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1. INTRODUCTION

In terms of Section 72(1)(a) and 52(d) of the Local Government Municipal Finance Management
Act No. 56 of 2003 (MFMA) the Accounting Officer must by 25 January of each year assess the
performance of the municipality during the first half of the financial year. A report on such
assessment must in terms of Section 72(1)(b) of the MFMA be submitted to the Mayor, Provincial

Treasury and National Treasury.

Once the Mayor has considered the report, it must be submitted to Council by 31 January in
terms of Section 54 of the MFMA.

The mid-year performance reports and supporting tables of Emthanjeni Municipality is prepared
in accordance with MFMA Circular 13 and the Municipal Budget and Reporting Regulations, to

illustrate the performance in graphical and tabular format as per Annexures D to F.

The staff establishment for the first 6 months was 490 posts of which 402 were filled. This
represents 82.04% of the staff compliment. Appointments are made only in terms of the

approved organogram and only vacant funded posts are considered.

We also embarked on the following management processes during this period which includes the

following:

0 A successful strategic planning workshop where all the SWOT analysis of each Directorate

was thoroughly discussed and evaluated.

o Clear strategic objectives for the medium and long term were identified and needs to be

finalized and implemented.

o Implementation of the latest approved municipal organogram or establishment testifies
Council and management’s commitment to ensure that the operations within the

municipality are effectively and efficiently attended too.
o Appointment of crucial staff in vacant positions is fast tracked.

o Clear communications between Council, management, staff and the community is being

strengthened via the ward committee communication system.

2. BUDGET PERFORMANCE ANALYSIS

2.1 OPERATIONAL EXPENDITURE AND REVENUE PERFORMANCE
Approximately 39.47% of the original budgeted operating expenditure of R186 008 598 was

spent as at the end of December 2013 and 48.41% of the original projected revenue of

R187 429 672 was collected. The reasons for major deviations are explained in paragraphs (i)
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and (ii) below and in table C4 of the Section 71 In-year Financial Report for the period ended

31 December 2013 that is attached as Annexure A.

Indications are that an adjustments budget will be required as there are numerous variances in
expenditure and revenue items that need to be addressed in the final adjustments that must be

approved by Council by 28 February 2014.

Items of revenue and expenditure with major deviations from the budget are as follows:

REVENUE

a) INCREASE IN REVENUE

Total Original Actual as at
original Budget 31 %
Revenue source | Reason for increase budget for (YTD) December | variance
2013/14 2013
(YTD)
R’000
A new Valuation Roll has
Property Rates | D8€n implemented and 21373 106 687 14886 | 39
the overall acceptance of
the municipal valuations
Rental of Consumers make use of
e municipal facilities 529 265 369 39
Facilities )
optimally
The other revenue are
Other Revenue realized, collected and 16 713 8 357 9121 9
generated very
effectively
b) DECREASE IN REVENUE
Total original Original Actual as at o
budget for Budget 31 December %o
Revenue source | Reason for decrease 2013/14 (YTD) 2013 Variance
(YTD)
R’'000
More consumers are
Elect_r|C|ty act|vely_ engaging in 52 567 26 284 20 530 (22)
Service Charges electricity saving
mechanisms
Weather patterns
contributing the shortfall
Water Service over the water revenue.
Charaes The next semester will 23401 11 701 9 294 (21)
9 be different as the heat
waves are being
expected
The non- realization of
Fines: Speed fines is a direct rgsult of 7 543 3772 926 (75)
consumer behavior and
road construction
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OPERATIONAL EXPENDITURE

a) INCREASE IN EXPENDITURE

Total Original Actual as at
i original Budget 31 %
Expenditure Reason for increase budget for (YTD) December | variance
Item 2013/14 2013 (YTD)
R’000

The increase is directly
related to the increase 44 159 22 079 23474 6
of bulk services

Bulk Electricity &
Water Purchases

b) DECREASE IN EXPENDITURE

Total original | Original Actual as at o
i Budget | 31 December ©
Expenditure budget for K
Item Reason for decrease 2013/14 (YTD) 2013 Variance
(YTD)
R’000

The decrease of invoice
payments received from
Contracted Costs Service Providers as a 10 888 5444 3477 (36)
result of the non-
collection of revenue

The vacancies that exist
in critical positions
which were partly filled 59 618 29 808 28 321 (5
over the past financial
semester

Employee Related
Costs

2.2 CAPITAL BUDGET PERFORMANCE

The capital expenditure as at the end of December 2013 is R4 303 477, excluding committed
costs (orders issued) which is 12.4%o0 of the budgeted amount. The total, including committed
costs, amounts to R6 48 442 which equals 14.73% of the budgeted amount. The actual
progress on capital expenditure is higher than 21.2%, since payment certificates certified in
respect of capital works not yet paid in December 2013, has not been taken into account due to

the fact that no accruals were made for expenditure incurred (work completed), but not yet paid.

The table below provides the detail per capital project as at 31 December 2013:

YTD YTD % Actual

Total | % Actual : (six | gy | Spending
- Capital Spending (six St vailable (six

Description of Budget = months) Actual Capital months)

Capital Projects Budget
o el Total Budget Spending Sl VS
Budget YTD
R R R R Budget
De Aar Sewer 6 000 000 4.63| 3000000 | 277987 | 5722013 9.27
Purification works
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YTD YTD 9% Actual
Total % Actual (six Total Spending
. s di (six Available (si
. Capital pending months) : S
Description of Budget VS months) Actual Capital months)
Capital Projects Budget
& ! Total SRUHE Spending g vs
Budget YTD
R R R R Budget
Britstown New 300 000 10.1 150 000 30 236 119 764 20.16
Cemetery
ig‘;rm Water in De 1 500 000 82.45 750 000 | 1 236 806 263 194 164.91
Regional Bulk Water | 20 000 000 0.033 | 10 000 000 657 386 | 19 342 962 0.066
Water Demand and 1 058 000 38.64 529 000 408 830 649 169 77.28
Conservation
gggzgr“t'o” of 7 524 000 8.57 | 3762 000 644 501 | 6879 498 17.13
New Streets 2 670 000 0| 1335000 o| 2670000 0
construction
Re-sealing of streets 820 000 18.26 409 998 149 727 670 273 163.48
GRAP OPCAR 1 060 000 76.26 530 000 808 305 251 695 47.49
Prepaid Electricity 405 000 51.09 202 500 206 896 198 104 97.83
Meters
Office Equipment 486 294 30.98 243 147 150 636 335 658 61.95
(E:O”?p”ter 702 424 30.98 351 212 217 586 484 838 62.01
quipment
Equipment and 1512 913 29.87 756 457 451909 | 1061 004 59.74
Machinery

From the above table, the Capital budget will be amended. MIG Funds will be allocated mainly
to the construction of streets as all the service providers have been appointed. We anticipate

that the biggest portion of the total capital budget will be spent by 30 June 2014.

2.3 CASH FLow MANAGEMENT

0 The increase of outstanding debtors is one of the biggest hurdles that this municipality is
facing. It will impact service delivery negatively.

0 The development and implementation of the revenue enhancement strategy will
contribute positively to revenue management and will eventually improve cash flow of
the municipality.

0 Revenue is collected when it is due and banked promptly.

0 Payments are made, including transfers, no earlier than necessary, with due regard for
efficient, effective and economical programme delivery and the municipality's normal
terms for account payments.

0 Default debtors are being treated with firmness and humaneness. Credit control actions

are being executed and implemented on a continuous basis.
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0

The performance of VeriCred Credit Bureau is also being monitored and evaluated. Their
appointment is as a direct result of collecting arrear amounts which will improve the
municipality’s cash flow management processes.

Bank reconciliation is performed on a monthly basis to detect any unauthorised entries.
Cash flow management is being undertaken and forecasted very aggressive compared to

previous periods.

Also refer to Annexure B for more detail on cash receipts and payments for the period.

2.4 DEBTOR MANAGEMENT

Attached as Annexure C is a summary of outstanding debtors as at 31 December 2013,

analyzing age of debtors by income source and number of days outstanding and includes a

summary of the debtor’s payment ratio at 31 December 2013, as well as payment trends per
town. Although, approximately 76.80% (R58 649 million) of the total outstanding debtors of
R76 363 000 is more than 120 days outstanding, the Administration instituted the following

procedures to collect outstanding amounts:

The total outstanding Debtors Control balance at 31 December 2013 amounted to
R76 362 730. During the months from July 2013 to December 2013 an average
payment percentage of 89.67% was realized during the six months period.

The payment percentage for Hanover and Britstown remains a challenge due to the
current social-economic conditions that is prevailing in these towns which contributes to
the increase in debtor balances.

Credit control is vigorously taking place. Pre-payment electricity meters are being blocked
continuously. Despite these efforts, the arrears keep on increasing at an alarming rate.
The collection of arrear accounts (receivables) is also a standing resolution in the
Municipal Turn-Around Strategy. VeriCred Credit Bureau (Pty) Ltd has started to
communicate with default consumers via telephonic and sms communication. The debt
collection process will gain momentum in 2014.

One of our strategic objectives are to development and implement a revenue strategy

that will speak to the increase and management of outstanding debtors directly.

2.5 OUTSTANDING DEBTOR BALANCES

The total outstanding debtor balances as at 31 December 2013 per ward were as follows:

Ward no Amount outstanding
R
Ward 1 8 440 903
Ward 2 11 031 166
Ward 3 11 242 440
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Amount outstanding
Ward no
R
Ward 4 7 926 898
Ward 5 11 855 253
Ward 6 14 298 084
Ward 7 11 567 986

The total outstanding debt as at 31 December 2013 is categorised as follows:

Amount outstanding
Category %
R’'000
Households 51 188 67.71
Business 7 108 9.32
Government 5201 6.82
Other Consumers 12 766 16.15

3. SERVICE DELIVERY PERFORMANCE ANALYSIS

3.1 CREATING A CULTURE OF PERFORMANCE

(I) PERFORMANCE FRAMEWORK

Performance management is prescribed by chapter 6 of the Municipal Systems Act, Act 32 of
2000 and the Municipal Planning and Performance Management Regulations, 796 of August
2001. Section 7 (1) of the aforementioned regulation states that “A Municipality’s Performance
Management System entails a framework that describes and represents how the municipality’s
cycle and processes of performance planning, monitoring, measurement, review, reporting and
improvement will be conducted, organized and managed, including determining the
responsibilities of the different role players.” This framework, inter alia, reflects the linkage
between the IDP, Budget, SDBIP and individual and service provider performance. The
municipality adopted a performance management framework that was approved by Council on

31 May 2011.

(II) IMPLEMENTATION OF PERFORMANCE MANAGEMENT

The IDP for 2013/14 was compiled and approved by council with the budget for 2013/14 Council
on 31 May 2013. The organisational performance is evaluated by means of a municipal scorecard
level

(Top Layer SDBIP) at organisational and through the service delivery budget

implementation plan (SDBIP) at directorate levels.

The SDBIP is a plan that converts the IDP and budget into measurable criteria on how, where

and when the strategies, objectives and normal business process of the municipality is
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implemented. It also allocates responsibility to directorates to deliver the services in terms of
the IDP and budget.

The Top Layer SDBIP was submitted to the Executive Mayor on 14 June 2013 and was approved
by 28 June 2013.

(III) MONITORING PERFORMANCE

The SDBIP was loaded on an electronic web based system after approval. The web based system
sent automated e-mails to the users of the system as a reminder to all staff responsible for
updating their actual performance against key performance indicator targets for the previous
month’s performance. The actual results against monthly targets set, are discussed in the
monthly meetings to determine early warning indicators and discuss corrective measures if
needed. The first quarterly report was submitted to Executive Mayoral Committee on October
2013.

(IV) OVERALL SERVICE DELIVERY PERFORMANCE AS PER THE TOP LAYER SDBIP

Category Color Explanation
KPI's Not Met 0% >= Actual/Target < 75%
KPI's Almost Met 75% >= Actual/Target < 100%
KPI's Met Actual/Target = 100%
KPI's Well Met 100% > Actual/Target < 150%
KPI's Extremely Well Met Actual/Target >= 150%

Emthanjeni Municipality Directorate

11.11%

27.78%

55.56%

Municipal Financial Corporate  Infrastructure Community

Manager Services Services Services Services
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Emthanjeni

Municipality Municipal Financial Corporate Infrastructure Community

Manager Services Services Bervices Bervices
M KPI Not Met 2(11.1%]) - - 1(100%) - 1[25%]
M KPT Almost Met
M KPI Met 5 (27.8%]) 1(100%] 2 (100%) - 1{10%) 1[25%!]
M KPI Well Met i(5.6%) - - - i[10%)
M kP Extremely Well Met 10 [(S55.6%) - - - 8 (80%) 2 [50%]

Total: hE:} 1 2 1 10 4

3.2 SUMMARY

Early indications are that the performance against the output and goals of the Service Delivery
Budget Implementation Plan (SDBIP) are on track, however, a few projects are lagging behind

for various reasons such as:

0 Lack of funding for the upgrade of existing and future electricity networks.

Funding for the upgrade of the dry sanitation (UDS) sewerage system to full waterborne
sewerage in Hanover and Britstown,

0 Upgrade and extension of bulk infrastructure services due to the current and future
economic development that is being led by the renewal energy investment and
construction of the new hospital.

0 The upgrade of the rail network also poses both economic opportunities and social
challenges for the municipal area.

0 Storm water drainage will remain a problem following rain.

o Although the Department of Human Settlements allocated funding for the construction of
new settlement projects the municipality does not have any sufficient funding to address
housing backlog immediately.

0 The slow turnaround of the Supply Chain Management processes, contribute to the delay

in the kick-off of infrastructural projects.

The municipality met 89% (16 of 18 KPI's) which is an indication of the organization’s
commitment towards service delivery in the community. Attached as Annexure D is the
unaudited Top Layer SDBIP for the first half of the financial year ending 31 December 2013
which measures the municipality’s overall performance per Directorate. The report, furthermore,
includes the performance comments and corrective measures indicated for targets not achieved.
Although, this report focuses on strategic service delivery of the municipality, Annexure F has
been included to reflect the contribution and performance per directorate towards achieving

service delivery targets.
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4. AUDIT OUTCOMES 2012/13

The municipality received an unqualified Audit report for the 2012/13 financial year. The table
below indicates the issues raised during the 2012/13 audit conducted by the Auditor-General
with regards to finance and performance and furthermore indicates the corrective measures that

will be implemented:

2012/13

Main issues raised under emphasis of matter

Corrective steps implemented/ to be
implemented

Financial statements

The municipality under spent on the various
grants to the amount of R12 307 652.

Proper planning of the Capital Programme and the
awarding of tenders will be done in advance in the
future.

Material losses to the amount of R10 369 635
were incurred as a result of bulk electricity and
water purchases.

A programme will be developed to address the
line losses of water and electricity.

The material impairments to the amount of
R6 872 760 were incurred as a result of
recoverability of trade debtors.

More aggressive collection efforts will be
employed.

Expenditure was incurred in excess of the limits of
the amounts provided for in the votes of the
approved budget.

The depreciation as per Grap 17 will be further
discussed with Provincial and National Treasury.

The financial statements submitted for auditing
were not prepared in all material respects.

We will try to adhere to these in the 2013/14
financial year.

Predetermined Objectives

Adequate and reliable corroborating evidence
could not be provided for 47% of major variances.

The required performance could not be measured
for a total of 34% of the targets.

The reported performance information as a whole
of basic services are materially misstated.

Lack of standard operating procedures for the
accurate recording of actual achievements and
monitoring of the completeness of source
documentation in support of actual achievements.

Proper planning and keeping of PDO’s will be done
in future to ensure that all targets are met within
the set time frame and can be proofed.

40% of planned targets were not achieved during

the year under review. Mainly due to the fact that
indicators and targets were not suitably developed
during the strategic planning process.

We will do a proper review of the KPI's and their
targets on our SDBIP after the adjustment’s
estimate to cater for our changing environment.

Strategic planning and performance management

The municipal council did not consult with the
local community in the drafting and
implementation of the IDP, by means of a
municipal wide structure for community
participation.

Proper consultation in terms of Section 21 of the
Municipal Systems Act will be instituted as a
matter of urgency.

The performance management system of the
municipality did not provide for taking steps to
improve performance with regards to those
development priorities and objectives where
performance targets are not met.

Management will monitor the actual performance
in terms of the SDBIP on a regular basis to
address early warning indications in order to
ensure that targets are met.
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2012/13

Main issues raised under emphasis of matter

Corrective steps implemented/ to be
implemented

The municipality did not establish mechanisms to
monitor and review its performance management
system.

The municipality did not set measurable
performance targets for the financial year with
regards to each of the development priorities and
objectives and key performance indicators set out
in the IDP.

We will review our IDP with the view to more
simplify our development priorities in line with our
limited capacity and budget.

The municipality did not have and maintain
effective, efficient and transparent systems of
financial and risk management and internal
controls.

A plan of action will be developed and
implemented.

The internal audit did not audit the results of
performance measurements.

The internal audit did not assess the functionality
of the performance management system.

The internal audit did not assess the extent to
which the performance measurements were
reliable in measuring the performance of the
municipality on key and general performance
indicators.

The internal audit unit did not audit the
performance measurements on a continuous basis
and submitted quarterly reports on their audit.

The performance audit committee was not in
place and the audit committee established as
required

The internal audit will develop a clear programme
of action to address the issue.

Annual

Report

Oversight report, containing comments on the
annual report, was not adopted by council within
two months form the date in which the 2012
annual report was tabled.

The Oversight report will be tabled and published
within the required time frames.

Internal Audit & Audit Committees

An audit committee was not in place, this resulted
in all functions that are performed by the audit
committee not being fulfilled.

An Audit Committee will be established by the end
of December.

Internal audit did not report to the audit
committee on the implementation of the internal
audit plan

Weaknesses within Internal Audit will be
addressed by developing a clear and proper plan
of action.

Internal audit did not report to the audit
committee on matters relating to internal audit,
internal controls, accounting procedures and
practices, risk and risk management and loss
control.

This will be monitored by the Municipal Manager
and Directors.

The internal audit unit did not advise the
accounting officer and report to the audit
committee on matters relating to compliance.

This will be monitored by the Municipal Manager
and Directors.

Procurement and contract management

Contracts and quotations were awarded to bidders
who did not submit a declaration on whether they
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2012/13

Main issues raised under emphasis of matter

Corrective steps implemented/ to be
implemented

are employed by the state or connected to any
person employed by the state.

Goods and services with a transaction value of
below R200 000 were procured without obtaining
the required price quotations.

The preference point system was not applied in all
procurement of goods and services above
R30 000.

MBD documentation will be completed with all
procurement.

Contracts were awarded to bidders based on
preference points that were not allocated in
accordance with requirements

Quotations were awarded to bidders that did not
score the highest points in the evaluation process.

Proper reasons will be provided when deviations
occur.

Expenditure

Management

Money owing by the municipality was not always
paid within 30 days of receiving an invoice or
statement.

Payments will be made within 30 days after
receipt of valid invoices.

Reasonable steps were not taken to prevent
unauthorized expenditure, irregular expenditure
and fruitless and wasteful expenditure.

Proper expenditure management will be
developed and enforced immediately.

Consequences Management

Unauthorized expenditure, irregular, fruitless and
wasteful expenditure incurred by the municipality
was not investigated to determine if any person in
liable for expenditure.

Proper investigation will be done and the matter
will be reported to the Mayor and Council.

Internal Control

The accounting officer did not ensure that proper
policy and procedures and internal control
procedures are developed, implemented and
monitored to report on the property plant and
equipment of the municipality.

Internal control will be sharpened and improved
to ensure that all weaknesses, inadequate
controls and other short comings are addressed
immediately.

The accounting officer does not evaluate whether
management has implemented effective internal
controls by gaining an understanding of how
senior managements has met its responsibilities
in terms of maintaining the preparing the annual
financial statements and compliance with the
supply chain management regulations.

Internal control will be sharpened and improved
to ensure that all weaknesses, inadequate
controls and other short comings are addressed
immediately

The accounting officer did not ensure that
effective and adequate internal controls and
systems are in place to ensure compliance with
laws and regulations and pre-determined
objectives. This is evidenced by significant finding
as reported in this audit report

Internal control will be sharpened and improved
to ensure that all weaknesses, inadequate
controls and other short comings are addressed
immediately

The financial statements were not sufficiently
reviewed for completeness and accuracy prior to
submission for auditing

Internal control will be sharpened and improved
to ensure that all weaknesses, inadequate
controls and other short comings are addressed
immediately

The municipality lacks skills regarding certain
aspects of financial reporting framework and
performance management requirements. The

The IT Policy has been approved by the Rules

Committee and the IT implementation plan of the
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2012/13

Main issues raised under emphasis of matter

Corrective steps implemented/ to be
implemented

underlying accounting records of the municipality
did not always facilitate the preparation of the
financial statements to comply with the
accounting framework.

strategy will be developed and enforced
immediately.

Management does not design and implement
formal controls over IT systems and availability,
accuracy and protection of information.

The IT Policy has been approved by the Rules
Committee and the IT implementation plan of the
strategy will be developed and enforced
immediately.

There is no sufficient controls around daily
processing between cash received and cash
banked.

Proper control will be developed with clear
segregation of duties that will be assigned to the
various officials in the Revenue Division.

5. ADJUSTMENTS BUDGET

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.”

Accordingly a report on adjustments to the budget will be submitted for consideration by Council
before 28 February 2014.

6. ANNUAL REPORT

3The Annual Report of the 2012/12 financial year is covered in a separate report to Council and
was tabled on 20 December 2013.

As prescribed in section 72(1((a)(iii) of the MFMA the Accounting officer must assess the
performance of the municipality in the first 6 months taking into account the past year’s Annual
Report, and progress on resolving the problems identified in the Annual Report. Council
appointed the MPAC to compile an oversight report. This report will include a summary of

comments and conclusions on the Annual Report of the municipality.

ISAK VISSER

MUNICIPAL MANAGER DATE
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7. ANNEXURES

7.1 FINANCIAL AND BUDGET PERFORMANCE

(i) ANNEXURE A —REPORT ON REVENUE AND EXPENDITURE: TABLE C4 FROM THE

MUNICIPAL IN-YEAR REPORT FOR THE PERIOD ENDING 31 DECEMBER 2013

(ii) ANNEXURE B — CASH RECEIPTS AND PAYMENTS: TABLE C7 FROM THE MUNICIPAL
IN-YEAR REPORT FOR THE PERIOD ENDING 31 DECEMBER 2013

(iif) ANNEXURE C — DEBTOR AGE ANALYSIS AND PAYMENT RATIO’S FOR THE PERIOD
ENDING 31 DECEMBER 2013

(iv) ANNEXURE D - DEBTOR COLLECTION RATE FOR THE 6 MONTH PERIOD ENDED
31 DECEMBER 2013

7.2 SERVICE DELIVERY PERFORMANCE

(v) ANNEXURE E — ToP LAYER SDBIP 2013/14 AND ASSESSMENT OF TARGETS

ACHIEVED

(vi) ANNEXURE F — DASHBOARD OF OVERALL PERFORMANCE FOR 2013/14 PER

STRATEGIC OBJECTIVE

(vii) ANNEXURE G — DEPARTMENTAL SDBIP 2013/14 DASHBOARD OF OVERALL

PERFORMANCE PER DEPARTMENT
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