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Executive Summary

The Municipality is required to produce a Service Delivery and Budget Implementation Plan to show the following;
e Monthly projections of revenue and expenditure for the operating and capital budgets
o Quarterly service delivery targets and performance indicators.

Each month the Municipal Manager must present the Mayor with a report showing how income and spending is

progressing against these projections.
Every quarter the Mayor must report to Council on the progress of the budget.

Revenue Projections 2019/20

Following is the municipality's expected operating revenue to be accrued over the financial year.

FS5203 Ngwathe - Table A1 Budget Summary

T 201920 Medium Term Revenue
Description 2015116 201617 2017118 Current Year 2018/19 & Expenditure Framework
. 5 5 i y Full Pre- Budget | Budget | Budget
R thousands &l;:g;de ()A;‘tgg‘::e gﬁjtggf:e gﬁg'":tl Agd‘;“::’ Year audit Year Year+1 | Year+2
g 9 | Forecast | outcome | 2019120 | 2020/21 | 2021122
Financial
Performance
Property rates 64 481 76 797 76 080 87335 | 87335 87 335 87335 94 045 99123 104 476
Service charges 241 164 261919 263 978 358 426 360135 | 360135 | 360135 | 398700 | 420230 | 442922
Investment revenue 1998 1522 1629 1473 1473 1473 1473 1684 1775 1871
Transfers
recognised -
operational 190 055 173 559 175721 194 555 194 555 194 555 | 194555 | 222145 | 228228 | 247560
Other own revenue 37335 48 309 50 981 61285 59 576 59 576 59 576 74648 | 78801 83 056
Total Revenue 535033 562 107 568 390 703073 703073 | 703073 | 703073 | 791221 | 828156 | 879884
{excluding capital
transfers and
contributions)
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Operating Expenditure
Following is the municipality's operating budget expected to be spent over the financial year.

Employee costs 181 460 186 764 231429 218 950 217 217 217217 217 217 229 937 245 228 261535
Remuneration of

councillors 11479 11443 14428 15239 15 392 15 392 15 392 16 331 17 417 18 575
Depreciation & asset

impairment 62 790 66 235 82844 68 959 68 959 68 959 68 959 73441 77 407 81587
Finance charges 79518 106 580 35 675 210 100 100 100 - - -
Materials and bulk

urchases 191 568 237780 246 999 275445 308 220 308 220 308 220 326 460 342 397 360 744

Transfers and grants - - - - - - - - - -
Other expenditure 222 362 218 257 227 762 256 903 207 566 207 566 | 207 566 188 437 186 954 198 593

Total Expenditure 749177 827 059 839137 835 706 817 454 817454 | 817454 834 605 869 402 921034

Surplus/{Deficit) (214 144) (264 952) | (270747) | (132633) | (114 380) | (114 380) (114 380) (43 384) (41 246) (41 150)

Service Delivery Targets and Performance Indicators

Each Directorate must provide quarterly targets so that performance can be monitored throughout the year. The
Municipal Manager's and Director’'s performance contracts must contain these targets. The targets cannot be changed
during the year unless Council approves the changes.

Introduction

As a low capacity municipality in terms of implementation of the Municipal Finance Management Act, Ngwathe
municipality produced its first Service Delivery and Budget Implementation Plan for 2009/10.

A Service Delivery and Budget Implementation Plan is defined in chapter 1 of the Act as a detailed plan approved by
the Executive Mayor for implementing the municipality's delivery of municipal services and its annual budget.
Essentially a business plan, the SDBIP is an integral part of the financial planning process. Although its approval is
required after the budget its preparation has occurred in tandem with the budget process. The SDBIP is the connection
between the budget and management performance agreements, and it includes detailed information on how the budget
will be implemented — by means of forecast cash flows — and service delivery targets and performance indicators.

The Components of a SDBIP

The five necessary components of a SDBIP are:
1. Monthly projections of revenue to be collected for each source
2. Monthly projections of expenditure (operating and capital) and revenue for each vote
3. Quarterly projections of service delivery targets and performance indicators for each vote

4. Ward information for expenditure and service delivery
5. Capital works plans.

The SDBIP is the formal link between organisational performance and the budget. It also provides a means to measure
cost effective service delivery by linking the inputs — the budget — to the service outputs and outcomes.

Budgetary control and performance monitoring combine to measure the cost effectiveness of service delivery.
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COST EFFECTIVE SERVICE DELIVERY

UTPUTS / OUTCOME
INPUTS (FINANCE) OUTPUTS / S
(SERVICE DELIVERY)
I L A
BUDGET MONITORING PERFORMANCE MANAGEMENT

The SDBIP Concept

National Treasury, in MFMA circular 13, outlined the concept of the SDBIP. It is a contract between the administration,
council and community expressing the goals and objectives set by the council as quantifiable outcomes that can be
implemented by the administration over the next twelve months.

It is a management, implementation and monitoring tool that will assist the Executive Mayor, Councillors, Municipal
Manager, Senior Managers and community. It is also a performance monitoring tool that enables the Municipal Manager
to monitor the performance of senior managers. The MFMA requires that the performance agreements of senior
managers be linked to the measurable performance objectives in the SDBIP.

As a vital monitoring tool, the SDBIP should help enable the Executive Mayor and Municipal Manager to be pro-active
and take remedial steps in the event of poor performance.

The SDBIP is considered as a layered plan. Whilst only the top layer is made public at council, the budget and
performance targets should be broken down into smaller targets and cascaded to middle-level and junior managers.
Directorates should be producing their own SDBIP's which roll up into the municipality’s SDBIP.

MFMA requirement - Approval of the SDBIP

Under the MFMA the process for approval of the SDBIP is covered under Chapter 7 - Responsibilities of Mayors and
Chapter 8 - Responsibilities of municipal officials.

Under chapter 8 the Accounting Officer must submit a draft of the SDBIP to the Executive Mayor within 14 days of the
budget being approved as well as drafts of the annual performance agreements required in the Municipal Systems Act.
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Chapter 7 of the MFMA requires the Executive Mayor to “take all reasonable steps” to ensure that the SDBIP is approved
by the mayor within 28 days after the approval of the budget and that the SDBIP is made public no later than 14 days
after that.

MFMA requirement — Implementation & monitoring

Section 54 sets out the responsibilities of the Executive Mayor regarding budgetary control and the early identification

of financial problems.

When a budget monitoring report is received under section 71 or 72 of the MFMA, the Executive Mayor must check
whether the budget is being implemented in accordance with the SDBIP. If it is decided to amend the SDBIP, any
revisions to the service delivery targets and performance indicators must be made with the approval of council following
an adjustments budget. The Executive Mayor must issue instructions to the accounting officer to ensure that the budget
is implemented in terms of the SDBIP.

The revised SDBIP must be promptly made available to the public.

Operating Expenditure

The annual operating budget has been broken down into monthly projections by applying the trends of previous years'
spending to each line item in the budget.

The projections in the estimates annexure are shown by Service Delivery Unit and by expenditure type.

The following should be considered in the Final SDBIP;

There is a risk of building into the plan undesirable trends. For example, the graph above shows a high-level of spending
anticipated in the final month of the financial year. This is a regular and common occurrence in municipal finance but
not necessarily desirable.

There may have been extraordinary events in past years that have skewed the trends and these trends will be avoided
from being repeated in 2019/20 although they are included in the SDBIP.

The estimates are based on percentage spending per month and do not consider any over or under spending on
particular items.

The projections for the draft SDBIP indicates expenditure will be spent and revenue will be received evenly throughout
the twelve months.

The operating expenditure budget, excluding recharges, for 2019/20 = 1< 435 Million.
Operating Income

Again, previous year trends have been used to provide the estimates for 2019/20 and the previous comments on the
shortcomings in this methodology apply to revenue as well. The information is shown by department and by the national
standard for showing revenue source. The estimates are based on budgeted income rather than cash collected.
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The operating income budget for 2019/20 is R 703 Million.

Capital Expenditure

As far as the cash flow forecasts of the Capital Expenditure for 2019/20 are concerned, the projections contained in this
document are very speculative. The cash flow forecasts will be revised and refined in the finalization of the final SDBIP
for 2019/20.

The Capital budget for 2019/20 is itlion.

Service Delivery Targets and Performance Indicators

Several meetings were held with directorates and the performance indicators and targets developed. These targets have
been included in the 2019/20 SDBIP.
, The targets and indicators attempt to measure a range of activities in the municipality. It will be the responsibility of
directorates to provide information on progress towards achieving these targets on a quarterly basis.

It is likely that new performance indicators will be developed as the Municipality is currently putting in place a new
performance management system. Any revision to the SDBIP resulting from a change in Performance Indicators will be
reported to Council for approval in terms of Section 54 (c) of the MFMA.

Definition of a Vote

The MFMA requires that operational and capital expenditure by vote is shown in the SDBIP. The MFMA defines a vote
as one of the main sections of the budget.

A circular from National Treasury clarifies this further by providing details of the Government Finance Statistics
classifications which aims to provide a consistent basis for defining a vote so that information can be gathered for
comparative purposes.

The SDBIP shows the projections by Ngwathe Service Delivery Units as these are the most relevant for monitoring
purposes and is in line with the municipality's new virement policy. However, the SDBIP estimates annexure also
includes a table for each directorate showing where each Service Delivery Unit sits in relation to the GFS service
classification.

Monitoring and the adjustments budget process

The section 71 and 72 budget monitoring reports required under the MFMA should provide a consolidated analysis of
the Municipality’s financial position including year-end projections.

As detailed earlier, the Executive Mayor must consider these reports under s54 of the MFMA and then decide as to
whether the SDBIP should be amended.

The Adjustments Budget concept is governed by various provisions in the MFMA and is aimed at instilling and
establishing an increased level of discipline, responsibility and accountability in the municipality’s finances.
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In simple terms, funds can be transferred within a vote but any movements between votes can only be agreed by an
adjustments budget.

Appendix 1-Protocol for revision of SDBIP

The Executive Mayor must decide on receipt of a section 71 or 72 budget monitoring report whether to amend the SDBIP
in the light of the information received.

This protocol sets out the various steps that should be followed to allow the Executive Mayor’s obligations under section
54 of the MFMA to be fulfilled.

Protocol
Financial Services (Budget Office) will provide the Municipal Manager with information as required under section 71 and

72 of the MFMA and this information will be submitted to the Executive Mayor by the 10th working day of each month.
The information will show a comparison of actual performance against the planned income and expenditure included in
the SDBIP.
For capital projects, each variance of +10% or 110, whichever is the greater will be highlighted. The Executive
Mayor will then ask the Director responsible for that project for a written report covering;

e The reason for the variance

¢ If necessary, what corrective measures have been put in place.

e Whether the start and finish dates of the capital project need amending.

¢ Whether the project specification will need to be amended.

» Revised monthly estimates of expenditure for the project.

The Director must supply this information within one week of the request from the Executive Mayor.
Following the receipt of these reports the Executive Mayor will make one of the following decisions:
* Note the report of the Director.

¢ Note the report of the Director and keep the project under review.

e Request the Director to attend a Performance Review meeting with the Executive Mayor, Municipal Manager
and Director Financial Services to examine the reasons for the variation, the potential for bringing the project
back on track and the likely impact on service delivery.

Following this meeting, the Executive Mayor will then decide whether the SDBIP should be amended.

If it is decided to amend the capital programme and SDBIP, to maintain overall service delivery, Directors will be asked
to put forward schemes currently scheduled for year 2 or 3 of the capital programme that can be implemented sooner.
The financial implications of these suggestions will be assessed by the Chief Financial Officer / Director of Financial
Services and a recommendation made to the Executive Mayor as to which ones would be possible to proceed with and
an adjustments budget prepared.

For operating expenditure and revenue, the Executive Mayor will review the variances in the monthly budget monitoring
report and, notwithstanding the requirements for an adjustments budget, request from Directors an explanation of all
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variances +10% of the monthly budget forecast. Directors will be asked to explain whether the service delivery targets
included in the SDBIP can still be achieved.

The Executive Mayor will then decide whether the SDBIP should be amended in the light of these explanations.

At the end of each quarter, Directors must supply the Municipal Manager with the actual performance against each of
the performance indicator targets. This information must be submitted to the Executive Mayor by the 10th working day
after each quarter along with the budget monitoring information for that quarter as provided by Financial Services
(Budget Office).

If the actual performance on any indicator varies from the planned performance the Executive Mayor can ask the
responsible Director for a written report asking for an explanation of the variance and, if the performance is worse than
projected, what measures have been put in place to ensure that the projected level of performance can be met in the
future.

The Executive Mayor will then review these reports and decide whether the SDBIP should be amended.
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