MONTHLY FINANCIAL MANAGEMENT REPORT ASAT END FEBRUARY 2016

(9/1/3/6) Cluster : Finance

Portfolio : Financial Management

PURPOSE

The purpose of the report is to reflect the finahgiosition of the Municipality for the
month of FEBRUARY 2016

OBJECTIVE

The objective of this report is to assist Counziékercise their oversight function to:

. Makes rational decisions about the allocation sbugces;

. Assess the current provision of services, as veelha sustainability of future
service delivery;

. Assess how officials have discharged their accduilittaresponsibilities;

. Ensure transparency in respect of the municipalifitancial position and
operating results;

. Assess the performance of the municipality measagainst preset targets

and objectives;

. Inform Council on how cash and other liquid resegrevere obtained and
utilized:;
. Assess whether financial resources were admindtareaccordance with

legislative and regulatory requirements; and
. Promote comparative information for prior perioasl actual results against

budgeted or planned results;

Legislative Requirements:

It is important for a municipality to report in @dto comply with comprehensive legislative
and contractual requirements, regulations, regiricand agreements. Effective financial
reporting should therefore not only involve the gengtation of bare financial facts but
should also make provision for compliance issuatggration and interpretation. This will
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enable interested parties to readily comprehendsidpaficant aspects of a municipality’s

financial operations.

This report is compiled as per the requirementsSettions 54 and 71 of the Local

Government: Municipal Finance Management Actpb68003.

BACKGROUND

With reference to section 71 above, “the accountifficer must by no later than 10
working days after the end of each month submNational treasury and other spheres of
government the FEBRUARY report of the municipaétstatement on the implementation

of the budget and the state of the financial agfairthe municipality”.

Financial reports are the primary means of comnaiimg financial information to other
interested parties. These reports are made acledsibthe Executive for additional
management and financial information that helpgatries out its planning, decision-
making and control responsibilities, and therefoas the ability to determine the form and

content of such additional information to meebig needs.

Governance is built around the responsibilitiesaodountability and oversight requiring a
culture of transparency and regular reporting. Mdegailed financial reporting to the
Council will  facilitate an environment in which femtial or real financial problems are
reported intime and inan appropriate manneraliow the council to remedy the

situation.

The financial situation of the municipality as hetend FEBRUARY 2016 is indicated in

the different schedules as listed below.



EXECUTIVE SUMMARY

Iltem of Financial | Actual Actual Trend Analysis
Position/ Performance | JANUARY FEBRUARY
2016 2016

Current Assets

Debtors Age Analysis R 5904 224.40 R 6 487 762 Increased from previous month due
billing for IT services from Emfulen
LM.

Cash & cash equivalents:

Investments R 241 334 R 242 270 Increase from previous month due

Interest received.

Cashbook balance (bank R 9 414 735.57

reconciliation) Primary

" R 5025 363.0¢

Cashbook balance (bank R 21 369 735

reconciliation)

Licensing

R 1446 581.14

) Decrease from previous month due to

investment made.

:

no

Current Liabilities

Creditors Age Analysis R 63 442 653 R 76 455 52(Q Increase in current liabilities due fo
increase in trade creditors, refundaple
deposits and monies payable to license
authorities.

Cash Flow

Cash  flow closing R 30 911 392 R 6 755 604 Decrease from previous month due|to

balance operational expenses exceeds revenue.

Cost Coverage indicatoy 0.22| Austerity  mechanism to  control

expenditure implemented and ongoing

Grants received in FEBRUARY 2016:

Equitable share

First tranche of the 2015/16 Equital
Share received in July 2015, secc
tranche of R 77 279 000 received
2015. Third

November tranche

e
nd

n




Item of Financial | Actual Actual Trend Analysis
Position/ Performance | JANUARY FEBRUARY
2016 2016

equitable receivable in March

MSIG RO R 0| Implementation of EPMS system.

FMG RO R 0| Financial Management Grant received in
July 2015, to be utilized for Financial
Management Interns and Finandial
Capacity Building

EPWP RO R300 000.0Q0 Extended Public Works Programme
managed by SPED.

NDPG RO R177 260.95 No allocation for 2015/16.

HIV/AIDS RO R 0| Grant from the Department of Health for
HIV and AIDS program.

Grants spent in FEBRUARY 2016:

MSIG RO R 0| Implementation of EPMS system.

FMG R74 069.16 R79 660.80 Financial Management Interns apd
Financial Policies expenditure.

EPWP RO R 0| Expenditure on EPWP grants programs
managed by SPED.

NDPG RO R 0| Capital projects performed on behalf |of
the Local Municipality.

HIV/AIDS RO R 0| HIV/AIDS grant expenditure.

Financial Performance

Operating Revenue far R7010412 R 11481634 Received to date 63% (benchmark

Month 67%).

Operating Expenditure R 26999170 R 29 309 051 Spent to date 62% (benchmark 67%).

for Month

Capital Expenditure fof R1283922 R 1294596.9] 4660 of total Capex budget spent |to

Month date (benchmark 67%).

MFMA Compliance

Monthly reports MFMA 71,66 MFMA 71,66 Submit monthly reports on budget

implementation and employee costs.




Iltem of Financial | Actual Actual Trend Analysis
Position/ Performance | JANUARY FEBRUARY
2016 2016
Budget MFMA 21(1) (b) | MFMA 54 (1) Review SDBIP.
& 53 (1) (b)

DISCUSSIONS

The discussions below are broadly categorized uiteers of financial position (balance
sheet), items of financial performance (incomeestent) and cash flow, as well as other
information of key importance such as Asset Mansgg and MFMA Compliance.

Financial Position

The balance sheet of Council is broadly distingedsinto “Assets” (what Council owns)
and “Liabilities” (what Council owes) as per GerlgraAccepted Accounting Principles
(GRAP). The difference between assets and liadsliis referred to as the “Net Assets.”

The net assets of Council are primarily composegksérves that Council has built up over
the years. The nature of these reserves can ler eitig-fenced for specific use only (non-

distributable reserves), or redistributable forenthse as determined by Council. It must be
noted that these reserves are non-cash items amaciCe cash held as investments do not

match these reserves.




a) Current Assets

Debtors Management and Credit Control Status fntlbnth ending FEBRUARY2016

The debtor's book balance of the municipality aadted in“Annexure A” at the end of
FEBRUARY amounted to 6.5 million.

The major debtors were:

= |T services rendered in the month of FEBRUARY 2016:
= R 80 820 due from Midvaal Local Municipality wheyelR 80 820 is
current, R 0is over 30 days, R 0 is over 90 daysR O is over 120 days;
* R 6406791.88 is due from Emfuleni Local Munidityawhereby R
563 943.79 is current, 478 153.72 over 30 day8,d&B.45 is over 60 days,
R 460 562 is over 90 days and 4 385 052.67 is b2@rdays;

Details of credit control measures implementedAbgets Management are provided in the

Debtors’ Management report tabled separately t€Cthrmmittee.

Cash & cash equivalents

Movement on Investment Balances

Surplus cash is invested only over short-term pisriof 90 days, 60 days, 32 days and all
deposits in order to be able to cater for the emped spending within the various months.

This results in a fluctuating investment balancéchlis reported on a monthly basis.

Annexure “B” is the investment schedule which iradés the movements of investments
made and funds withdrawn during the month. Thestwments comprises of mostly ring-

fenced committed grant monies that are not cuiydrging utilized.

The opening investment balance at the beginnirigeomonth of FEBRUARY 2016 was
R 241 333.76. There was no investment made and thas no investment withdrawn for
the month of FEBRUARY 2016. R 936.57 was interebiclv was accumulated and has



been recorded in our book of accounts accordinghe carrying forward balance hence
equates to R 242 270.33

It must be noted that Council’s investments are miged of monies from various sources
and serve different purposes. Savings from the @nbudget that have no conditional
purpose are usually held in the “accumulated ssifphi Council. However, it must be

noted that the “accumulated surplus” is made upaziounting book-entries and does not
necessarily imply that these sums are cash-backgeh¥sical funds in investments. The
monies held in investments for Council are mostidmup of grant monies received that is

not yet utilized. The following are descriptionssaich funds held in our investments:

Fund Source Purpose

Equitable share Each municipality receives an atioa of revenue raised nationally|

—

Note that a portion of the equitable share sergea eseplacement ¢

the repealed RSC levies.

Conditional grants| Unspent portions of the ¢oodal grants received from National and
Provincial Treasuries are held in investments uhily are required
for making payment as per specifications of thengrahese monies
must be treated as “committed” and are not aval&in use other than

that specified in the conditions of the grant.

Provisions backed byAccounting standards (GRAP 19) require contribigiom provisions
cash reserves for leave pay and other contingent liabilities te tash backed by

being held in various assets (such as investments)

Bank reconciliation

Annexure” C1 — 4” indicates the bank reconciliaigrepared for the month of FEBRUARY
2016 with the detail on the bank and cash booknoais

The Council has four operating bank accounts whidd to be reported on namely:

. Two Primary bank accounts, and

. Two License bank accounts



Council is operating two primary accounts whilereatly underway with interim process to

transition banking services from one service previo another.

Bank reconciliations are completed monthly withnee working days after the end of each

month.

The cashbook shows a favorable balance of R 6 44129as at the end of FEBRUARY
2016.

b) Current Liabilities

Creditors’ Age Analysis

Annexure “D” represents the creditors’ age anahRi23 073 996.46 million was due
payable to the Licensing Authority in FEBRUARY 20i@ fees collected in JANUARY
2016 as part of the agency function. R 162 845 hsldefundable deposits, R53 million

payable to trade creditors and.

c) Net Assets

Reserves

The balance sheet of Council is broadly distingedsinto “Assets” (what Council owns)
and “Liabilities” (what Council owes) as per GerlgraAccepted Accounting Principles

(GRAP). The difference between assets and liadsliis referred to as the “Net Assets.”

The net assets of Council are primarily composeesérves that Council has built up over
the years. The nature of these reserves is thattieering-fenced for specific use only (non-
distributable reserves), as determined by accogistiandards. It must be noted that reserves
comprise of mostly accounting book-entries andnaie-cash transactions. This implies that
the reserves on the face of the financial statesn@minot equate to cash held as investments
by Council.



As required by prescribed accounting standardsAfSR1), only provisions are shown
separately on the face of the Statement of FinbRasition. All reserves are “ring-fenced”

as internal reserves within the Accumulated SurpgRisg-fenced reserves are as follows:

a) Assets fair value reserve

b) Government grant reserve (GGR)

These reserves not supported by cash but are @ely for book entry purposes for the
phasing in of increased depreciation charges asuwtrof the full implementation of GRAP
17.

According to GRAP standards, the GGR is created nwttee municipality receives
government grants for the acquisition and/or cawmsion of fixed assets. Once the
conditions of the capital grant have been met,fiinels are recognized as “revenue” (non-
cash) on the statement of financial performances Tievenue” recognized is then in turn
transferred out of the Accumulated Surplus to tli&RGon the Statement of Net Assets in
order to offset the future depreciation of the @ryy plant and equipment in question.
Hence, the reserve is committed solely for thigopee and cannot be utilized for any other
purpose. This is referred to as the non-distridetgiortion of the reserves. Council must
note that these are all non-cash entries.

The purpose of these reserves are to promote coityrenuity and facilitate budgetary
control by ensuring that sufficient funds (non-Qaate set aside on the accounting books to
offset the future depreciation charges (non-cakh) will be incurred over the estimated
useful life of the item of property, plant and qguient financed from government grants,
public contributions or a (non-cash) surplus agsiom the revaluation of property, plant

and equipment.
Council must note that these are all non-cash emntperformed only for compliance
purposes in line with accounting standards preedriy the Accounting Standards Board

(ASB) and enforced by the Office of the Account@neral.

A reconciliation of reserves is detailed in a sapareport tabled before Council.



Cash Flow

Cash Flow Status for the Month Ending FEBRUARY @01

See Annexures “B”,” C1- 2"" E”

Essentially, the cash flow statement is concernigld thve flow of physical cash in and cash
out of the municipality as we collect monies owgddebtors and pay out monies due to

creditors.

Annexure “E” is Council’'s cash flow statement whialdicates the movements on the main
bank accounts. The incoming receipts amount tal Rnillion. Outgoing payments were
made to the amount of R 27 million. Taking into@aat the opening cashbook balance, this
left a favorable closing balance of R 6.7 millionthe close of the FEBRUARY 2016

period, which shows a major decrease margin fr@tinteonth’s closing balance.

Cost coverage indicator

{All avail able cash atthie end of the period in the Cashhook ) + {Investments athand [s:z Provisions!

The cost caverage formula =
gef Monthly fixed operating expenditure

The cost coverage formula = (R 6 471 944.23) + (R 242 270 - R 583 678)
R 27 742 817

0.22TIMES

The cost coverage of the municipality indicates thauncil is not capable of covering the
monthly fixed operating expendituf@.22times) and shows that the investments and cash
flow of the municipality are unfavorable. The forl@awoes not take into consideration the
contingent assets and liabilities whereby if takeo consideration this will indicate that the
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municipality is having a liquidity problem as idditd in the AG reports of both 2013/14
and 2014/15.

a) Cash flows from Grant Funding

Grant allocations and expenditure

Annexure “F’represents the Grants allocation and their experedit

. Equitable Share:
First Equitable Share tranche of 2015/16 amount;mdr102 400 000.00,
million was received in the month of July 2015. T@ezond tranche of R77

279 000 was received in November 2015. The lasictre is receivable in
March 2016. All operational expenses are being édraainst this grant.

. Finance Management Grant (FMG):
R1, 250 million was received in the month of Jul 2. Of this amount,

R79660.80 was incurred in operational expensesnsiahe Finance
Management Internship Programme expenses in thehntsrFEBRUARY

2016. The six FMG Interns were involved in the daling activities during
the month of FEBRUARY 2016 as part of their tragnotation plan:-

0 Four interns in Supply Chain Management;
0 One intern in Payroll; and
0 One intern in Expenditure.

. Municipal Systems Improvement Grant:

An amount of R 930 000.00 was received in the monthuly 2015. During
the month of FEBRUARY no expenses were incurrednagéhe grant.

. Neighborhood Development Programme Grant (NDPG):

No amount was received for the month of July 2@1Brently an amount of
R 0 was spend in 2016.
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HIV/Aids:

An amount of R4, 225,800.00 million is receivedmionth of July 2015, R2,
894,159 received in November 2015 and the munitypahcurred no
expense in the month of FEBRUARY 2016

. LED Projects:
No amount was received for the month of July 20M6. expenses was
incurred during the month of FEBRUARY 2016, to ddtere were no
another commitments against the grant in the mohBEEBRUARY 2016.

. EPWP Projects:
An amount of R 400 000 was received in the montAwgust 2015 and R
300000.00 in FEBRUARY 2016 no expenses were indudaring this
month.

. Grant payments to Local Municipalities:

No grant payments were scheduled for local munilitips: for the month of
FEBRUARY 2016.

Financial Performance

Financial performance shows the results of oparatfor the given period. It lists sources of
revenue and expenses. The statement measures ribemaece of Council for a given
period of time. Surplus or deficit is used to measfinancial performance and directly

related to the measurement of revenue and expeadduthe reporting period.
Operating expenses are incurred in the courserafuing normal Council business. They
are classified by function such as employee relatsstis, general expenses, finance charges

and contributions to provisions.

“See Annexures G, H & I”

b) Actual Expenditure
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Annexure “G” represents the organizational OpegatRevenue and Expenditure which
illustrates that R 11 481 634 thousands was gestkratrevenue. R 29 309 051 million was
spent during the month of FEBRUARY 2016 on the apeg accounts.

Annexure “H” represents the Capital expenditure and RevenueeuCapital expenditure
amounted to R 1 294 596.97 and it was funded iatlyrfor various moveable assets such

as furniture & equipment, computers & printers.

Details on performance progress on capital proj@autlined as péAnnexure 1.”

c) Pro-Rata Operating Comparative Analysis (BudgetActual by Cluster)

The Total Performance of the municipality as parfouwdings and reviews are as follows:

* As the month of FEBRUARY 2016 signals the first riioaof the third quarter of the
2015/16 financial year, spending trends ought taroeind 0.22%. “Other Income”
consists of income items such airfield fuel & fe@scharges to LMs, profit on sale
of assets; skills levy income, tender income ad @aglrecoveries from telephone
costs and commission on salaries.

* The monthly performance analysis indicates thadltekpenditure is at 62% and
revenue is at 63% of the pro-rata budget.

* Interventive measures:

0 The Supply Chain Management Unit together with Ra@ Management
both serve on the Contract Management Committe@ecthdy Corporate
Services: Legal & Support to monitor contractual ligdtions and
performance management of service providers.

0 Cost Containment measures are still in place taowin on expenditure.

d) Pro-Rata Capital Comparative Analysis (Budget wsual by Cluster)

The total Capital Budget approved for 2015/2016 am®to R 13 616 000 million. Capital
projects amount to R13 616 060d was downwards adjusted in the adjustment bhudge
R9 950 741 The total capital budget of R3-616-0009 950 74million is funded internally
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from reserves (accumulated surplus) as clustetedfdab gain external funds for those

projects when rolling out Council’s capital intelysprogramme and drive to assist local

municipalities.

Details on performance progress on all capitajegte are outlined as p&knnexure 1.”

The spending analysis on own fixed assets as arntief the month of FEBRUARY 2016

is shown in the table below:

.. Adjustment Current

Original %

Description g Budget Month Committed I\I;)r\?ement Available °
Expenditure

Budget Spent
FURNITURE AND .
EOUIPMENT 1421000 1660000 | 510009.55 o| 117051513 | 48948487 71%
COMPUTERS AND
coMPare 1,000 000 1820000 | 24838017 0 80837415 | 1,011,625.85 44%
VEHICLES 0 0 0 0.00 0.00
CAPITAL PROJECTS 4095 000 1070741 0 0 790,983.33 279'757;37;22 74%90%
NETWORKS 6400000 | 470000000 | 408236.00 o| 317918174 1’522'3*3%2'52% 68%58%
INTERNAL NETWORKS 700 000 700000 | 127971.25 0 358,579.06 | 341,420.94 51%
Sub-Total 13 616 000 9950741 | 129459697 0| 630763341 | 3643107.59 63%
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The indication for capital projects is that all erges is funded internally for the various

components of assets as per the above table.

a) Asset Management

Other Financial Matters

Asset Management

* The Loss Control Committee meets periodically toedsin the responsibility of loss and
advise Council accordingly. Details of proceediragsd findings are tabled in a separate

report.
* A scheduled year-end asset stock take took pladedaring this stock-take the physical
condition and location of assets were verifiedriden to ensure completeness and accuracy of

the fixed asset register. Currently asset verificastock take will take place twice a year.

» Assets Management and CFO have made follow-up thi¢h Department of Health on
matters outstanding EMS debt.

* No other matters of material significance to reportAsset Management.

e) Monitoring of Compliance

Policy Governance of Municipal Finance and MFMA Giiaince

As part of improving Sedibeng District MunicipalgyMFMA reporting module, the project
plan report indicates our compliance to the reguéets as outlined per the MFMA for the
financial year ended from 1 July 2015 to 30 Jun&620which has been divided into
timeframes of reporting: Annually, Quarterly, Moltl& Ad-hoc.

Finance is pleased to inform the Committee thatahligations in terms of compiling the
annual financial statements within the prescriptsGRAP and the requirements of the

MFMA have been duly met on time.

15



It must be noted that the individual Clusters aesponsible to action projects and
programmes based on their planned OPEX and CAPIEYdis as aligned with their overall
SDBIPs. Finance facilitates and supports the €tagh an overview capacity to ensure that

required targets are met. However, without full m@@tion of the Clusters in providing

substantiation to the comparative reports, Finaraseot completely assure the quality and

accuracy of the information disclosed in this reépor

See Attached Annexures reflecting detail informatio

“A” Debtors Age Analysis
“B” Investment Schedule
“C” Bank Reconciliations
“‘D” Creditors Age Analysis
“‘E” Cash Flow Statement
“F” Grants Allocation and Expenditure
“G” Operating Revenue and Expenditure
“H” Capital Expenditure and Revenue Source
“1 Capital Projects Progress
“J” MFMA Compliance
RECOMMENDED:
1. THAT the financial management report as at thd EEBRUARY 2016 as per

attach annexure “A” to “J” be noted.

MR. C STEYN CLLR. P B TSOTETSI
ACTING CHIEF FINANCIAL OFFICER MMC FOR FINANCE
Date Date
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