generated only R88 085 against the
budgat of R25 million, Similar to prior yaars, the municipality indicaled that Fnes are
recogrised on a cash basis, The municipality further indicated thera had been delays in
processing the journals due fo-disruptions in municipal operaiions. As a resuli of the
municipality reporting for Fings, penalfies and ferfeils based on cash receipts and not
revanue accrued, Provincial Treasury Is unzble fo comment on the 1mpact of .
performance at rmd -yoar on Lhe 2020421 Adjustments budgel,

The municipalily ganerated oy R1 14 mi]liqn againsl this revenue source in the 2018120
financial year as per the 2019/20 Pre-audited AFS. The municipality is advised to ensure
thal Fines, penalties and forfells are accnunted for in terms of iGRAP1 and Nalianal
Treastry Accounting Guidance for iraffic fines under AARTO and make the nagassary

- Furthermore, it was noled thal the municipalily reflected low revenue generation agains!
illagal dumping site (No revenue against a budget for R1.9 milion) and Tampeing faes
{R93 213 against a budget of R1 million). Ne further explanations were provided in lhe
Seclion 72 reporl. The municipality is requested lo assess as 1o whether these revenue .
Sourcas are still ach evable in the secand half of the financial year

As a IESU" 0f the uncertalnues noted regardlng lhe majonly of the revenue snurces that
make up the budgel Tor Fings penalties ang forfa:ls Provincial Treasury was unable fo
comment further on the budgetfor Fines penllies and forfefls. The basm of caleulation to
support the subslantial increase in the budgeted arnounl for traffic fines In 202021 from
the {otal amounl genarated in 2019:‘20 financlal year should be also lncluded in the
Ad]usiments hudgel narrallve repurl




Description

R thousand

Original
Budgsat/
Special
AdJustments
Budget

Saction 72
Report
7D
Actual)

Section 74
Report
{YTD
Actual)

Section 71
YTDasa%
of Budget

Comments

Licences and permils

448

262

252

At mid-year, the municipality already generaled R262 000 or 58.5 percent against the
budgeted amount for Licenses and permits of R448 000 which exceeds the straight fine
projection of 50 percent. The municipality did nol provide any explanation regarding
performance against Licenses and permils in the Section 72 narrative report, Based on
the revenue realised In the first half of the financial year, the budget for Licenses and
permits may be understated should current period revenue generation trends continue.
The municipalify is requested to review the budget for Licenses and penits prior to the
tabling of the 2020/21 Adjusiments budgst.

Agency services

12743

5473

5478

430

Al mid-year, the municipalily only generated R5.5 million or 43 percent against the
Special Adjusiments budget of R12.8 millicn for Agency services which is below the year
lo date budget of k6.1 million. As per the Saction 72 narralive repert, the menlcipality
indlcated that the low amount generated against the budget was due to the testing
slation having 1o be tlosed on saveral occasions a2 a resuli of positive COViD—19 tases
and concessiens and exemptmns given lo motorists regardmg licence renewals as a
result of the pandemic. The municipality indicaled lhal the hudgel forAgency semces :
will be dcordingly reduced in ihe 2020121 Adjustmanls budgel i

The rnummpallty shou!d enstire [hat lhe 2020121 Adjusiments b_udgetfor Agency services
considers the achial revenue eamed.in the first six months of the financlal year and
expected revenus for the remairing six months of 202021 based on anticipaled demand.

Transfers and subsidies

251 594

184 457

184 457

Atmid-year, the municipality has already generated R184.5 million or 73.3 parcent
against the budget of R251.8 millicn in respsct of Transfers and subsidies which is due
lo the receipt of the buik of the equitable share allocation in the first half of the financlaf
year,

Ofier revenua

26 450

22348

22 348

At mid-year, the municipality already generated R22.3 million or 84.5 percent against the
Special Adjustment budget of R26.5 million. As per ihe Section 72 namative repor, the
municipality indicated that the over-generation neted "is mainly due o the higher than
anticipated billing for Collection Charges, Parking Reserve Fund, Roads Master Plan,
Legal Fees Recovered and the-increased receipt of revenue for Building plan fees.* In
the Section 72 nerative repart, the municipality hes provided a breakdown of the
performancs reflected agamsi each revenua sourae that makes up thé budge t for Other
revenue, Howaver, the municlpality also indicated in the Section 72 naative report that
*there are various transactions that have been incorrectly caplured on ling ifems with no
budget allocations. These transactions have created a challenge in analysing revenue
trends under the 'Other revenue' calegory and will nead to be reviewed and corrected
prior to the Adjustments budget process.” As aresult, Provincial Traasury is uniable to
further comment on the performance on the varios revenue sources that constilute the
budgel for Other ravenue.

During the 2020/21 Adjustmenls budget process, the municipality should assess whether
the budgst for Olher ravenue is reasenable by ensuring that all sources of revenue that
make up the budget for Other revenue are considered, comeclly classified and estimaled
(reassessing the anficipated levels of demand). The municipality should ensure that the
basis of any adjustment is disclosed in the Adjustments budget narrative reporf and that
the breakdown of Other revenus is comecily disclosed in Tablé SB1,

Gaing

2780

- [Atmid-year, no revenue has been reported against Gains on disposal of PPE budgeted

2t R2.8 million with no explanation provided in the Section 72 narrative report, As per the
response to the Provinclal Treasury's I'YM Feedback for Month 03, the municipality
indicated ihat "there is a Counct approved list of assels for disposal and an advert invite
lo appoint an Auctioneer was published on the 22nd of October and the auction is
expeciad to take place in third quarter of the current financial year”.

Total Revenue {excluding capital
transfers and contributions)

1909753

877 507

877 507

459




Table 3: Financial Performance - Opertating Ex

penditure - (Table C4)

Descripticn

R thousand

Original
Budget/
Special
Adjustments
Budget

Section 72
Repart
{Y1D
Actual)

Section 71
feport
{¥TD
Actual)

Section 71
YT asa%
of Budget

Comments

Expenditurs By Type

Employes refated costs

474992

" 209869

209 968

At mid-year, the municipaiily incurred R209.87 million or 44.2 percent against the Special
Adjustments budget of R474.99 rilion for Employee refated cosls. As per the Section 72
narrative report, the municipality indicated thai "the variance is due to tiring of the filling
of vacant positions as well as lhe non-finalisation of the higher grading of the
municipalty”, It should be noled that the budget for Employee related costs considered
lhe pussible higher grading of the municipality.

The municipality confirmed in the Section 72 narrativa report, that Council had Instructed
administration to identify critical positions that are required to be filled. The Corporate
senvices depariment has identified a number of positions which are in the process of
being filled. It is unclear as lo wheiher ihis exercise has resulted In the number of
positions infended to be filed decreasing from the Criginal budget sage. The
municipality anticipates that "these positions would need Yo be funded for 3 1o & months
of the 2020121 financlal year".

The municipality indicated that a "furiner confribufor lo the low expenditure is the Lang
service awards with a budget of R12 million which will only be accounted for af year end.
In additlon, it is noted that Overtime costs have only been recorded up until the 15
December with the municipality incurding R21.2 millicn or 42 percent of the Overtime
budget of R50.4 million", As per the municipality, they anticipate a signfficant increase in
Overtime expenditure In the month of January due to municipal staff having to assistwilh
the enforcement of lockdown restrictions. The municipalty indicated that they have urged
the relevant business units to remain within budget.

The municipality statad that the Director: Expenditure will conduct an in-deplh review of
fhe budgel for Employae related costs to idenlify pessible savings after the consideration
of priority posts. Censidering the factors noted above, the municipality is advised o
revisit the 2020/24 budget for Emplayas related costs and ensure all faciors that may
impact the budget for Employes related costs are taken Info consideration. These may
include any movemnents in the number of posls thal were considared at Original budget
stage and the intention and #iming of the filing of vacant positions. I addition, the
manicipality should ensure that the overtime budget is sufficient, considering the
anticipated Increase in the monlh of January in order to avold the municipality incurding
unauthorised expenditura. The municipality should ensure thal all assumptlons are fully
documentad In the Adjustments budgel narralive report. The municipality s further
requested to provide Provinclal Treasury with an updale regarding the possible regrading
of the municipallty.

Remuneration of councifiors

25 358

11530

11530

45,

@

At mid-year, the municipality incurred R11.5 miion or 45.5 percent against the budget of
R25.4 million for Remuneration of councllors. The municipalify did nol provide any
explanation for the performance in the Section 72 namative report,

Considering that the reporled expenditure Is below the year to dale budgst of R12.6
rvillion, the municipality is requesied o re-assess the reasenableness of the budget for
Remuneration of Councillars in line with the updated Defermination of upper limfts.

Debt impalrment

162 632

314

T

0.

by

Al mid-year, the municipality raported expenditure of R1.1 million or 0.7 percent against
the budget for Debt impalment of R162.8 million. As per the Section 72 narrative report,
the muricipality indicated that at the time of the preparation of the report there were no
provisions raised. Furthermors, the municipality did not provide any explanation
regarding the amount of R1,1 miliion reporied as expendilure. As a result, Provincial
Treasury Is unable to comment on the impact of performance on the 2020/21
adjustments budget,

It should be noted that the municipality incurred an amount of RE0.5 million in respact of
Debt impairment in the 2018/20 financial year as per the 2019/20 Pre-Audited AFS. The
municipality is thus requested to provide reasons for the significant year on year increase
from the amount incurred in 2019/20 to the amount budgeted for Debt Impairment in
2020/21 as \he significant increase appears unreasonable, As part of the engagement
process, the municipality confirmed thal the 2020421 Special Adjustments budgel was
calculater by forecasting cash inflows based on budgeted billing and the ssumed
collection with the difference between budgeted billing and forecasted cash inflows being
reflected as the budgst for Debt impairment, It is unclear as to whether the basis of
calculation is in fine with the Cradit conirol pelicy.

As discussed undsr Interest eamed - outstanding deblors, the munieipafity confirmed
that the debtors incentive scheme had resiited in a higher collection rate and the
reduced deblors balance that would be taken into account in the 2020/21 Adjustments
budget. As a result, the municipality confirmed that they would revisil the 2020/21 budget
for Debt impalirment.




Description

Rthousand

Original
Budaet!
Special
Adjustments
Budget

Section 12
Report
(Y70
Actual)

Section 11
Report

{YTD
Actual}

Section 71
YTDasa%
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Comments

Drebt impairient {cont...)

The municipality agreed to ensure all factors such as the assumed collection rates, debt
wiite offs, etc. are taken Into account in the prejected leve! of debtors and ensure that the
hudget is based on the municipality's credit control palicy, The municipality agreed lo
ensure that all assumptions are fully documented in the Adjustments budget narrative
report and would ensure that the Recenciliaticn of Deblors and Provision for Debt
Impairment ara comectly reflected in Table SB2 and carvied forward to Table B4,

‘Depreciation & asselimpalrment

95176

39 947

B84

The municipality indicated in the Final Budget narrative rapart that the budgel for
Depresiation and asset impairment was informed by the Fixed Asset Policy taking inte
zccount the existing Fixed Asset Register and the naw projects to be implemented in the
2020121 financial yaar.

A mid-year, Ihe municipality has reported expanditure of R39.9 milion against the
budget of R95.2 million. As per the Section 72 narrative report, the munlmpallty indicated
that the variance s due fo poor spending on gapit projects wh lch have had & negelive
1mpact on the capttal:sation and subsequenl depresiation of assefs. Itis nojed thal the
muricipality has.only incurred R59 7 million or 20,2 parcent of the cap]lal expendlture
budgel of R316.3 million as per Table C3 whmh supports the explanatlon reflected in
Saction 72 narrative report. The mur_liclpahty further indicalid that the variance. will likely
decrease as a result of the asset impalment exercise which is performed cloger to
financial year end.

Finance charges

0152

10202

10292

34,

-

Al mild-year, the municipality raporied low expenditure of R10.3 million or 34.1 percent
agafnst the budget for Finance charges. The municipality indicaled In the Section 72
narrative raport that inferest payments in respect of extsting long term borfowings are
made in 3 payments during the financiat year with the Seplember and December
payrments being in the Section 72 report, The remairing payment will acour in March.

The municipality further indicated that the budget for Finance charges alsc considered
new borrowings of R42 million budgeted to fund eapital expenditure. As part of the
engagement process, the municipelity confirmed (hat a toan of R27 miflion for the
construction of a substation has besn delayed and will be carred forward to the 2021/22
financlal year and it was unciear as (o whether a loan of R16 million for the acquisifion
of new office space will be taken in the current financlal year as the municipality
indicated that a decision on whethar to delay fhis project to the 2021722 financial year
had yet to be made.

For the 2020/21 Adjustments budget the municipality agreed to consider the following:
=) Existing loans: The municipality should ensure that budgeted interest is based on the
iatest available loan amerlisation schedules;

b} The exclusion of the finance costs related to the loan of R27 million; and

&} Tha re-assessment of fhe finance cosls relating lo the RTS million loan as the loan,
The municipality agreed to review the budgeted finance costs relating io this loan based
on the dacision on whathar the project will commenes in the 2020421 financial year and
that fact that the project will only be implemented in month of May at the earliest

The municipality agraed that all documents fo supporl the budget for Finance charges
would be includad in the Adjustments budget naralive report.

Bulk purchazes

783831

339642

339642

Al mid-year, he municipality reflected expenditure of R339.6 million or 43.3 percent
against the budget of R783.8 million for Bulk purchases. As per the municipality, an
invoice of R61,68 millon relahng to Decemnber 2020 received.on 6 January was not
captured at the time of the praparation of the Sect\on 72 report. In the Section 72
narralivé report, the municipality indicated that if the Decernbe invoice was considered,
expendilure would exceed the Y¥TD budget by approximaely R32 millien and could
indicate a possmle shortfall by year end.

The municlpailty further hlghhghted that energy losses would have lo carefully managed
in arder for the municipality not to excead the budget. As at the end of December 2020,
the mumclpahly reporled significant energy Insses of R105.5 million. Tha mummpahty
indicaled that "the Electrical bu:smess Unit had in consultation with the Yuthela prcgram
embarked on an'exerclse in agslgting the municipalily in acourately calculating technical.
Josses, Furthermore, fhe men mpallly has foried an enaray loss task leamwhich has
resuliad in the disconrection of 370 melers, The revenue section has also bean tasked
with rnumlonng seles fo Idenhfy consislent purchases are being made. The imuniclpality
has 1asked the Electrical business Unll to ensure 1hat they remam wﬂhm budgei for- lhe

. 2020[21 ﬁrlanc:|a year

Notwﬂhslandlng the measties bemg |mplemented lhe rnumcxpal ty is requesled fo
ensure ffiaf the 2020/21 budget is aligned-to pro]enled dernand and taking info accounl -
projected savings from the. measurés nnted sbova In order to ensure thal the budgel is
sufficient and the mumcjpalﬁty dn noi incur unaulhonsed expendlture .




Descriptlon

R thousand
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Section 72
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(1D
Actual)

Section 71
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7D
Actual)
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YTD asa %
of Budge{

Comments

Other materials

22 480

7100

7100

31

k=3

As per the Section 72 narralive report, the municipality indicated that the fow expenditure
of R7.1 million or 31.6 percent agalnst fhe budget for Other materials of R22,5 million wil
improve in the 3rd quarter of (he financial year. As per the municipalily, requisilions have
already be placed on the syslem and are pending on various voles.

The municipality Is requested to review the budgeted amount for Cther materials in the
202021 Adjustments budgef, taking inte account current expenditure as well as
anticipated expenditure for ihe remaining half of the financial yeer and consider whether
any adjustment would be necessary.

Confracted services

203 063

80 104

80 104

%]
&=
w

The municipallty incurred only R80.1 millicn or 36.3 percent against the 2020/21 Special
Adjustments budget of R208.1 miion for Contracted services. In the Secfion 72 namative
report, the municipality indicated.that the main reason for he.variance is due fo the ..
timing of cerlain projects and that expendlture will ba incured closarto financial year end

) for e g The Civil and Elecincal AsselVenﬁcahon pFOJEGt

Furlherrnure, decreased expenmture w|l| be noled agalﬂsl ihe followmg conlracls due lo
more favourable tenders baing negogated by the munic;pa !ly and aperational efficiencies
identified:

- Grass clitfing - Projected saving of approximalely R3 rilion; and

- Distribution of Refusa bags - Projected savings of approximately of R3.2 miion.

Furthermore, a project amounting to R14.3 million, *Ease of doing business" project has
been delayed due fo the tender not having any successful bidder, It is thus unclear as to
whether the project will be completed in the cumrant financial year.

The municipalify anticipales that spending will increase when all SCM processes are
completed and noles that R2 million has already been reflected as requisilions. The
municipality algo highfighted that expenditure related to Securily services may exceed
the budget and provided an action plan fo curb the increasing expenditure.

Itis of concem 1hat as per the municipality, expenditure refated to Securiy services had
orly been reported for & manlhs, thus, ealing inlo quesflon whether the reported
expenditure for Contracted sevices is complete.,

Although the municipality provided detailed explanations in respect of several
expenditure tems that make up the budget for Contracted services, the municipality did
ol provide a full listing of projests in tha Section 72 narrahve report, thus, the impact of

performance regarding the remalning expendlture Eme fierns fs unknown. The
mummpahry must ensure thatthe narrative reports prepared to accompany the Regulated
A,B and C Schedules are sufficiently delailed in order to ensure sirsilar findings are net
ralsed In the fulure.

As arasult of the above, Provincial Treasury s unable to comment further on the Impact
of performance on the 2020121 Adiustments budget. In he preparation of the 20221
Adjustrments budget, the municipality should essess whelher all expenditure ftems that
make up the budget for Conlracted services are reasonable and assess as to whether
any adjustment to the budget is required. The updated fulllisting of corlracts must ba
included in Table SBY in the Adjusted budgst (B Schedule).

Transfers and grants

5900

1898

1896

21.

o

As noted in the assessment of the 2020/21 Original budgst, the budgeted expenditure
against Transfers and grants is related 1o bursaries offered to the youlh, community
projects and social and indigent ralief programs carried out by the municipality. This
budget for Trensfers and grants was canied forward to the 2020421 Spacial Adjustments
hudget.

At mid-yaer, the municipality reporied expenditure of R1.9 million or 27.5 parcent against
the budget of R8.8 million for Transfers and subsidies, The municipality did not provide
any explanation regarding the poor performance noted in the Seclion 72 narralive report,
As a result, Provincial Treasury Is unable to comment on the possible impact of
performance on the 2020121 Adjustments budget.

For the 2020721 Adjuslments budget, lhe municipality is advised to reassess the budget
for Transfers and grants by confirming as to whether the full expenditure budgeted In the
2020/21 Speciat Adjustments budget wil sfill be incurred and process any adjustments, if
necassary.




Description Qriginal Section72 | Section71 Section 71 |Comments
Budget! Report Report YTDasa%
R thousand Special 1D 1D of Budget
Adjustments Actual) Actual)
Budget
Other expendilira . 114322 35774 35274 30.9 | AL mid-year, the municipaity incured only R35.3 million or 30.9 percent against the
I 2020i21 Special AdJustments budget of R114.3 million agamst Olher expendilure, As per
the Section 72 narative repor;, the muricipality provided a fisting of expendﬂura iterns
thal reflected poor expenditure. The muriiclpalily indicated that certain budgeted
expendnures relating o the provistons and workars compansalion would uniy be .
accounled for at year end. Togelhar {hiese line-items. constitute R11,9 milllon or 10
percent of e budgat for Other expenditure. The municipality did not provide further
information regarding the remaining items in the Section 72 narative report, thus, itis
unclear as lo whether these expenditura fine ftems would be decreased in the 2020/21
Adjustments budget,
Consicdering the abeve, Provincial Treasury 's unable te corment on the impact of .
performance on the 2020/21 adjusiments budget.
The: minicipality is therefore requesfed. to investigate the performance of all expenditure
items-that constilute Olher expenditure. and nrocess the necessary adjustments wherg
required, Furthermcre, ‘the basls of calculation should be provided in lhe Ad]uslrnen{s
budget narrative repor and movements acclrately disclosed in Table SB1.
Loss on disposai of PPE - -
Totat Expenditure 1824 907 T36 896 736 886 38.3
Tolat Revenue {excluding capital transfers 1908 753 B77 507 - 877 507 459
and conlribuficns)
Total Expendilure 1924807 736836 736 898 38.3
Surplusi{Deficit} (15154) 140 612 140 612 Tha municipality has reflected an operating surplus of R140.8 million at mid-year which is

due 1o the receipt of a substantial portion of Transfers and subsidies in the first half of the
financial year and misstated due Yo the low expenditure reported against Debt
impairment-Bulk purchases and Other expenditurs in the main,




Table 4: Capital Expendlture by vote, standard classification and funding - (Tahle C5) & R&MIRenewals - (Table SC13h&c)

Description Original |- Section72 | Section 71 Section 71 |Comments
Budget! Report Report YTDasa%
R thousand Special oTp - (V5D of Budget
Adjustments Actual) Actual}
Budget N
Capital Expendifure As per the Seclion 72 narralive report, it was nofed Ihat the explanations relating to grant revenue
referred to amounls exclusive of VAT, As subsequenlly confirmed by the municipality, afl
performance information reflected in the Section 72 report {Table C5) is exclusive of VAT. The
municlpally confirmed that ihe 2020/21 Special Adjusiments budgat included fhe VAT on geants,
Internally generated funds and Berrowings. Gapilal expenditure reported has therefore been
undarstated in Table C5, The analysis below has been conducted based on the net ameunts
reported by the munisipality.
Govemnance and administration 26 447 3392 3382 12.8

Executive and councii .

Finance and adminisiration 26 447 3392 3392 128

Intemal audit ] - i

Cemmunity and public safety 68 285 14 4645 14 165 207
- Communlty and social services 24753 2642 2842 10.7

Sport and recreation 21900 9985 9985 45,6

Public safely 19893 1357 1357 6.8

Housing 1738 180 186 104

Health ) -

Econamic and environ, services 84 863 28274 2821 333

Planning and develepment 300 89 88 29.5

Read transport 84 563 28182 28182 333

Environmental protection -

Trading services 115169 13859 13 859 52.0

Energy sources 110918 12624 12624 it.4

Waler management N

\Wasle water management -

Wasle 4750 1236 1236 299

Other . -l

Total Gapital Expenditure 294 7683 59 687 58 637 202 | At mid-year, the manicipality has reported expenditure of R58.7 million or 202 percent of
the capital expenditure budget of R204.8 million with the majority of Functional
classifications reflecting low expenditure, In the Section 72 narrafive report, the
municipality has provided a stslus report of expenditure per Functional classification, As
per the municipalty, the main reason for the lower than anficipated expenditure isdueto
the staggerad reopening of the economy associated with the outbreek of COVID-13
which has resuffed in defays of various processes, such as delays in the finalisation of
SCM processss and finallsation of service level agreements, In certain other instances,
delays have oscumed due to the absences of key slaff as a resulf of being quarantined, It
should be noted that the explanaiions provided do not give an Indication of whether the
budgeted projects will ba completed in the current financial year. The municlpallly s
requested to ensure that ihe 2020121 Adjustments budget considers the fiming of
completion of the budgeted projects.
The municipaiiy indicated that expanditure against the budget wib improve in the second
half of the financial year. The municipaiity further indicated that "severaf improvemenls In
the hid cycle have been identified, and the Dirsctor expenditure s expactad lo convene a
meeting in January 2021 with SCM officials and extended management to discuss the
efficiency of various process and allocating deliverable milestones in order to frack
process”,
The munlcipality should ensure they Implement the corrective measures articuiated In the
Seclion 72 narrative report 1o improve spending in order to ensure service delivery
largets are achieved, The risk of the Jow capital expenditure is thal service delivery
teryyets may not ba met.

Funded by:

Nationa! Government 68532 13160 13160 4.2 |As per Tatle SC7{1), tha municipality has reflected expenditure of R156.2million (MIG-
R10.2 million and INEP- R5 million) as compared.to. an ameunt of R13.2 million reporied
in Table C5. As noled above, the municlpalily has reporied expenditure, and thus
recogrised revenue-from grant in Table C§ that s exclusive of VAT which may account
for some of the differences noted. © : o

Provincial Govemment 7316 81 Bt 1.1 | At raid-year, the municipality has reflected revenue of only R81 000 or 1.1 percent

egainst the 2020021 Special Adjustments budget in Tzble C5. A slightly higher amount of
R116 000 is reflecied in Tahle SC7(1} as spending against Provinolal transfers which
again may be dus to the municipality recognising revenue nst of VAT, The municipality
is advised lo accelerate expenditure agalnst provinclal allogations in order lo avoid
surrendering unspent granis lo the Provincial Revenue Fund.

© District Municipality




Description Original Section 72 | Section71 | Section 71 |Comments
Budget/ Report Report YTDasa%
R theusand Special {YTD (7D of Budget
Adjustments Actual) Actual)

Budget

Other transfers and grants 18632 | 4896 4096 26,

.

At mid-year, the municlpality has reflected revenue of only R4.9 million or 26. 4 percant
against the 2020721 Special Adjustment budget, Considering the low revenus generated
in the first half of the financlal year, the municipality is requested to provide an update
whether the remainiag funds will be spent in the 2020121 financial year and thus whether
the comesponding revenue will be realised. Please refer fo the grants section for further
discussion.

Y]

Transfers recagnised - capital 94360 181437 18137 192 | As per the assessment of the 2020721 Original budget, It was noted that the amounts
refiected in Transfers and subsidies in Tale A4 and Transfers recogrised-capltal in
Table A5 exceeded the allocations as per the Division of Revenue Bill No. 43025 of 17
February 2020 and KZN Provinclal Gazetle No. 2177 1ssued on 26 March 2020, The
mumicipality indicaled that ihe diferences were due {o te muricipality budgeting for
Developers conlribulions against these hne flems with no correspond ng Ine Itemns in the

mSCOA chart,

As part of engagemant process ihe munlmpallty conﬂnned that lhey afe currenlly -
aftending fo concerns raised regaldlng the budgeting fer Condilional grants and
Deveiopers contributions noted in {he dssessment of the 2020421 Spamal Adiusiments
budget. The mummpahty further confimmed that the 2020/24 AdJustmenls budget will -
raflect the aomect breakdown of funding sources in-the relevant budget tebles and the
Adjustments budget narative rsport.

Please refer lo the grants section for furiher discussion.

-~

As confirmed during the assessment of the 202024 Original budget, the budget for

Bormwings conslsts of the following twe leans:

11 R27 million in respect of a new subslation

In the Seclion 72 report narative repen!, the municipalty indicated that expendilure of
R1,98 million had already been Incurred and reporied against Borrowings. However, the

loan agreement had yet 1o be finalised. As part of the angagement process, the

municipality canfirmed that this project will be carried forward to the 202122 financial

year and that the funding source for expendilure already incurred would be reclassified to

Internally generated funds accordingly.

Barrowing 42000 1984 1964 4,

2} R15 million in respect of new office space
In the Section 72 narrative repar, the municipality indicated that the tender for the loan

application had been approved. However, the municipality has had chalienges in
identifying suitable office space. The municipality further indicated thal dus to the currenl
ecanamic climale, the feasihility in acquiring the new office space would be considered
during the Adjusimenls budget process. As part of the engagsment process, the
municipality indicaled that a decision an whether fo defay this preject o the 2024122
financial yeer had yet to be made. The municipaiity indicated that the final dagision
made by Council would inform the 2020124 Adjustments budget wilh the felevant details
provided in the Adjustments budget narrative raport.

o=

At mid-year, revenus of only R39,6 million (25 parcen} has been recognised against the
budgeled armourt for Intemaly generated funds of R158.4 miion. The municipaliy is
requested to ensure that arojects funded from Intemally generaled funds will be
realistically implementabls in the 2020/21 financial year and if nol, the municipality must
amend their budget accordingly.

Intemally generated funds 158 383 39 566 38566 25,

Total Gapital Funding 294763 59687 59 637 e.2

Repalrs and malnlenance . 54578 19884 19984 366 1As noted in the assessment of the 2019720 Original budgst, the budgeted expenditure of

{Table 5C13) = . R54,6 million towards Repajrs and maintenance represented 2.6 percent of the Property,
) : Piant and Equipment (FPE) valus of R2.1 bifion reflected in the 2018/20 audiled AFS,

which was lower then lhe benchimark of B percenl as per the MFMA chuiar No. 71.

Daspite fhe budget being below the recummended gu idaline, the municipality has
raflacted low expendilure at mid-year where the munmlpah(y has only Incumed R18.98
million or 3.6 percent of the 2620/24 Speclal Adjusted budget of R54.6 million for
Repairs and matnlenanne

Renewal of exsing assei 3982 16568 76 568 288
(Fable SCT3h) _
Upgrading of existing assels ~ + .~ - - 26273 8943 8943 35,5 | AL mid-year, the municipallty has enly Incuread R8.8 rillon o 35.5 percant of the

{Table SC13e}. | ST S : _ ’ 2020!21 Specla! Adjuslmenls budget of R25. 2 mlltlon for Renewals Df estlmg agsels,

(2]

- ltis unclear as o whelher lhe expendnure |ncurred in respecl of Repalrs and

" [maintenance and Upgradlng of existing ‘asgets are sufficlent fa'secure the, ongolng haalih
¢F the municipal lity's assels, when consldedng the Iarge dkstﬂhullon tosses nnied in 1he
dsscussu)n an Bulk, purchases : :




Table 5: Cash Flow- {Tahle C7)

Deseription

R thousand

Original
Budget/
Speclal
Adjustments
Budget

Section 72
Report
Y¥D
Actual)

Section T1
YTDasa%
of Budget

Comments

CASH FLOW FROM OPERATING ACTIVITIES

Recelpts

Property rates -

491 290

261832

251 832

51,

s

At ld-year report, the municipality has reported cash inflows of R251.8 million or
100,68 percent of the revenue bilted of R250.3 million for Property rales which
axceeds the assumed coleclon rate of 90 percent in the 2020121 Speclal
Adjustments budget, The municipality did nol provide any reasons for the improved
collections in the Section 72 namafive repdrt. As nofed in-the discussion of Interest
eamed - oufstanding deblars, e municipality confimmed they had entered into a
nummber of agreements with deblors taking advantage of the debt relief scheme
which has positively impacted the collection rate and wili be faken into accauntin
the 2020/21 Adjustmenls budget,

The municipality agreed to fully juslify the reassessed collection rate in the
2020./21 Adjustments budget narative report,

Sarvice charges

929001

531522

531 522

§7.

o

In the 2020/21 Special Adjustments budge, tha municipality budgeted to collect 95
percent of budgeted revenue in respect of Service charges-electricity and 30
percent in respect of the budgst Service charges-refuse which appeared
reasonable in relation lo prior period collection rates.

As per Table C7, the municipality received R531.5 milllon in respect of Services
charges which far exceeds Ihe corresponding billed revenue of R389.8 million for
Service charges (Service charges- alectricily revenue; R365.5 milion and Service
chargas- refuse revenue; R33.1 million),

As per the Table SC9, the municipality achieved colleciions of R494.7 millian or
134,88 percent against biling of R366.5 milion for Service charges- eleciricity and
R36.9 million or 111.4 percent against bilkng of R33.1 million for Service charges-
refuse, Ne explanations regerding the cash inflow was noled In the Secfion 72
namative report. As noted under the discusslon of Service charges - electicly,
revenue generated against this ravenue source Ts understated by an amount of
R66 million due to the municipality not recognising revenue for the month of
Becember, Based on the revenue of RES milion stated in the Seclion 72 reporl for
the month of December, collections of R434.7 million reflected in Table SC9
represent 114.4 percent against tofal revenue of R432.5 million,

As part of the engagemenis process, the municipality further confired the
colieciion strategies noted in the response to IYM feadback for Monlh 03, namely,
- A service provider has been appointed In August 2020 o conduct disconnection
and meter inspection;

- A new deht coftction panel of attomeys has been appoinled which comprises of
11 fims. Handing ever deblors to the new panel had commencad in Seplember
2020 which has asslsted in expediting debt recovery;

- Council has approved implementation of Debt Relisf Schema with effect frem 1st
July 2020 0 17 June 2021, aimed at assisting amear debtors to seitle the capital
debt in order to qualify for the wite off outstanding interest.

As noled in the discussion of Interest eamed - outstanding debtors, the
municipality confirmed Lhat the implementation of these measures had resulted in
higher collection rate which weuld ba taken into acceunt in the 2020121
Adustments budget.

The municipality agread to fully justify the reassessed callection rate in the
2020/21 Adjusiments budget narralive raport.

Other revepus

255763

26 378

26314

16.

wa

The budgal for Other revenye relates fo Rentals of facilifies and equipment, Fines
penaliies and forfeits, Licensas and pemmits, Agency services and Ofher revenue.

Rentals of facilities and equipment
As per Table SC9, tho municipality collected R1.6 million or 155 percent of the

revente billed of R1 milllon which-excesds the assumed coflection rate of 100
percent. Based on the fact that cash inflows-exceed biled revenue, it 1& nclear as
to whether the municipality Is collecting historic deblors or undersfating the
reventie reflected in Table C4.

Fines, peraities and forfeits
As per Table SC8, the municipatity cultecled R455 000 o¢ 27 1 percent of (he

- |revenue generated of R1.7 millicn. The collections achieved exceeds the assumed

cnIIeGllorl rate of 8 percem in the 2020!21 Speclal Ad;uslmenrs budget o

Provincial Treasury is unable to cnmmenl on the per[un'nance achleved when
considedng thal the municipality indicated that revenue generated in Table C4 was

. {based on a ¢ash bams. thus, it is unclear as to why recejpts reﬂecied |nTabIe SCQ

does ot correspund to revenue repuried i Table C4.

The mumclpahty musl ensure that any cash |nﬂowrelaled tu Fines, penalhes and .
forfeits s fully justified in the Adjuslmenls budget narralwe report when cansidering
that only a minimal amount of R1.7 milfion was reported in the first half or the

linancial year against a.full year budgst of R15.5 million,




Description

R thousand

Original
Budget/
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Budget

Section 72
Report
7D
Ackasl)

Saction 74
Report
(Y70
Actual)

Section 71

of Budget

YiDasa%

Comments

- Olher revenus {cant,)

Licenses.and pemmils

Al mid-year, the mun\mpahly has generaled R262 000 in respecl of Licenges, and
permils. As pei- Table SC9, the municipality nul\ecled R120000 ar 45.9 perceni of
the reverwe generaled. The mun:mpahty assumed a coflection rale of 10C percent
in respecl of Llcences and pemits. Cunsldenng the nalure of i is Tevenle source,
itis unclear.as to why {he rrunicipaity enly collected 45.9 percent of the revenue
billedt: 1t is unc!ear if the municipallty has overstated their Teverue in Table CA.

Agency services

As per Table SC8, the municipalily celiecled R&7 million or 123 percent of the
revenue of R5.5 million generated as per Table G4 which exceads the assimed
collection rate of 100 percent in the 2020421 Spacial Adjusiments budget. Itis
unclear as to why cash Inflows wouid excesd revenue generaled of R5.5 miion.

Oifier revenue

As noted in e assessment of Ihe 2020/21 Special Adjustments budget, the
municipality ass-umed a collection rale of 98 percenlwi‘uch ‘the munigipality . .
indicated that the assumed collecuon rate is based on filstoric lrends :

At mld year, the mummpahty co!lecled R17H m\lhon or 78, 2 pement ni me ravenug
raported of R22.3 milliort which is significantly ‘below the assumed collecion rate of
100 percent. The municipallty shouild assess whether the assumed collection rate
of 100 percent wil still be schievable for 2021421 when fnalssmg the 2620721
Adjustmants budget based en the parformance at mid-year.

The municipatily confirmed during ihe engagement pracess fo investigate the
discrepancies notes ani fully justify the collection rates refaled to each revenue
source That make up the budget for Olher revenue in the 202023 Adjusiments
budget narrative report.

Transfers and subsidies - Operational

250700

183670

183 670

733

Transfers and subsidies - Capital

80750

47 {00

47100

50,3

Interest

8779

The municipality has eefiected no cash inflows in the Section 71 report in respect of
interast. As noted in the compfiance section of ihis report, there are stilt some
challenges in respect of the mapping of cash flows.

As per Table SC9, the municipality has caliecled R8.8 million or 88.4 percent of
Inferest ezrmed-extemnal invesiments reported of R9.9 million and is below the
assumed collection rate of 100 percant, considering the nature of this revenue
source. The municipality did not provide any reasons for the variance noted.

ltshould be noted that the cash flaw budget in the 2020121 Special Adjustments
budget for Interast amounted lo R41.4 million related solely lo Interest eamed-
exlemal Investments with no cash Inflow budget in respect of Interest eamed -
outslanding debiors, However, the Section 71 report reflects no budget receipls for
Interest, The municipality is advised o ensure that the budget is comrectly uploaded
in the ADJB data slring for the 2020121 Adjusiments budget.

Dividends

Paymenfs

Suppliers and employess

1 626 228)

723 051)

{683 618)

42.0

Gash outflows of RE83.6 million in respect of Suppliers and employeas
cormespends to expenditure reflected in Table C4 (excluding non-cash and
separately disclesable iterns).

Itis noted that the Secllon 72 report reflecls a higher cash outflow of R723.1
million. Based on the inconeistencies nofed, Pravingfal Treasury is unable to
comment en the impact on the municipallly's creditors batance.

Finance charges

130152)

(10282}

(i0202)

ED

Cash outflows of R10.3 millior in respect of Finance charges coresponds fo
expenditure reflected in Table 4.

Trangfars and Grants

{6.900)

{4 836)

(7 898}

27,

tn

Cash outflows of R1.8 million in respecl of Transfers and grants corresponds fo
axpenditure reflected In Table C4.

NET GASH FROM/{USED) OPERATING
AGTIVITIES

344205

4042

344 631

100.1

CASH FLOWS FROM INVESTING ACTIVITIES

Recelpts

Proceads on disposal of PPE

In he 2020/21 Special Adjusimenls budgst, the municipalty did not budget for any
amount in respeci of Proceeds of PPE despile hudgsted for a Gain an disposal of
PPE In the operating stalemenl. The municipality confirmed that they intend
disposing of PPE in the curant financial year and should have therefore budget for
anticipated proceeds.

Dacrease (Increass) in nen-currsnt debtors

Decrease {increase) otfier nan-current rec.

Decrease {increasa) in non-current invest. -




Description Original Sectfon 72 | Sectfon71 | Sectien ¥ ;Comments
Budget! Repert Report YTDasa%
R thousand Special (YTD Y7 of Budget
Adjustments | Actual) Actual)
Budgat
Paymenls
" Capita} assels . (272 583) (62 092) {62 082} 228 Payments in respect of Capital assels (R62.1 miliion) exceeds: e capital
T : i expendjture noled in Table CE {R59,7 million). This can be expecied as cap ital -
. expensture 8 recarded net nr \.'AT n Table C5. :
However, constdenng the curraanAT pementage 15 percenl payments in respect
of Capilal asgels would amount ko appioxiniately REE milien had, cash outllows -
maiched gapilal expenditure incurad, thus, it can be seen that the municipafity has
not fully setlled afl capital expendilure incurred in the curéent Fnancial year. -
NET CASH FROMKUSED) INVESTING {272 593) (62 082) {62 092) 228
ACTIVITEES
CASH FLOWS EROMN FINANCING ACTIVITIES
Recelpls
Short term leans i
Borowing long termirelinancing 47000 - | As noted in the discussion on Scmovings under the Capital expenditure section,
C ’ the municipallty is requested fo provide an update regarding budgeted Homowings.
Increase {decrease) in consumer deposils 93 (208) -
Payments
Repayment of borrowing (5 206) - HIn the 2020021 Special Adjusiments budged, the munlcipality budgeted for an
amount of R10.6 millon in respect of Repayment of Borrowing. The municipality
has reported no budgeted amounts nor any cash-outflow in respect of Repayment
of Borrowings n the ADJR data strings. The municipality s requesled to ensure
that the ADJB data sirings to be submitted as part of the 2020/21 Adjustments
budget process reflect the coect budgeted amaunt.
The municipality confimed In the Section 72 naralive repart that 2 out of the 3
payments in respect of the existing oan had already been made In the 2020/21
financial year with the outilow of R5.2 million reflected in the Section 72 report.
NET CASH FROMI{USED) FINANCING 42000 (5113} {208} {0.5)
ACTIVITIES
NET INCREASE! {DECREASE) IN CASH HELD 113812 248 337 262 330 2483
Cashfcash aqulvalents at beginning: 58 020 656 020 761 B39 1188 |As per the 2019720 Pre-Audited AFS, the municipality ended the 2019/20 financial
year with closing cash and cash equivalents of R787.5 million {Short term deposits:
R443.9 million and cash and cash equivalents: R643.8 millon). The maniclpality
reflected a lower figure of R781.8 millian in the Section 71 report and an even
lower amount of R658 millon in the Section 72 report. For the 2020721
Adjustments budget, the municipality should camy forward the 2019/20 closing
cash and cash equivalents reflected In the 2019420 AFS as the 2020/21 Opening
cash and cash equivalents batance in Table 87
Cashicash equivalents at manlhfyear end: ez 904057 | 1084189 1378 [The municipality submitied the investment register with an invesiment value of
R730.3 milfion, However, a summary of cash balances was not provided by the
muslcipalily at the fime of preparing this report. As a resulf, Provinciat Treasury
was unable to confirm the cash and cash equivalenis balance noted in the Sestion
72 report,
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Tabla 7: Dehters - {Table SC3)

Description Section 72 | Section 71 | % of Debtors [Comments
Report Report by Age/

R thousand {1D {YTD Customer
Aclual) Actual) Group

Debtars as at 30 June 2020 - 492976 The muricipat debtors balance reported as at 31 December 2020 for the Section 71
and Section 72 reporis are net debtors. Provincial Treasury requested the
munisipality in fhe past to report on gross debtors in the Section 71 and Section 72
reports.
itis noted that the municipality's nel debtars of R218.7 miflion reported as per the
2019/20 Pre-Audited AFS (Gross: R492.97 millian) have increased to R3G7.4 miflion
at mid-year, In the Section 72 narrafive report, the municipality only explains a year
on year increase from Decamber 2019. As per the municipality, the main reason for
the increase in debtors is dus to the lockdown and loss of Income faced by
CONSUMETs.

However, as noted In the cash flow secfion of this report, recelpts in respect of
Property rales and Service charges exceed current year billing, As aresult, itis
unciear as to why the nef debtors balance would reflect an increase from the
2019/20 Pre-Audited AFS to 31 December 2020.

Debiors as at 31 December 2020 307 412 -

By age analysis

0-30 days 50 408 50 408 16.4%

31-60 days 20743 20749 8.7%

51-90 days 14 807 14 807 A48%

>90 days 221 448 221448 720%| The municipality refiected net debtors of 72 percent as outstanding for a period of
greater than 90 days. As per the Ssclion 72 narrative repor, this is due fo
challenges In the cellection of long outstanding debt. However, the municipality has
aso indicated that numerous credil control measures fo accelerate collsction have
heen implemented.

Total by age analysls 307412 307 412 For the 2020/21 Adjustments budget, the municipality agreed to ensure that the
prajected Debtors ars reassessed and will fake into consiceration the leve! of
debtors as at 30 Decamber 2020, expected revenue to be generated and
anticipated receipts for the remainder of the 2020/21 financial year as well as the
resutis of various debt collections sirategies being implemented by the municipality
such as the Debt relief scheme,

The municipaiity shatid ensure that the recalculated debtors balance is disclosed in
Tables B8 and SB2, It should be noted that the deblors balance in these tables have
a significant impact on the budget for Other working capital requirements in Table
B8.

By customer group

Organs of state 3638 3836 1.2%

Commercial 71415 145 232%/

Households 232362 232 362 756%| The most sigrificant portion of net debtors is ewed by Housshelds, in light of the
large househald debt, it is critical that the municipality maintains a complete and
updatac indigent register in order to ensure fhat billed ameunts are collectible,

Other - - 0.0%|

Tolal by cusfomer group 307 442 307 412
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Table 8: Craditors - (Table SC4}

2

Description Sectlon 72| Sectfon 71 | % of Creditors| GComments
Report Report by Age/
R thousand (¥7D (1D Customar
Actual) Actual) Type

By age analysis

0-30 days. 2450 2450 97.6%

31-80 days 18 18 0.7%!

61-80 days 9 8 0.4%;

>40 days 34 34 1.3%

Total by age analysis 2511 251 As per the 202021 Pre-Audited AFS, the muriclpality reflecied Trade and other payables of

‘ R¥18.6 million as at 30 June 2020, It should be noled thal no cash outfiow reflected in Table

€7 can explain the decreass to R2.5 milion or 99.2 percent refiacted for Degember 2020 In
the Section 71 repoit. It appaars that the reported credilors balance may be significantly
undarslaled. As confirmed during the engagements process, the municipality is experiencing
challenges in drawing up creditors reports direclly from the financiat system. The amount
reflected in the Section 72 report only reflect Tradg creditars, The muniajpality is cumently
engaging the service provider o address lhe jssue. .
Notwithsianding the above, as per Table SC4, a small percentage {R&0 000 or 2.4 percent)
of the munlclpality's Crédilors oulstanding for more than 30 days which is thereforefn
contravention of Seclion 63(2){e) of the MFMA. The municipality did not provide any further
explanations regarding credilrs owtstanding for & peried for mora than 30 days in the
Section 72 nanalive report. The municlpatity should pay creditors when they fall due lo avold
additional interast charged on oulstanding debt.
In the: Sectlon 72 namative repori, the municipality indicated that there is currenlly a
difference befween the current labilties on the tia! balance and the creditors aging. The
municipafity indicated that the difference refates to acenuals which are not currently reflected
in the age analysis. The muricipality indicated thal the ageing in lhe Section 72 repart Is
reflective of the debt cutstanding at mid-year as per the fnancial system. The municipaiity
commifled to reciify the inconsistencles In the 3rd quarter of the financlal year.
In the preparation of the 202021 Adjustments budget, the munisipality shoud ensure {hat
the projected cradilars balance s reasconatle and conslder accruals. Tha projected creditors
amount should be disciosed in Tabtes B6 and S82. 1t should be noted that the creditors
balance in these tables have a significant impacl on the budget for Other working capltal
requirements in Table BE.

By customer type

Bulk Elsctricily - - 6.0%

Bulk Water - - 0.0%

PAYE deductions - - 0.0%

VAT {outputfess Input) - - 0.0%;

Pansions / Retirement deductions 85 85 3.4%

Loan repayments - - 0.0%

Trade Credilors 2425 2428 95.6%

Auditor Geperai - - 0.0%

Other - - 0.0%

‘Tetal by customer type 2511 2511




Tahle 9: Transfers and Grants Expenditure - (Tabte SC7{1))

Description Criginal Section 72 Section 71 Section 71 |Comments
Budget/ Report Report YTDasa%
R thausand Special {YTD (Y1D of Budgst
Adjustments Actual) Actual}
Budget
Operating expenditirg
Hallonal Government 239444 176922 174967
Lecal Government Equitable Share - 219085 172615 172645 18.8
Finance Management 1600 704 625 34,7 | As per the Section 71 report, the municipalify has réflected low expendliure of
R625 000 or 34,7 percent egainst the allocation. of R1.8 million for FME which is below a
slraight line projection of 50 percent al mid-yaar, A slightly higher amount of
R704 000 s reflected in the Section 72 report. The municipality dld not provide any
explanation for the low expendilure in the Secllon 72 narrative reporl. The municlpallty is
advised to accelerale expendiiure against this grant in order to aveid surrendering
unspent grants to the National Revenue Fund..
EPWE Incentive 1465 1320 1320 0.1
MIG Funded PMU Costs 1900, 18678 -
Disaster Management Grant 894 407 407 45.6 |Refer to the Approved Rollover section.
Meighbourhood Developmant 14 370 - - | As noted in the assessment of the 2020721 Orlginal budget, the muricipality obtained
Partnership funding from the European Union (Operational-R14.3 million) and Capital {R21.2 miliion)
which was disclosed as NDPG in the 2020/21 budget. The municipallly provided
documentation lo supporl the amounts budgeted for,
As noted in the dlscussion under Contracted services, the municipality Indicated that the
operational portion of the grant Is relaled o a "Ease of doing buslness™ project amcuniling
io R44.3 million which has been delayed due to ihe tender not having successfut bidders.
Itis thus unclear as fo whether the praject will be completed in the current financial year.
Mo further explanation regarding the capital porlion was noted in the Section 72 report.
Considering no expenditure is reported against this grant, the municlpalily is requested to
indicate whether lhe assacialed projects will e completed in the current financlal year.
The municipality indicated during the engagement process on the Section 72 report, that
some funding has already been received, howaver, a decision as t whether the projécts
related to funding Fom the EU will be camied forward to the 2021/22 financlal year had
yel o be taken, The municipatity agreed fo provide clarity in this regard in the 2020/21
Adjustments narrative report.
Provinclal Government 1631 6613 -
Provincialisatien of Libraries 5427 4385 - 808 |
Museumn Subsidy 214 214 - 100.8
G ity Library Service Grant 878 300 - 51.5
Housing Accrediati 3140 1624 - 5.7
Titls Deeds Restoration 21472 - The municipality has nof reflected any expenditure agalnst the Title Deeds Resloration
orant with an allocation of R2.2 million. The municipality is advised to accelerate
expenditure against this grant in ordar to avold surrendering unspent grants fo the
Provincial Revenue Fund,
Gapital expenditurg
75634 15238 16983 As per the assessment of fhe 2020/21 Speciat Adjustments budget, It was noled thal

National Govemment .

Transfers recognised-capital budget in Table BS of RG8.5.million exceeded the
allocations of R54.4 miliion as per the Division of Revenue Bill No. 43025 of 17 February
2020.

As per Table C5, the municipallty reflected a budget of R68.5 million for National
governmant which agrees to he 2020421 Speclal Adjusimeants budget (B Schedule). It
should be noted thal the total allocatiens as per.DoRB amounted to R54.4 milion (MIG
{capilal) - R49.4 million and INEP (RS million). As noted In the assessmentofthe .
2020/21 Special Adjustments budget, the municipality indicated that e difference
related fo the inclusion of develoners contribubions. As per the municipality budgeting for
developers contributions has been a challenge. C

lils unclear as lpwhy the rnum::lpallly has reflected an amount of R75.6 m]llmn in Table
SC?(l) Whlﬂ‘h does noi agree to lhe budgeled amount inTable CS (RBB 5 m|l||on)

As part of engagemenl process, lhe mun clpahty cunﬁnned lhal they are currenlly
allendlng lo concems rafsed regarding the budgeting for Conditional grants and
Developew contibutions noted In the assessment of the 2020/21 Speclal Adjustments
budget. The mumclpahly further confirmed that he 2020/21 Adjustments budget will
refiect the comect [ireakdown of funding sourges in the relevanl budget tables and lhe
Adjustments hudget narratwe report. .




Descriptien

R thousand

Orlyinal
Budget/
Speciat
Adjustments
Budget

Section 72
Report
(¥TD
Actual)

Section 71
Report
(7D
Actual)

Section 11
YiDasa%
cof Budget

Gomments

Municipal Infrastucture Grant (MIG)

49447

10239

12013

24

s

As per the Section 71 report, the municlpality reflected expenditure of R¥2 milfon, Based
on the expenditure noted In the Seclion 72 report , the municipality has reflected low
expenditure of R12.1 milllon {cperational- R1.9 million; capital: R10.2 milion) or 23.6
percent against he total allocation of R&1.4 miltion for MIG.

The munigipallty did not provide any explanalicn for the poor performance in the Section
72 namative report, The municipalily is advised to accelerate expendiure against these
grants in order to avold surendering unspent grants to the National Revenue Fund,

Nelghbourhood Development
Parinership

21167

1

Considerlng the total allocallons as per DoRB of R54.4 million, It is unclearasto
whether the enfire capltal allécation in respect of funding from the EU was budgeted for,
Considering gazetled National afiocations of R54.4 million and the amount of R21.2
million reflected in the EU agreement, the budget wouid have amounted to R75,8 millian.

Please refer to discussion !elatlng o performance agamsl lhe NDPG grant in the
operaling section above .

Intergrated National Flectification
Programme

5000

. 5000

4570

98

b

As per the Section 72 narraﬂve report, ihe municipality indicated that the entire INEP
aflocation of RS miflion was fully spent at mid-year, However, the municipalify has
reflected a slightly lower amount of R4.98 million in the Section 71 report. The
municipality fs requested to ensure the consistancy of financial information reported.

Provincial Government

15318

126

As per the assessment of ihe 2020721 Special Adjustments budgel, it was noted lhat
Transfers recognised-capital n Table B5 exceeded the allocations as per the KZN
Frovincial Gazelle Ne. 2177 issued on 28 March 2020. The municipafity indicated that
the difierences ars due to the municipality budgeting for Developers confributions against
thesa ling items with no corresponding line items in the mSCOA chart.

As per Table €5, the municipaiity reflected a budget of R7.3 millicn which agrees o the
2020¢21 Speclal Adjustments buclget (B Sehedule) for Provincial Govemment and
excesds (he allocalions as per Provincial Gazette amounted to R5,1 million (Museum
subsidy {capital) - RS million and Houslng accreditation (R116 000),

Itis unclear as o why the municipality has reflecled an amount of R15.3 million in Table
SCT(1) which does nol agres lo he budgeted amountin Table G5 of R7.3 million. As
noted above, the municipality 1s currently working on ensuring that the budget for
condiiional allocations and developars contributions is accuralsly reflecled in the 2020/21
Adjusimants budgel.

Heusing Accrediation

118

Mususm Subsidy

7200

136

~

1t should be noted that the municipality has refleced a total budget of R7.4 millior: in
respact of ihe Museum subsidy (operational- R214 000; capltal: R7.2 million which
exceads the allocation of k5.2 milfion. Itis unclear as to whelher the addional amounts
relate to Developers contribzions as this was the explanation provided by the
municlpality t the 2020421 Special Adjustments budget stage.

The municlpality has reported expanditura of R230 000 (operational- R214 000; capital:
R126 000 ) against the Museum subsidy grant of R5.2 milfion. Expsnditure as at mid-
year represents 4.2 percent against the allocation of R5.2 million. The municipality is
advised to accelerate axpendlture against this grant in order to aveld surrendering
unspent grants to the Provincial Revenue Fund.

Department of Trade & Industry

8000

- | The municipality Is requasted to provide an explanation &s to what the amount of RE

million reflected against the Department of Trade and Indusiry reflected in Table SG7(1)
rélates lo, As nolec-above, this amounl was nét cairied forward to Table B5 in the
202021 Special Adjusiments budgel anc Table 05,

Qther grant providers

16§32

5627

As per Table €5, the municipality reflected a budget of R18,5 milllor as fhe budget for
Other grant providers.

Itis unclear as to wiy the municipality has reflected an amount of R16.5 million In Table
SC7{1) which does not agree fo the budgeled amount In Table G5 (R18.5 milfion).

As noted above, the municipality is currently working on ensuring that the budget for
conditional allocations and developers contributions Is accurately reflected in the 2020/21
Adjustments budgst.

* Ballito Junction Road

6000

No expenditure has been noted against "Ballifo Junction Road” project. The municipality -
fs required.o provide an update regardlng the progress or: this pmjecl The municipality
Goni rmett dufing {he engagemen process that the praject is slow moving bul Is expected
lobe completed In the 2020124 ﬁnam!al year and wou!d remaln in the budget :

IFA Public Conribution

2863

1358

45.8

KwaDukuza Mall Private Daveloper

7568

4268

56.4
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Table 10: Expenditure against Approved Rollover - {Table SC7(2)}

Description

R thousand

Approved
Rollover
2018420

Secflon T4

Actual)

Seation 71
YTDasa%
of Approved

Raliover

Comments

Operating expenditure

Actiial)

National Govarnment

‘894

a7

Dizasler Management Grant

854

am

- | s per correspondance daled 18 November 2020, Nafional Treasury approved the

roltover for the Disaster Management grant amounting lo R694 600, At mid-year, the
municipality has spent R407 000 of 45.5 percent against the approved rollover. The
municipality should ensure that the approved rollover s fully spent befare financial year
end as National Treasury will not approve a rollover of a previously approved rollover.

Based on ihe approved roliover for the Disasler Managzment grant, the municipaiity Is
requested 1o ensure that the rollover is correctly budgeted for in Table B4 (Transfers and
subsidies) and the cash outflow in Table BY {Suppliers and employees) in the 2021421
AdJustments Budget.

Provincial Govérnment

11844

1008

Cammunity Library Service Grant

184

184

- |As per correspondence dated 06 November 2020, Provincial Treasury approved the

rollaver of the Cybercadet grant amaunting to R184 000 disclosed as New fbrary In the
2019/20 Pre-fAudited AFS and Communily Liorary services in Table SC7{2). The
municlpality appears to have fully spent the approved rollover,

Based on the approved rollover for the Community Library Service grant, the municipaiity
is requested to ensure that the rolfover is correctly budgeted for In Teable B4 {Transfers
and subsidies) and the cash outfiow in Table B7 (Suppliers and employees).

Housing Accreditation

11750

1624

~it1s unclear as to why the municipallty has reflected the Housing Accreditation grant in

Table SC7(2) when sonsidering the claim back nature of Ihis grant and the fact that no
roliover application was made for the unspent batance of R11.6 million reflected In the
#019/20 Pre-Audiied AFS,

Capital expenditure

Provinclal Government

4484

2508

Musuem Subsidy

2402

126

- | s per a comespondence forwarded to the Munigipabity, Provincial Treasury approved

the roflover of the following amounts:

23 December 2020; Small Tawn Rehabilitation amounting to R2.1 mlillon; and
26 January 2020: Museum subsidy: R2.1 million.

Based on the approved rollover, the munlcipality Is requested fo ensure that the rollover
is correctly budgeted for in Table BS {Transfers recognised- capital) and the cash outiow
In Table B7 {Capital assets},

The municipatify confirmed Lhe values of the 4 grants discussed above and approved as
reliover in the Section 72 narrative report and Indicaled that the amounts would be
budgeted for accordingly In the 2020121 Adjustments budget.

Small Town Rehabilitatian

2382

2382

- | Refer to comment above,
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2020/21 ADJUSTMENTS BUDGET QUALITY CERTIFICATE

I, NJ Mdakane, the Municipal Manager of KwaDukuza Municipality, hereby certify that the
Adjusted Budget and supporting documentation have been prepared in accordance with the
Municipal Finance Management Act No. 56 of 2003 and the regulations made under the Act.

MR NJ MDAKANE
Municipa! Manager of KwaDukuza Municipality

ADJUSTMENT BUDGET 2020/2

021




