ITEM

NO. SUBJECT REF

THIRD QUARTER BUDGET ASSESSMENT

REPORT TO: FINANCE PORTFOLIO COMMITTEE

DATE: 28 APRIL 2011

DIRECTORATE: FINANCE

AUTHOR: ACTING MANAGER - BUDGETS & COMPLIANCE
1. PURPOSE

2.1

2.2

To provide the Finance Portfolio Committee with the 201072011 third quarter
budget assessment for the period covering 1 July 2010 to 31 March 2011 in
terms of section 52(d) of the Municipal Finance Management Act (MFMA).

DELIBERATION(S)

Background

In terms of section 52(d) of the MFMA, the mayor of a municipality must,
within 30 days at the end of each quarter, submit a report to the council on
the implementation of the budget and the financial state of affairs of the
municipality.

These assessments are to provide a high level report regarding the state of
the budget. In addition, monthly reports are tabled in terms of section 71 of
the MFMA. This is to apprise council of the financial status as weli as the
status of operations within the municipatity.

Discussion

The third quarter performance will be discussed under two sections, i.e. the
operating and the capital budget.

2.2.1 Operating budget

The operating budget wiil be discussed under the following sub- headings:
(Refer to Annexure A for a more detailed breakdown)

i) Revenue

iy Salaries and allowances
i) Provisions

iv) Repairs and maintenance
v) General Expenses

vi) Bulk Purchases




vii) Management Contract
viii} Capital Charges
ix) Recharges

Please note that for the purposes of the discussions that follow, ail amounts
have been rounded off to the nearest hundred thousand rand. Exact amounts
can be obtained from the budget extract that has been appended to this item.

i) Revenue

The total revenue budget for the 2010/11 financial year amounted to R360, 4
m. The prorata budget for the guarter ending March 2011 amounted to
approximately R270, 3m. By the end of the third quarter an amount of
approximately

R261, 6 m had been billed/received against a prorata budget of R 270, 3 m.
The following revenue by source had been recognised by the end of the
quarter:

¢ The equitable share was received to the amount of
R 134,4 m in July and November 2010 respectively;

¢ Billing in water sales amounted to R 57, 1 m against a prorata budget
of R62 m;

s Billing in sanitation services income amounted to
R11,3 m against prorata budget of 11,3 m;

o Interest on outstanding debtors for the amount of
R13,4 m against a prorata budget of R14,9 m;

e Interest on investments for the amount of R4, 3 m against a prorata
budget of R4, 3 m;

e An amount of R 29,9 m was received from COGTA for corridor
projects;

e Qther miscellaneous income which amounted to
R 11, 1 m was recognised by the end of March 2011.

Although it is only the third quarter of the financial year, the revenue trends
should be carefully monitored and assessed in order to ascertain the
sustainability of the budget.

ii) Salaries and Allowances

The total budget for salaries and allowances (including councillor allowances)
amounted to R90, 3 m. By the end of the third quarter, R 66, 7 m had been
spent against the prorata budget of R67, 7 m. The positive variance of
approximately

R1, m in under expenditure is attributable to the following:

¢ Timing difference in the manner in which our budget is structured and
the actual filling of vacant posts.

o Annual bonuses that are paid during the month in which employees
joined the municipality.

e A decrease in overtime expenditure which is closely monitored.

e That actual leave is only paid as an when employees terminate their
services or encash their leave whereas the budget is spread evenly
through out the year.



iii) Provisions

This refers to the provision for bad debts, leave and audit provisions. The total
budgst for this is R26, 8 m. By the end of the third quarter R20, 1 m had been
spent against the prorata budget of R20, 1 m.

iv) Repairs and Maintenance

The total budget for the 2010/11 financial year amounted to R19, 8m. The
prorata budget for the third quarter was approximately R14, 8 m and the
actual expenditure amounted to approximately R9, 3 m. The implied material
variance as at the end of the quarter will correct itself as the year progresses.

v) General expenses

The total budget for this category of expenditure amounted to R 144, 2 m.
An amount of R103, 4 m had been spent by the end of the third quarter
against the prorata budget of R108, 2 m resulting in a variance of R 4, 7 m
and this is attributable to the austerity measures that are being implemented
by Council.

vi) Bulk Purchases

The total budget for bulk purchases for the 2010/11 financial year amounted
to R48, 8 m. An amount of R34, 1 m had been spent against a prorata budget
of R 36, 6 m. There's a variance of R2, 4 m and the reason for this is because
currently the municipality is being billed in arrears.

vii} Management Contract

The total budget for this category of expenditure amounted to
R7, 9 m. An amount of R8, 4 m was spent. The variance will correct itself as
the year progresses.

viii) Capital charges

An amount of R10, 6 m was budgeted for this category of expenditure. The
actual expenditure amounted to R16, 3 m versus a prorata budget of R8, m.
This category of expenditure is payable guarterly and bi-annually and this
expenditure is paid at certain periods in terms of the loan agreements.

ix) Recharges

Recharges relate to the re-allocation of labour, vehicle, plant and equipment
cost from a pool department to various cost centres within the municipatity.
This is based on a daily activity costing summary of work performed. The
spending is in line with the budgeted expenditure as at the end of the third
quarter.



2.3

2.4

2.2.2 Capital Budget

The total allocation for the capital budget for the 2010/11 financial year
amounted to R262, 9 m. By the end of the third quarter an amount of
approximately R 77, 5 m had been spent. {Reference to Annexure B).This
equates to 30%.

The expenditure on capital projects is always a challenge in municipalities
and therefore requires much involvement and monitoring as to the reasons
why money allocated is either not spent or is spent very late into the financial
year. Under spending on conditional grant funding can resuit in the funding
being withdrawn or withheld by treasury, which is why mechanisms must be
put in place to ensure that amounts allocated are spent accordingly.

Strategic and Legal Implications

It is important for Councit to have up to date information on the status of its
operating and capital budget expenditure in order to enable Council to take
necessary decisions and ensure that an effective oversight function is in
operation. The quarterly budget assessment or review is intended to facilitate
such a function.

Financial Implications

NIL

RECOMMENDATION(S)

His recommend@ the report be NOTED.

CHIEF FINANCIAL OFFICER'S SIGNATURE

APPROVED / NOT APPROVED at KwaDukuza on the ........ of

-------

CZO“

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

MUNICIPAL MANAGER’S SIGNATURE
MUNICIPAL MANAGER’S COMMENT (if any)
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