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Glossary

Adjustments budget — Prescribed in section 28 of the MFMA. The formal means by
which a municipality may revise its annual budget during the year.

Allocations — Money received from Provincial or National Government or other
municipalities.

Budget — The financial plan of the Raymond Mhlaba Municipality.

Budget related policy — Policy of the municipality affecting or affected by the budget,
examples include tariff policy, rates policy, credit control and debt collection policy.

Capital expenditure - Spending on assets such as land, buildings and machinery. Any
capital expenditure must be reflected as a non-current asset on the Municipality’s balance
sheet.

Cash flow statement — A statement including only actual receipts and expenditure by the
Municipality. Cash payments and receipts do not always coincide with budgeted timings.
For example, when an invoice is received by the Municipality it is shown as expenditure in
the month it is received, even though it may not be paid in the same period. The same
principle applies with the cash receipts. The Municipality recognise the revenue on date of
billing whilst payment may not appear in the same period; the receipt is recognised at
date of receipt.

DORA - Division of Revenue Act. Annual legislation that shows the total allocations made
by national to provincial and local government.

Equitable share — A general grant paid to Municipalities. It is predominantly targeted to
help with free basic services.

Fruitless and wasteful expenditure — Expenditure that was made in vain and would
have been avoided had reasonable care been exercised.

GFS - Government Finance Statistics. An internationally recognised classification system
that facilitates like for like comparison between Municipalities.

GRAP - Generally Recognised Accounting Practice. The new standard for municipal
accounting; this Municipality will need to fully comply by the end of June 2013.

IDP - Integrated Development Plan. The main strategic planning document of the
Municipality



MBRR — Local Government: Municipal Finance Management Act (56/2003): Municipal
budget and reporting regulations.

MFMA - Local Government: Municipal Finance Management Act (56/2003). The principle
piece of legislation relating to municipal financial management. Sometimes referred to as
the Act.

MTREF - Medium Term Revenue and Expenditure Framework. A medium term financial
plan, usually 3 years, based on a fixed first year and indicative further two years budget
allocations. Also includes details of the previous and current years’ financial position.

Operating expenditure — Spending on the day to day expenses of the Municipality such
as salaries and wages and general expenses.

Rates — Local Government tax levied in terms of the Local Government: Municipal
Property Rates Act; Act 6 of 2004. The tax is based on the assessed market value of a
property. To determine the rates payable, the assessed rateable value is multiplied by the
rate in the rand.

SDBIP - Service Delivery and Budget Implementation Plan. A detailed plan comprising
guarterly performance targets and monthly budget estimates.

Strategic objectives — The main priorities of the Raymond Mhlaba municipality as set out
in the IDP. Budgeted spending must contribute towards the achievement of the strategic
objectives.

Unauthorised expenditure — Generally, is spending without, or in excess of, an
approved budget.

Virement — A transfer of budget.

Virement policy - The policy that sets out the rules for budget transfers. Virements are
normally allowed within a vote. Transfers of projects between votes must be agreed by
Council through an Adjustments Budget.

Vote — One of the main segments into which a budget. In Raymond Mhlaba municipality this
means at directorate level. The votes for Raymond Mhlaba municipality therefore are:

e Executive and Council;

e Municipal Manager;

e Community Services;

e Finance and Administration;
e Engineering department; and

e Strategic Planning and LED.



1. INTRODUCTION

1.1 Purpose

To inform Council on the progress made in the implementation of the budget and the
performance outcomes in respect of the second quarter/mid-year of the 2023/24 financial year.

1.2 Legislation Framework

In terms of Section 72 of the Local Government: Municipal Finance Management Act, 2003 (Act
56 of 2003):

(1) The accounting officer of a municipality must by 25 January of each year —

(a) assess the performance of the municipality during the first half of the financial year,

taking into account —
(i) the monthly statements referred to in section 71 for the first half of the financial
year;
(i) the municipality’s service delivery performance during the first half of the
financial year, and the service delivery targets and performance indicators set in
the service delivery and budget implementation plan;
(iii) the past year’s annual report, and progress on resolving problems identified
in the annual report; and
(iv) the performance of every municipal entity under the sole or shared control of
the municipality, taking into account reports in terms of section 88 from any such
entities; and

(b) submit a report on such assessment to —
(i) the mayor of the municipality

(i) the National Treasury; and
(iii) the relevant Provincial Treasury.

(2) The statement referred to in section 71(1) for the sixth month of a financial year may be
incorporated into the report referred to in subsection (1)(b) of this section.

(3) The accounting officer must, as part of the review —
(@) make recommendations as to whether an adjustments budget is necessary; and

(b) recommend revised projections for revenue and expenditure to the extent that this
may be necessary.



Thereafter, the mayor must, in terms of Section 54(1):

(a) Consider the report;

(b) Check whether the municipality's approved budget is implemented in accordance with
the service delivery and budget implementation plan;

(c) Consider and, if necessary, make any revisions to the service delivery and budget
implementation plan, provided that revisions to the service delivery targets and
performance indicators in the plan may only be made with the approval of the council
following approval of an adjustments budget;

(d) Issue any appropriate instructions to the accounting officer to ensure-
() That the budget is implemented in accordance with the service delivery and
budget implementation plan; and
(i) That spending of funds and revenue collection proceed in accordance with the

budget;

(e) Identify any financial problems facing the municipality, including any emerging or
impending financial problems; and

() Submit the report to the council by 31 January of each year.



2. BUDGET STATEMENT: 31 December 2023 (JULY 2023 - DECEMBER 2023

YEAR TO DATE PERFORMANCE)

The municipality’s total budgeted operating revenue amounts to R 518 967 million excluding

Capital transfers of R49 900 million.

2.1. OPERATING REVENUE

Eastern Cape: Raymond Mhlaba (EC129) - Table C4 Monthly Budgeted Financial Performance ( All ) for period ending (M06) 31 December 2023

Description Ref 2022/23 Budget year 2023/24
Rand Audited | o inal Budget! YTD Actual | YTDBudget | YTD Variance YTD variance%: UM Year
OQutcome Forecast
Revenue
Exchange Revenue
Service charges - Electricity 91 451 518 99 065 724 34 176 809 49 532 868 (15 356 059) (31,00) 99 085 724
Service charges - Water
Service charges - Waste Water Management
Service charges - Waste Management 37 981 281 29 250 000 19 550 781 14 625 000 4925 761 33,68 29 250 000
Sale of Goods and Rendering of Services 5 892 830 525 653 286 782 262 830 23952 9,11 525 653
Agency services
Interest
Interest eamned from Receivables 16 261 520 14 095 000 12 228 044 T 047 498 5180 546 73,51 14 095 000
Interest eamed from Current and Nan Current Assets 2 465 640 2 300 000 475 443 1 150 002 (674 559) (58.,66) 2 300 000
Dividends
Rent on Land
Rental from Fixed Assets 806 563 852 174 787 113 426 084 361 029 84,73 852 174
Licence and permits 709933 7 200 000 7272 683 3600 000 3672683 102,02 7 200 000
Operational Revenue 16 798 539 10 781 304 994 227 5 390 652 (4 396 425) (81.,56) 10 781 304
Non-Exchange Revenue
Property rates 107 715 325 113 533 460 86 493 143 56 766 738 29 726 405 52,37 113 533 460
Surcharges and Taxes
Fines, penalties and forfeits 371 570 200 000 40 378 100 002 (59 624) (59.,62) 200 000
Licences or permits
Transfer and subsidies - Operational 217 854 670 226 163 700 149 238 758 113 081 856 36 156 902 31,97 226 163 700
Interest 20 815 336 15 000 000 20 094 254 7 500 000 12 594 254 167,92 15 000 000
Fuel Levy
Operational Revenue
Gains on disposal of Assets (2 584 505)
Cther Gains 1062 150
Discontinued Operations
Total Revenue (excluding capital transfers and contrib 517 602 370 518 967 015 331638 395 259 483 530 72 154 865 27,81 518 967 015

Total Operating revenue up to December 2023 amounts to R 331 639 million or 67 % of the

Total Operating Budget of R 518 967 million excluding capital transfers.

The above reflects the municipality’s efforts in generating its revenue and the conditional grants

received by the municipality. It should also be noted that the year to date revenue includes

billing portion not only the actual cash received.




Refuse Removal R 2 265 518,54
Electricity R 16 378 728,32

R 61 640 475,61

Quarterly
Collectio
Quarter 1 and 2 n Rate
. i Total Receipts R 61640475,61
Collection Rate/Ratio — 48%
Total Billing R 129021 376,80
Billing
Service Q1 & Q2
Rates R 86 493 140,35
Refuse Removal R 19 541 017,02
Electricity R 22 987 219,43
R 129 021 376,80
Receipts

Service Q1 & Q2
Rates R 42 996 228,75
Refuse Removal R 2 265 518,54
Electricity R 16 378 728,32

R 61 640 475,61
Quarter1and 2

Collection Rate/Ratio Quarterly
Collection
Rate

Total

Receipts R 61640475,61 48%

Total Billing R 129 021 376,80

The table above reflect the actual billing versus collection on property rates and services. To
date the collection rate is 48% against year to date billed amount. The overall collection rate
would also be affected by the annual billing that happens in the first quarter. This is an indication

that the refuse collection services are rendered at a loss. Poor revenue collection has a



negative impact in our municipality’s cash-flow, and this also contributes to the unfunded
budget.

2.2. OPERATING EXPENDITURE

Eastern Cape: Raymond Mhlaba (EC129) - Table C4 Monthly Budgeted Financial Performance ( All ) for period ending (M06) 31 December 2023

Description Ref 2022/23 Budget year 2023/24
Rand ;:It::::fe Original Budget: YTD Actual | YTDBudget | YTD Variance :YTD variance % ';:'r'e::::
Expenditure
Employee related costs _ 207 191 322 210 365 786 105 087 039 105 182 976 (95 937) (0,09) 210 365 786
Remuneration of councillors 18 842 244 20 240 325 13 095 241 10120 152 2 975089 29,40 20 240 325
Bulk purchases - electricity 78 604 822 98 521 000 35 717 898 49 260 498 (13 542 600) (27.49) 98 521 000
Inventary consumed 253 011 57 874 57 874
Debt impairment 63 611 628 31 805 820 (31 805 820) (100,00) 63 611 628
Depreciation and amortisation 23526 010 30 336 711 14 323 060 15 168 354 (845 294) (5.57) 30336 711
Interest 29 338 110 19 350 000 2249 295 9675 000 (7 425 705) (76,75) 19 350 000
Contracted services 29 879 847 30 346 738 18 314 848 15 173 358 3141 490 20,70 30 346 738
Transfers and subsidies 11 185 663 2 500 000 2341 010 1249 998 1091 012 87,28 2 500 000
Irrecoverable debts written off (9 363 307)
Operational costs 44 541 283 39073 543 8 679 245 19 536 792 (10 857 547) (95.57) 39073 543
Losses on disposal of Assets
Other Losses (2 887 521)
Total Expenditure 431 111 484 514 345 731 199 865 6510 257 172 948 (57 307 438) (22,28) 514 345 731

Year-to-date operating expenditure incurred continues in a moderate pace in comparison to the
approved budget. Total Operating expenditure up to December 2023 amounts to R 199 866
million or 38,9% of the Total Operating expenditure Budget of R 514 436 million excluding
Depreciation and debt impairment. The municipality will only provide for debt impairment at year
end as we have to use payment trends of debtors during the financial year to determine the

impairment amount.



2.3.1. CAPITAL EXPENDITURE

Eastern Cape: Raymond Mhlaba (EC129) - Table C5 Monthly Budgeted Capital Expenditure by Functional Classification and Funding for period e

L Budget year
Description Ref 2022/23 20923 1'54
Rand C?t::i::fe Criginal Budget | YTD Actual | YTD Budget:YTD Variance:YTD variance % Full Year Forecast
Capital Expenditure - Functional
Municipal governance and administration 1274 634 - 21436 - 21 436 4 - -
Executive and council
Finance and administration 1274 634 21436 21436
Internal audit
Community and public safety - 21 850 - 21 850 4 - -
Public safety 21850 21850
E ic and envir tal services 35311 668 38260872 27967 733 | 19130424 8 837 308 4 46,20 38 260 872
Planning and development
Road transport 35311 668 38260872 27 967 733 1 19130424 8 837 309 46,20 38 260 872
Environmental protection
Trading services 11 863 702 5130435: 3271474 2565216 706 258 4 27,53 5130 435
Energy sources 11 863 702 5130435 3271474: 2565216 706 258 27,53 5130 435
Total Capital Expenditure - Functional 3 48 450 004 43 391 307 | 31282493 | 21 695640 9 586 853 44,19 43 391 307
Funded by _
National Government 36 359 182 43391307 | 30862413 21695640 9166 773 72% 43391 307
Provincial Govemnment 376 794 376 794
District Municipality
Transfers and subsidies - capital (monetary allocations) (Nat;
Transfers recognised - capital 36 359 182 43 391 307 | 31239207 | 21 695640 9 543 567 43,99 43 391 307
Borrowing 4 6
Internally generated funds 21 850 21 850
Total Capital Funding 36 359 182 43 391307 | 31261057 21695640 9 565 417 44,09 43 391 307

The Capital Budget (2023/24) amounts to R 21 695 million. The expenditure to date is as

follows:

e An amount of R 21 850 spent as at end of December 2023 for staff laptops.

e An amount of R36 020 million relates to MIG expenditure as at end of December 2023.




2.3.2 OPERATING AND CAPITAL GRANTS PERFOMANCE AS AT END OF
DECEMBER 2023

2023/24 GRANTS EXPENDITURE REPORT

202324 End Financial Year Report Expenditure End July
(R’000) 2023 Comment On 202324
End December Performance in align with

Alocats Sec18of | Sec19of | Revised Exo. All y RAS end Dec 2023 70% Target
Afocation DoRA DoRA | Alloc ip. Aloc

The municipality spent R36 020m of the total
allocation on MIG grant. To date, the
imunicipality received all claims on approved
expenditure. The said total expenditure

MIG 46 395 36020 78% 10375 |includes the operational cost. The total
expenditure translate to 78% against the total
allocation which is higher than the expected
70% planned for the end December as per
[RAS.

The municipality only received B3 100m and
spent B3 680m. The balance is funded from

INEP £ 2 0 o]
3900 3 680 62.37% 2200 lthe municipal funds which will refunded when
the full grant is received.
< " . - |To date, the municipality received a total of
5 o 3 o o
EPWP 3885 1950 50.19% 1935 R2 710m and spent R1 950m.
FMG 2850 1715 60.17% 1135

RBIG (Schedule 5B)

RBIG (Schedule 6B)

ARTRAT T

The overall expenditure for capital and operating grants amounts to R 59 030 million or 73,5%

against budget allocation.



2.4 DEBTORS

C’::e 0-30 Days 31-60 Days 61-90 Days 91-120 Days | 121-150 Dys ;| 151-180 Dys : 181 Dys-1Yr Over 1Yr  |Total I::IQD days
R th d
Debtors Age Analysis By Income Source
Trade and Other Receivables from Exchange Transactions - Water 1200 - - - - - - - - - -
Trade and Other Receivables from Exchange Transactions - Electricity 1300 3708 4042 2539 3136 3908 1841 9406 37784 66 366 56 076
Receivables from Non-exchange Transactions - Property Rates 1400 4275 3918 3863 3824 3661 42 231 23117 274 627 359 517 347 460
Receivables from Exchange Transactions - Waste Water Management 1500 B = = = = = = = - -
Receivables from Exchange Transactions - Waste Management 1600 4 267 4435 4091 4058 2 187 2170, 14 289 111075 146 272 133779
Receivables from Exchange Transactions - Property Rental Debtors 1700 3 25 25 2 pal 18 19 722 985 905
Interest on Arrear Debtor Accounts 1810 5769 5833 5470 5354 10 269 4450 28 005 146 488 211436 194 564
Recoverable unauthorised, irregular, fruitless and wasteful expenditure 1820 = - - - - - - - - -
Other 1900 (2 19) 406) (107) (149) e (61) (903) (11.388) (15 361) (12 528)
[Total By Income Source 2000 15731 17 347 15 881 164248 20018 50 650 74034 558 306 769 215 720 255
12022/23 - totals only - -
Debtors Age Analysis By Customer Group
Organs of State 2200 1769 2597 2012 2103 3042 16 538 10775 64 085 102 922 96 543
Commercial 2300 4085 3253 281 2792 3565 3069 13155 76 024 108 794 98 605
Households 2400 5547 6928 6688 6703 8280 8106 37 476 251414 331143 311980
Other 2500 4350 4569 4310 4651 5131 22 936 12 627 167 783 226 356 213 128
[Tetal By Customer Group 2600 15731 17 347 15 881 16 248 20 018 50 850 74 034 6559 308 769 216 720 256

The total Outstanding Debt amounts to R769

215 million as at end of December 2023. The
importance of the immediate and strict implementation of all processes in the Debt Collection

and Credit collection policy cannot be over emphasized to ensure that the outstanding debtors

which are over 90 days do not increase dramatically. The above-mentioned statistics is

testimony of the positive actions already taken. A debt collection policy was implemented where

the focus was on

all

government

and

business

debtors.




2.5. CREDITORS

Creditors were not paid within 30 days of receiving the relevant invoice or statement as
prescribed in terms of Section 65(e) of the MFMA. As at end of December 2023, the total

amount payable, which represent commitments by Council of which the relevant invoice or

statement is outstanding, amounted to R 380 330 million. This excludes the following major

creditors:

EC129 Raymond Mhlaba - Supporting Table SC4 Monthly Budget Statement - aged creditors - M08 December

Description NT Budget Year 2023/24 Prior year totals
Code 0- - 61- 91 - 121- 151 - 181 Days - Over 1 Total for chart (same
R thousands 30 Days 60 Days 90 Days 120 Days 150 Days 180 Days 1 Year Year period)
Creditors Age Analysis By Customer Type
Bulk Electricity 0100 = - - - = = = - - -
Bulk Water 0200 = - - - = = = - - _
PAYE deductions 0300 = - - - - = = - - -
VAT (output less input) 0400 = — - - = = = - - -
Pensions / Retirement deductions 0500 = = - = = = = = - -
Loan repayments 0600 = - - - = = = - - -
Trade Creditors 0700 (89) 3 76 = 2 29 (10) 3715 3787 3787
Auditor General 0800 = - - = = - - - - _
Cther 0900 (356) 10973 8330 3881 45 23 17 917 335730 376 544 376 544
Total By Cust Type 1000 (444) 11 007 8 408 3881 77 52 17 807 338 444 380 330 380 330




3. ELECTRICITY LOSSES REPORT (JULY 2023 TO DECEMBER 2023)

The municipality is rendering the electricity services at a loss. The table below shows the
distribution losses for the past six months. The Distribution losses are higher than the norm and
therefore stringent measures will be enforced to cap the losses.

DISTRIBUTION LOSSES - 30 DECEMBER 2023
Units
Pre-Paid & Metered 24.262.376.52
Free Basic Elec 2.625.250.00
Total Energy Purchased 26.887.626.52
Distributions 22.510.730.09
Pre-Paid (Customers) Contour and Conlog 11.613.988.09
FBE Distributed 3.326.850.00
Metered (Customers) 7.569.892.00
Total Energy lost 4.376.896.43
Normal Distibution Loss 10% 2.688.762.65
Net Energy Loss 1.688.133.78
Total Average Energy Charge (Rate) - Purchased 1.47
Total Distribution losses (Rand) 2.485.412.68
Total Distribution losses (%) 6%

The overall total distribution losses amount to R4,377 million or 16,28% as at end of December
2023. The 16,28% exceeds the distribution losses widely accepted norm of up to 10%. This is

the indication that Electricity services are rendered at loss.



4. UNAUTHORISED, IRREGULAR, FRUITLESS AND WASTEFUL

IRREGULAR EXPENDITURE

Irregular expenditure consist out of the following:

Opening balance
Irregular expenditure incurred
Approved by Council

Irregular expenditure awaiting approval

Fruitless and wasteful expenditure consist out of the
Opening balance
Fruitless and wasteful expenditure incurred

Written off by Council

Fruitless and wasteful expenditure awaiting approval

30 December 2023 30 JUNE 2023
R R
10.428.342 358.022.607
22.331.768 51.660.649
- - 399.254.914
32.760.110 10.428.342

FRUITLESS AND WASTEFUL EXPENDITURE

30 DECEMBER 2022 30 JUNE 2022
R R
5 751 908 102 808 416
3 141 640 16 635 170

(113 691 678)

8 893 548 5 751 908




5. AN ADJUSTMENT BUDGET IS NECCESARY BECAUSE:

5.1.1. Eskom Debt relief approval

In November 2023 National Treasury approved the Municipal debt relief application for
the Eskom debt and this will have an impact on the balance sheet budgeting on the
budget.

5.1.2. Employee Related Costs and Council Remuneration

Council remuneration will be adjusted upon receiving remuneration of councillors’

gazette on upper limits.

5.1.3. Anticipated revenue more than budgeted revenue

The municipality foresees that the anticipated revenue on service charges on electricity
including billing will be significantly more than the budgeted revenue for 2023/2023. This
is because of verification process that is being undertaken by revenue section.

The other revenue reported as at end of December also already exceeds the budgeted
revenue, an analyses of the amount is necessary and the corresponding adjustment be
made.

5.1.4. Eskom Debt and AG Debt

5.1.5.

5.1.6.

There is a payment agreement in place with Eskom and Auditor General. These
arrangements however have come to an end and a new agreement is being negotiated
and the new arrangement will form basis of the amount to be adjusted. The municipality
will adjust its expenditure budget accordingly to ensure that the current arrangements
are being honoured.

SDBIP Variances

Material variances on SDBIP will also be adjusted.

Capital Expenditure

Staff laptops and ABSA leased vehicles were purchased in the first half of the
year in order to improve service rendering and these will need to be
accommodated in the adjusted budget.



5.1.7. Contracted Services and Operating Expendi

An assessment of these expenditures will be done to determine the necessary

adjustments on these expenditures as the mid-year report reflects discrepancies
between budgeted amounts and actual expenditures incurred.



6. Preparation of Annual Budget for 2023/2023 and Financial Management

Challenges

Annual budget for 2023/2024 budget will be prepared according to the municipal budget
regulation and the MFMA. It will be informed by the midyear performance, adjustment budget
and the Integrated Development Plan. National treasury regulations and new circulars will also

be taken into consideration when compiling the budget.

The compilation of the MTREF therefore remains a huge challenge to balance the budget
between the limited revenue resources available and the immense need to provide quality

service delivery to our community. Thus, the municipality budget is unfunded

The municipality is not in a healthy financial position; however, it needs to at least stabilise and
further strife to continuously better its financial position, coupled with acceptable levels of
service delivery at affordable tariffs. The retention of sufficient cash-backed reserves is critical
for the long-term sustainability of the municipality, and to this end the municipality is unable to

achieve this objective

The municipality developed a financial recovery plan that is aimed at ensuring that the
municipality has sufficient and cost-effective funding to achieve its long-term objectives through
the implementation of the medium-term operating and capital budgets. It should also be noted
that the Eskom debt contributes to the budget deficit.

Conclusion

The operating expenditure budget of the municipality will be adjusted upwards to account for the
unspent grants which were not included in the original approved budget. The municipality is
facing a risk of not able to service its current financial obligations and is unable to pay its
creditors on time due to cash flow challenges. This is a reflection that the municipality is not

financially viable and is solely depended on grants.

The municipality will try to build its cash-backed reserves by ensuring that all non-cash items
are budgeted for and are cash-backed. This will be achieved by ensuring that the municipality

stick to its financial recovery plan and embark on projects that are revenue generation in nature.






