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Legislative Framework

This report has been prepared in terms of the following enabling legislation.
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PART 1 MID- YEAR BUDGET AND PERFORMANCE ASSESSMENT

This report has been prepared in terms of the Local Government: Municipal Finance Management Act
Number 56 of 2003: Municipal Budget and Reporting Regulations, Government Gazette 32141, 17 April 2009.

Section 1-Mayors Report
Mayor's report

For the mid-year budget and performance assessment, the mayor's report must also provide _

(a) a summary of the past year's annual report, and progress on resolving problems identified in the
annual report and the audit report;

(c) a recommendation as to whether an adjustments budget for the municipality is necessary
1.1.1: Summary of the previous year's annual report (a)
(a) Performance against Budgets

The following graph shows the Operating Income Budget versus Actual for 2015/16 as well as the 2016/17
financial years. The Operating Income has decreased by 6.34% from R173m to R162m.
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The following graph illustrates the Operating Expenditure Budget versus Actual for 2015/16 as well as the 2016/17
financial year. The Operating Expenditure has decreased by 7.94% from R 203m to R 187m.
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(b) Percentage of Capital Budget Spent

99.6% of the budgeted amount was spent during 2015/16 financial year and in 2016/17 99.99% of the capital budget
was spent. The 0.4% and 0.01% under expenditure was on internally generated funds as 100 % of the MIG grant
was utilized during the 2 years. The following graph shows the Capital Expenditure Budget versus Actual for 2015/16
as well as the 2016/17 financial year. The Capital Expenditure increased marginally (0.3%) from the 2015/16 to the
2016/17 financial year.
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1.1.2  Financial problems or risks facing the municipality

It is a known fact that due to the endemic poverty in the area under the jurisdiction of Emalahleni, the collection rate
for municipal services and Rates debt is very low. This has a detrimental effect on the municipality's financial
resources.

The municipality is Grant dependent with over 80% of its total revenue being Grants received from the Treasury,
Departments and the District Municipality. The recent cuts on Grants by National Treasury will have a huge impact
on operations of the municipality as this would mean there is lesser available financial resources fo meet all the needs
of the community.

Financial administration should be the second most important focus point of Emalahleni Municipality with basic service
delivery as the most important. The economic outlook for the country does look promising after the recent
-manifestations in the Political arena to which the markets have responded positively and has seen the Rand gaining ...
some noticeable ground when compared to other currencies. The drought situation in the area and country will also
have a huge impact on food prices and disposable income of consumers. The continuous ESKOM price increase will
also have an effect on consumers and the municipality. All the latter factors mentioned will put huge pressure on the
revenue sources and collection rate of the municipality.

1.1.3: Remedial Action taken on Audit Outcomes of Prior Year
Emalahleni Municipality had an unqualified audit opinion for the 2016/2017 financial year.

The Municipality has put extensive effort into implementing the recommendations in respect of prior year's findings
that were made during the previous audit. All the audit recommendations have been actioned through an audit action
plan where progress is regularly monitored. The detailed audit action plan forms part of the 2017 Annual Report,
Regutar updates on the implementation of agreed upon actions will be given to authoritative structures of the Council.

The Annual Report of the 2016/17 financial year was tabled and adopted at a Council meeting held on 08 December
2017 and the Oversight Report at a Council meeting held on 14 December 2017. Any problems and/for corrective
actions identified in the oversight report by Council will be monitored and actioned for correction in the current financial
year.

1.1.4: Mid-Year Performance Assessment
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Regulation 23 of the Municipal Budget and Reporting Regulations provides, inter alia for the following:

"An adjustment budget may be tabled in the Municipal Council at any time after the Mid-year Budget and
Performance Assessment has been tabled in the Council, but not later than 28 February of each year. Furthermore,
except under certain circumstances only one adjustment budget may be tabled in Council during a financial year.”

The annual budget is approved for Total Revenue by Source' and below is a table reflecting financial performance
for the first half of the year (July 2017 — December 2017).
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EC436 Emalahieni (Ec) - Table C4 Monthly Budget Statement - Financial Performance (revenue and expenditure) - M6 December
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OPERATING REVENUE

Revenue achieved to date including operating transfers is 35% (R26.930 million) above the year-fo-date budget.
However, when operating transfers are excluded, revenue achieved is 10% (R 1,485 million) below the year to date
budget. The full year forecast based on current collection levels indicates that the municipality will end the year with
an under collection for revenue of R 4.496 million, and this is with the assumption that the budgeted rates and
service charges together with the interest charged will be collected in full, which does not however always hold true,
when adjusting expenditure management should therefore be weary. The full year forecast based on current
collection levels indicates that the municipality will end the year with an under collection for revenue of R 4.496
million, and this is with the assumption that the budgeted rates and service charges fogether with the interest
charged will be collected in full, which does not however always hold true, when adjusting expenditure management
should therefore be weary of this fact. Using the current trends as a baseline and assuming very little change would
occur, Electricity revenue, Interest on external investments, Interest on Debtors, Fines and Agency fees should be

adjusted downwards. Using the same assumptions, one would suggest that the rental on facilities, Licenses and
Permits should be adjusted upwards in order to bring the budget in line with current trends, (C4). it would be
advisable to adjust Property rates and Service Charges in line with the current collection rates so to not give an
unrealistic expectation of revenue where in actual fact that amount would not be collected. The current collection
rate as at end of December 2017 is 34.46% this then implies that only 34.46% would actually be expected to be
collected from these revenues. The municipality budgets on realistic estimates and thus the budget for service
charges and Property rates should be adjusted to the expected recoverable amounts. An amount of R 115 000 was
received through the sale of land (Gains on Disposal of PPE) in the first half of the financial year and no budget had
been provided, this amount will not to be provided for and corrected in the adjustment budget. A budget amount
equaling the amount received should be provided for unless the Directorate in charge of the sales can indicate
whether there will be other sales expected before the end of the financial year.

The PEDTA and Community Services Directorates have made requests for funding from CHDM and DSRAC
respectively and the outcome of these requests will need to be included in the adjustments budget should the
funding be received.

The Grant from CHDM for R 800 500 for the Construction of a Feedlot which was received and not utilized in the
prior year has also not been included in the current year budget and should also be accommodated in the
adjustments as it will be used in the current financial year.

OPERATING EXPENDITURE

Operating expenditure incurred amounts to 88% or 12% below the year-to-date budget, (C4). All expenditures are
under spent at this stage except for Contracted Services which is 113% overspent. Employee related costs, Bulk
purchases and Other materials contributed the most in the under expenditures with 14%, 63% and 75%,
respectively. The full year forecast based on current trends suggest an under spending at year end. The PM13
report generated as at 31 December 2017 suggest that there are certain votes within Directorates that have been
under budgeted for. An adjustment of budget for votes within a Directorate where possible should be undertaken to
ensure that no unauthorized expenditure is incurred. Financial computations exercise will be done on Debt




