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1. Purpose
To provide consolidated monthly financial statements for 30 municipalities in

Limpopo Province as at 29 February 2012.

2. Background
In terms of section 71(1) of the MFMA, the accounting officer of a municipality must
by no later than 10 working days after the end of each month submit to the mayor of
the municipality and the relevant provincial treasury a statement in the prescribed
format on the state of the municipality’s budget reflecting the following particulars for

that month and for the financial year up to the end of that month:

a) Actual revenue, per revenue source;
b} Actual borrowings;
¢) Actual operating expenditure, per vote;
d) Actual capital expenditure, per vote;
e) The amount of any allocation received,
f) Actual expenditure on those allocations, excluding expenditure on —
i. lis share of the local government equitable share; and
ii. Allocations exempted by the annual Division of Revenue Act from
compliance with this paragraph and;
g) When necessary, an explanation of -
i. Any material variance from the municipality’s projected revenue by source,
and from the municipality's expenditure projections per vote;
ii. Any material variance from the service delivery and budget implementation
plan; and
i. Any remedial or corrective steps taken or to be taken fo ensure that
projected revenue and expenditure remains within the municipality’s

approved budget.



According to section 71(6) of the MFMA, the Provincial Treasury must by no later
than 22 working days after the end of each month submit to the National Treasury a
consolidated statement in the prescribed format on the state of the municipalities’

budget, per municipality and per municipal entity.

3. Methodology / Assessment Technique
The consolidated monthly budget statement is compiled in terms of Section 71(6) of
the Municipal Finance Management Act (No. 56 of 2003). The year-to date budget
amounts reflected in statements are compared with the year-to date actual amounts
and variances are identified. The majority of municipalities do not provide reasons
for material variances; hence assumptions in this report are based on the
motivations provided by the few municipalities or those that are gathered during our

interaction with the municipalities.

4. MFMA 871 Compliance Checklist
Table 1: MFMA $71 Compliance Checklist

Municipality Dec-11 Jan-12 Feb-12
DC 35 - CAPRICON 16.01.2012 14.02.2012 27032 QT2
LIM 351 - BLOUBERG 13.01.2012 14.02,2012 14.33.2012
LIM 352 - AGANANG A OTIRZOTE wl14,02.2012 19.03.2012
L.IM 353 - MOLEMOL.E 13.01.2012 14.02.2012 :

LIM 2354 - POLOKWANE 13.01.2012 14.02.2012

LIM 355 - LEPELLE-NKUMPI 09.01.2012 13.02.2012

DC - 47 - GREATER SEKHUKHUNE 13.01.2012 14,02,2012 2
LM 471 ~» EPHRAIM MOGALE 16.01.2012 14.02.2012 13.03.2012
LIM 472 - ELIAS MOTSOALED! 13,01,2012 13.02.2012 13.03.2012
LM 473 - MAKHUDUTHAMAGA 16.01.2012 14.02.2012 14.03.2012
LiM 474 - FETAKGOMOQ 16.01.2012 14.02.2012 14,03.2012
LiM 475 - GREATER TUWBATSE 11.81.2012 25022 Q 20N

DC 33 - MOPANI . 14.02.2012 14.03.2012
LiMVI 331 - GBEEA“"E’“ER GIY ANI 14.02.2012 2EIO0ER 0Ny
LiM 332 - GREATER LETABA 14.02.2012 14.03.2012
LIM 333 - GREATER TZANEEN 14.02.2012 14,03.2012

LIV 334 - BA- PHALABORWA, 14.02.2012 28032 Q2
LIM 335 - MARULENG 10.02.2011 00.03.2012

DC 386 - WATERBERG 14.02.2012 14.03.2012

LiM 361 - THABAZIMBI 14.02.2012

LIM 382 - LEPHALALE 14.02.2012 pras o ic: o
LIV 384 - MOOKGOPONG s | 14 02,2012 14.03.2012
LiM 365 - MODIMOQILLE 14.02.2012 14.03.2012

LIM 366 - BELA-BELA o e 12.03.2012
LIM 3687 «- MOGALAKWENA 14,02.2012 S T R
DC 34 - VHEMBE ] 14,02.2012 15.03.2012
LM 341« MUSINA 14.02. 2012 280322
Livt 342 - MUTALE S 14.02.2012 14,.03.2012
LIV 343 - THULAMELA 14.02.2012 14.03.2012
LIM 344 - MAKHADO | 44.02.2012 15.03.2012

Source: in-year-menitoring database



Table 1 indicates that for the month of February 2012, twenty-four (24) out of thirty
(30) municipalities submitted MFMA S71 Schedule C reports. This is a regression
considering that in January 2012; only two (2) municipalities did not submit the
MFMA S71 reports. Out of the twenty-four (24) submissions, five (5) submitted the
reports after the due date prescribed by the MFMA, and none of the eleven (11)
municipality complied with MFMA 874 (2) in this regard.

5. Municipal Budget Implementation
This section of the report focuses on progress made by municipalities in budget
implementation. It indicates the extent to which Accounting Officers comply with

Section 69 of the MFMA in terms of budget management.

5.1Financial Performance
Financial performance statements show operating revenue and expenditure for the
year o date. The variances between the budget and actual expenditure are

reflected in these siatementis.

Table 2: Financial performance

g;i:i %Zg';:: A: ii;t:f Honthly zctuai] YearTD actual Ybf,?jfg YT0 varianca | YT0 variance :ii:{
R fhousands %
Finzncial Performance
Properiy rales Ga5471 e 205 70,668 471,303 418,638 53766 35 602
Senvice charges TIRAIGT| 2543405 L1TEEM WIWEE 1827261 1304000 4447 ¥ 2357051
investment revenue o401 WS 184538 31367 174619 162,008 RYLTE Wy ne2
Transizrs recognissd - operational 3heaTis|  ASBRTABL 3ENIH PEERE N VLR E SR RUKY K i 1 3875350
Cther um revasue 579,670 LTINS BT 43888 343875 580,881 123,058) A% e
Total Revenue (excluding capita transers and THIAREE  S088R2| SI84IN3 542871 5839065 3308475 16e410) A THIT
contributions}
Employes cosls PUGOTT| LRI 1508158 MIERE 1838014 184TM {205,728 i 244381
Remunsraton of Counclors i MBTRA [ 1B4A08 25688 176,668 182,668 (3,509 R IR T
Depreciation & asset impainment 20 ST 497448 B3881 193854 06| (18 A% G003
Finaace tharges 52620 74,604 n ) 24 44] 418 (18.578) 4¥4 59541
Vatesials and buk parchases 150751 1FIS260( 85808 3780 1047072 107843 129,351} 18583
Transters and gran's 18623 LIRS RAREH §,199 40457 43961 {8 424} A% A0
{Oher expendiure ZS08.470 |  2B978E 220847 097040 148873 1TOEISET (0B08Y) ATt 4RI
Tolal Expenditure TARATI8 L BSMRSND| STETIME TBag2 4608579 536078 {84100 AR 7758054
SurplusiDeficit) 84,638 M43 (22835) (131805 423048 538,683 §34,182 128% 1618

Source: In-year-monitoring database



Figure 1: Financial Performance
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The financial performance to date reveals that municipalities achieved above the
year-to-date budget for items like property rates, operating grants and investment
revenue. Conservative budgeting and non consideration of extensions during
budgeting periods are possible contributors to this performance. The line item other
revenue on the other hand records a negative variance of 41 percent which is under
collection on own revenue. This line item consists of revenue from rental of

municipal buildings, licences, fines, agency services, etc.

The underperformance on the operating expenditure budget remains a challenge.
Amongst other contributors is the poor application of accounting principles resulting
in non allocation of expenditure for non cash items. In addition, poor budgeting
principles for items like borrowing resulted in a huge underperformance on the item;
this is as a resuit of municipalities budgeting for the revenue from borrowing and
subsequently budgeting for finance charges against the borrowings applying
principles which do not meet the criteria for realistically anticipated revenue in terms
of the MBRR.



5.2 Capital Expenditure

Table 3: Capital Expenditure and Sources of funds

20101 Budyet Year 2011112
(?;gg;de gﬂg’;‘:: ﬁng:;;tld Monthly actusl] YeartD actural 123;2 YTD varizace | Y70 variance }Fzgi\i’::
R thousands &
Capital expenditure & funds sourges
Capital expenditure 25044081 3703642 2.037884 132,827 938,103 1,759,725 {821,622) A% 1715583
Capital ransfers reconnisad 1726281 3482278 ( 1583091 124615 9760881 1571024 {564,935} 3% 1614224
Pubfic conbibutions & donatons 35 - - - - - - -
Borowing BEH 53,930 50,000 1400 29,598 43048 {16,452 A% 53954
intemally generated funds 557,748 703,151 778,281 8027 95,005 204214 (108,208} 53 459,483
Total sources of capital funds 1,767,580 453791 1993353 1350431 1,101,588 1,825,185 (723,597}! A% 2187837

Source; in-year-monitoring database

Figure 2: Capital Expenditure
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The capital expenditure budget records under spending of R821 million (47 percent) to

date, the under spending of 47 percent is as a result of under spending on expenditure

funded by grant and borrowings to the value of R594 (38 percent) and R19 million (40

percent) respectively. The inability of municipalities to spend from internally generated

funds resulted in a material under spending of R109 million (53 percent). The

implication in this regard is that municipalities will not be able to implement the capital

budget as per the SDBIP, thereby hampering service delivery. In addition, there is a risk

that unspent conditional grant funds will be reverted to the National Revenue Fund due

to inefficiencies in contract and project management within municipalities.

g




Furthermore, the greatest risk is that conditional grant funding may be spent on
operating expenses, thereby breaching the conditions of the grant and incurring a

liability in that regard.

5.3 Financial Position

Table 4: Financial positions

2010011 Budget Year 2011/12
Audi igi Adjuste r
el Bl Il T G
R thousands
Financial position
Total current assets 4,788,207 2,858,009 1,808,704 4,601,162 7,875,866
Totai non current assets 23,790,014 18,331,528 5,284,457 15,568,512 35,982,061
Totat current liabilities 3171079 1,662,745 1,612,085 2,409,680 4,933,631
Total non current liabilities 918,106 716,227 272,148 656,601 1,641,081
Community weaith/Equity 21,452,414 17,811,585 5,674,614 16,603,469 36,301,536

Source: In-year-monitoring database

Figure 3: Financial positions
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This table reveals gross breach of budgeting principles. A horizontal comparison of

each line item reveals that this information is not credibie and hence, no reliance should

be placed on it.
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5.4 Cash Fiow Statement
Table 5; Statement of Cash Flow
2810111 Budget Year 2011112
Audited Original Adjusted YearTD actual YearTD Full Year
Qutcome Budget Budget hudget Forecast
R thousands
Cash flows
Net cash from {used) operating 3,883,857 5,281,745 2,670,980 2,365,793 2,920,738 5,838,156
Net cash from {used) investing (3.066,153)[ (2,406,119  (80%.380) (2,263,447 1660,766) (1,324,703}
Net cash from {used) financing 342,842 {24,257) {5,543) {12,838) (10,878} 62,422
Cashlcash equivalents at the monthiyear end 7,099,167 3,517,538 1,899,675 1,037,378 2,886,143 5,523,845

Source: In-year-monitaring database

Figure 4: Statement of Cash Flow
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Municipalities realised a net cash outflow from both investing and financing activities,

while a net cash inflow was realised from operating activities. Cash inflow from

operating activities mainly comprises of grant funding and own revenue collection while

cash from investing and operating activities is sourced from amongst others decrease in

investment and borrowings. The net effect of the inflow versus the outflow resulted in a

positive cash and cash equivalents at month end of R1 billion. Due to the current

challenges regarding the credibility of the cash flow statement of municipalities, reliance

on these financial results should be exercised with caution.
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5.5 Debtors and Creditors Ageing
Table 6: Debtors and Creditors Ageing

Riads AR 1803 Wk ek AREIVE Bgbs BT OeH Ted
i e a i B it BE o E
B 45 Ale) i 11485 BEL A
28] B 34 48 i e W
1 HH i 1 4 i XA Hill

Source: In-year-monitoring database

Figure 5: Debtors Ageing
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The table above reflects minimal improvements in terms of collection of revenue due {o
the municipalities. All categories reveal a decrease in total debt from January to
February 2012 with the exception of the category 121 days which recorded an increase
of R282 million. However, the total debt decreased by R174 million (5 percent) between
January and February 2012. This suggests that municipalities were able to collect some
monies from the long outstanding debts. Amongst other municipalities, the intervention
by Treasury and CoGHSTA led to the recovery of R22.9 million by Greater Tubatse
Local Municipality from The Department of Rural Development and Land Reforms.

12



Figure 6: Creditors Ageing
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The creditors’ book also recorded a decrease in the total owed by municipalities, the
total decrease between January and February 2012 amounts to R202 million (24
percent). However, the statement continues to disclose serious non compliance with
MFMA S65 and MFMA Circular 48 by having monies owed for more than thirty days.

6. Conclusion
The financial performance of municipalities reveal over performance in property and
service charges revenue (budgeted versus actual billing), while underperformance is
recorded for own revenue. The operating expenditure and the capital budget continue to
underperform by a huge margin. There is a huge positive balance in cash and cash
equivalents which represents unspent conditional grants received by municipalities;
which in terms of grant conditions is a liability to the National Revenue Fund. The
debtors and creditors ageing statement recorded decreases which are as a result of
improvement in the collection of outstanding debtors and the payment of creditors,
especially trade creditors. The Provincial Treasury will during the assessment of the
2012/13 tabled budget put more efforts in assisting municipalities to have credible
budgets. In addition to improving the credibility of the budgets, the assessments will
also reduce the level of material variances reported in MFMA S71 reports by

municipalities.
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