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Data Source and Reliability

This publication contains information in summary form and is therefore intended for general guidance
only. It is not intended to be a substitute for detailed research or the exercise of professional judgment.
KwaZulu-Natal (KZN) Provincial Treasury hereby disclaims any and all responsibility for any loss,
injury, damages, or expense directly or indirectly arising out of or relating to the use or reliance on this
publication or the material contained therein. This publication has been prepared for the KZN
Legislature. Provincial Treasury does not accept responsibility to any other party to whom it may be
shown, or who on their own volition, may decide to rely on it. This report has been compiled based on
information provided by the municipalities in the form of Annual Financial Statements, Budgets and
preliminary information from the National Treasury Local Government Database. The information
provided, accounting records or financial statements of the municipalities have not been audited and
accordingly, KZN Provincial Treasury can express no assurances thereon. This publication is in
compliance with, amongst others, Section 71(7) of the Municipal Finance Management Act, No. 56 of
2003 (MFMA), and is not to be used for any other purpose.

Provincial overview and municipal analysis contained in this report is based on the MFMA Section 71
reports that each Accounting Olfficer (Municipal Manager) and Chief Financial Officer were required
to sign and submit to National Treasury. Therefore, any queries on the budgeted and actual figures
reflected in the publication must be referred to the relevant Municipal Manager or Chief Financial
Officer.

This publication may not be copied in whole or in part without the written consent of KZN Provincial
Treasury.

© 2018 KwaZulu-Natal Provincial Treasury

All rights reserved.

Methodology and Approach

The methodology and approach used for the compilation of this report included the following:

The data for the consolidated performance analysis at a district level (Provincial Overview) and for the
performance analysis per municipality in this report was extracted from the National Treasury Local
Government Revenue and Expenditure published MFMA Section 71 report. The data for the non-
delegated municipalities have been included in the report (namely: the eThekwini Metro, the Msunduzi
and uMhlathuze Local Municipalities). It should be noted that the budget performance figures published
by National Treasury are preliminary figures and do not take the year-end reconciliations into
consideration.

It is probable that there will be material adjustments to the audited 2017/18 Annual Financial Statements
in which case, it is recommended that the analysis should be used in conjunction with audited
information in order to have a reliable overview of the budget performance of the municipalities for the
2017/18 financial year.
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Chapter 1: Introduction

In terms of Section 71(7) of the Municipal Finance Management Act, Act 56 of 2003 (MFMA), the
Provincial Treasury must, within 30 days after the end of each quarter, make public as may be
prescribed, a consolidated statement in the prescribed format on the state of municipalities’ budgets
per municipality and per municipal entity.

As one of my duties as the MEC for Finance, | submit to the Provincial Legislature, a consolidated
review of the 4™ Quarter Close-out Report for 2017/18.

The purpose of this report is to provide the reader with a holistic overview of the budget and financial
performance of our municipalities as at 30 June 2018 across the province. The report also reflects on
the support provided by the various business units within Provincial Treasury.

This consolidated 2017/18 Municipal Finance Report has been prepared in compliance with the
legislative requirement indicated above. The report not only covers the budget and expenditure
performance of the municipalities, but also includes performance in other non-financial areas which are
critical in ensuring sustainable improvements of municipalities in areas of internal controls, financial
efficiency, governance as well as accurate reporting, all of which are necessary aspects for taking correct
and informed decisions.

The supporting initiatives by the various business units within Provincial Treasury are aimed at ensuring
that the municipalities are sufficiently capacitated in order to provide economic, efficient and effective
service delivery to the communities that they serve. The report includes all 54 municipalities in the
province comprising of 51 delegated and 3 non-delegated municipalities.

The report provides the reader with a balanced overview of the state of the budget performance of
municipalities for the 2017/18 financial year while identifying amongst others, areas of financial
weaknesses and risks which must be addressed in order to improve the financial position of
municipalities. The assessments of the budget performance of the municipalities could also serve as an
early warning signal for the identification of municipalities facing financial challenges.

This report also allows municipalities to compare their performance to other municipalities within the
same category of municipalities in their district or in other districts within the province.

The report is structured in the following format:-
e Chapter 1 presents the introduction to the report;
e Chapter 2 presents an analysis on the socio-economic outlook in the KwaZulu-Natal Province;

o Chapter 3 provides an overview of the 2017/18 Budget performance of all municipalities,
aggregated at a district level to provide a provincial perspective. The chapter also includes the sale
of Bulk Services of Water and Electricity by the Water Boards and Eskom respectively, the level of
spending on Conditional grants and finally, the status of municipal Cash flow positions for the
2016/17 audited financial year and the 2017/18 unaudited financial year;

e Chapter 4 provides an overview of each district regarding geographical location, basic services
provided by municipalities in a district, employment status of the Accounting Officer (Municipal
Manager) and Chief Financial Officer, 2016/17 audit opinions, as well as a budget performance
analysis per municipality in each district;

e Chapter 5 highlights the process of the 2017/18 Mid-Year Budget and Performance Assessments
Reports, Adjustments Budgets as well as the 2018/19 Budget Evaluations, followed by the status of
1



Non-compliance with the MFMA and the Division of Revenue Act (DoRA) reporting requirements,
Implementation of the Municipal Regulations on Standard Chart of Accounts, Budget Steering
Committees and Financial Management Capability Maturity Model;

e Chapter 6 provides an overview of the support provided to municipalities by the various business
units within Provincial Treasury which include the Municipal Support Program (MSP), Supply
Chain Management (SCM), Banking, Risk and Advisory Services (Internal Audit), Municipal
Accounting and Reporting, Norms and Standards, Infrastructure (“Crack Team”), Public Private
Partnerships (PPP) and Intergovernment Relations (IGR); and

e Chapter 7 concludes the report by highlighting some of the critical challenges that the municipalities
are encountering in their process of providing service delivery. These challenges require urgent and
undivided attention to ensure that financial management at municipalities, amongst others, is sound
and sustainable.

Therefore, as part of my duty as MEC for Finance, I therefore, hereby submit to the Provincial
Legislature, a consolidated statement as prescribed by Section 71(7) of the MFMA.



Chapter 2: Socio-economic Profile of KwaZulu-Natal

Districts

1. Introduction

The purpose of this chapter is to highlight the current socio-economic status of the KwaZulu-Natal
(KZN) Province with a focus on demographics, economic performance, sector analysis, the labour
market, development, social grants, education and household infrastructure. The key areas that are
reviewed include the 10 districts and the eThekwini Metro over the past 10 years. This analysis has been
done in order to acquire a comprehensive understanding of the contribution of the province and its
districts towards the aforementioned indicators. This understanding will assist in the allocation of scarce
resources towards the unlimited needs of the province’s communities. Also, a full understanding of
these socio-economic factors will provide critical information to policy makers, enabling them to
distribute funds in an equitable manner.

This chapter consist of nine sub-sections whereby the first section deals with demographic profiles,
looking at the population dynamics of the province as well as its districts. The economic performance
of the municipalities are analysed with the focus being on the global, national and the KZN Province’s
economic review and outlook. The economic sub-sections also include sector performance and an
analyses of the position of the contribution of international trade towards the province and its districts.
Sub-sections also look at the behaviour of the labour market, focussing on job scarcity, labour force
participation rate, absorption rate and labour remuneration and productivity. Lastly, it analyses
development indicators, social grants, education and household infrastructure.

2. Socio-Economic Review of KwaZulu-Natal
2.1 Demographic profile
2.1.1 Total population

Population dynamics exert a tremendous influence over the aspects of economic development which
includes amongst others; standard of living, levels of literacy and education standards as well as the
levels of healthcare. Recognising and planning for a demographic transition is an essential prerequisite
for the welfare of a society. This will ensure the efficient allocation of available resources for the benefit
of both, the current and future generations.

South Africa (SA) is a diverse country comprising of a wide variety of cultures, languages and religious
beliefs. The 2018 Mid-year population estimates by Statistics South Africa (Stats SA) reveals that the
country’s population is currently estimated at 57.7 million, indicating an increase of 11.4 percent from
the 51.8 million recorded in 2011. The province of KZN is home to an estimated 11.4 million people
which translates to 19.7 percent of the South African population. Consequently, KZN is the second most
populous province after Gauteng which has an estimated 14.7 million people, constituting 25.4 percent
of the national population (Stats SA, 2018).

Table 2.1 illustrates the population size of the province and its districts, percentage share of the KZN
population by district, area in square kilometres (km?) and the population density. The eThekwini Metro
was the most populous region (where regions consist of 10 districts and a metro) in the province with
approximately 3.9 million people which is 34 percent of the population for KZN. The main contributing
factor to this phenomenon is rural-urban migration; where people migrate with the hope of finding jobs
in the main economic hub of the province and also to improve education since most of the higher
learning institutions are located around the eThekwini Metro. It is therefore not surprising that the

3



eThekwini Metro had the highest population density of 1512.8 per square kilometre (km?) in 2017,
given the size of the population in the metro.

The uMgungundlovu District was the second most populous region in the province at approximately
1.1 million, which translates to 9.7 percent of the population in KZN in 2017. The Harry Gwala District
was the least populated region consisting of 493 036 people and consequently, has the least population
density at 47.5 per km? in 2017.

Table 2.1 Population size, area in square kilometres and population density in 2017

Population size|{% Share of KZN population Area in square kms % Share of KZN area Population density
eThekwini 3 866 505 34.0 2 556 2.7 1512.8
Ugu 733765 6.4 4791 5.1 153.2
uMgungundlovu 1107 971 9.7 9602 10.2 115.4
uThukela 706 913 6.2 11134 1.8 63.5
uMziny athi 552 650 4.9 8652 9.2 63.9
Amajuba 540 700 47 7102 75 76.1
Zululand 848 587 7.5 14 799 15.7 57.3
uMkhany akude 677 982 6.0 13 855 14.7 48.9
King Cetshway o 960 582 8.4 8213 8.7 117.0
iLembe 659 456 5.8 3269 35 201.7
Harry Gwala 493 036 43 10 386 11.0 47.5
KwaZulu-Natal 11 384 700 100 94 361 100 120.7

Source: Stats SA, 2018

Similar to death and birth rates, migration patterns within the province play a vital role in the variation
of the population size in the region. Although there had been an increase in the size of the population in
KZN, an analysis of the period from 2006 to 2016, reveals that inter-provincial migration had affected
KZN negatively. The out-migration exceeded in-migration by an estimated 69 206 people in the period
0f' 2006 to 2011 and by another 68 382 people between 2011 and 2016 as per Table 2.2.

Migration is cited as one of the main factors contributing to the decline in KZN’s share of the national
population thus affecting its equitable share grant allocation. The Eastern Cape (EC) suffered the highest
loss with 492 983 people migrating out of the province for the period 2011 to 2016 resulting in negative
net-migration of 320 066. The majority of the South African population migrate to the Gauteng and
Western Cape (WC) Provinces as per Table 2.2, most probably in search of better job opportunities.

Table 2.2 Estimated provincial migration streams in 2006-2011 and 2011-2016

Provinces 2006-2011 2011-2016
Out-migrants In-migrants Net-migration Out-migrants In-migrants Net-migration
Eastern Cape 500 377 147 759 -352 618 492 983 172917 -320 066
Free State 152 418 119 042 -33 377 157 714 132 917 24 797
Gauteng 416 569 1330 136 913 568 479 461 1459 549 980 088
KwaZulu-Natal 323 856 254 650 -69 206 344 302 275920 -68 382
Limpopo 384 523 214913 -169 610 389 290 248 413 -140 878
Mpumalanga 176 028 230 424 54 396 193 479 258 374 64 895
Northern Cape 65 956 68 987 3031 71678 75 606 3929
North West 171274 257 038 85763 191729 288 204 96 475
Western Cape 134 482 409 922 275 440 157 210 449 308 292 099

Source: Stats SA, 2018

2.1.2 Population distribution by age and gender

Figure 1 shows the population distribution for KZN by age and gender in 2018. The population pyramid
indicates that the largest population in 2018 ranges between the age group of 00-04 to 30-34, which is
approximately 67.7 percent of the total population. Approximately 30.7 percent of this cohort are
children between 00 and 14 and 37 percent represents the economically active youth population
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(15-34), thus indicating that the province is predominantly youthful. It can be seen in the diagram that
the male population decreased at a faster pace compared to their female counterparts. This could be a
result of factors such as migration patterns and higher mortality amongst males due to risky social
behaviour.

Figure 1: KZN population distribution by age and gender (percentages) in 2018
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Source: Stats SA, 2018

The total provincial dependent population is estimated at 4.1 million, while the economically active
population is estimated at 7 million. The outcome of these estimates is a high dependency ratio of 58.6
percent!. The dependency ratio is one of the key factors negatively influencing economic growth.
Nations with high dependency ratios spend a large amount of their budget taking care of dependents
through transfers, while those with lower ratios are able to devote more resources to investing in
physical capital, technological progress and education.

A higher dependency ratio is likely to reduce productivity growth since resources are not spent on capital
goods that are able to create employment, instead, they are spent more on consumer goods, which in
turn, reduces investment. If the government fails to address the issues emanating from a high
dependency ratio, there could be increasing pressures placed on government finance which could lead
to higher borrowing or higher taxes thus impacting negatively on the fiscus.

2.2 Economic performance

Taking into account both global and national economic performance, this section provides the Economic
Review and Outlook of the province of KZN and the districts therein. The analysis commences with an
outline of the global, national and KZN economic review and outlook and is then followed by a brief
review of the sector analysis in KZN.

2.2.1 Global economic review and outlook

According to the International Monetary Fund (IMF, 2018), the global output is expected to grow at 3.9
percent in 2018 and 2019, respectively. These projections are slightly higher than the growth rate of 3.7
percent recorded in 2017. Similar to the IMF, the World Bank (2018) also anticipates moderate growth

! Dependency Ratio = [((Number of people under 15 years) + (Number of people aged 65 and over)/ (Number of people
between 15 and 64))]*100= (4 117 781/7 030 367)*100=58.6 percent. The dependency ratio is an age population ratio of those
not in the labour force.
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rates of 3.1 percent and 3 percent over the same period. The World Bank has warned, however, that the
global growth has eased and will slow down to 2.9 percent by 2020, as the global performance dispels,
trade and investment moderate, and financing conditions tighten.

As shown in Table 2.3, an assertion that is confirmed by the IMF (2018), reveals that the rate of
expansion has peaked in some major economies and growth has become less synchronised. This
sentiment is also shared by the World Bank (2018), thereby maintaining that the economic activity
continues to grow above potential in advanced economies, with the additional fiscal stimulus measures
expected to provide a further lift to near-term growth in the United States (US). Therefore, similar to
the global trajectory, the outlook for 2018 for the advanced economies remains unchanged at 2.4 percent
estimated in 2017. This growth rate is however, expected to drop slightly to 2.2 percent in 2019.

Table 2.3: World economic estimates and projections (percentage), 2015 to 2019

Estimates Projections
IMF World Bank IMF World Bank

2015 2016 2017 2015 2016 2017 2018 2019 2018 2019
World 3.2 31 3.7 2.7 2.3 3.0 3.9 3.9 31 3.0
Advanced Economies 21 1.6 2.4 21 1.6 2.3 24 2.2 2.2 2.0
United States of America 2.6 1.6 23 2.6 1.6 23 2.9 2.7 2.7 2.7
Euro Area 2.0 17 24 2.0 1.6 2.4 22 1.9 21 1.7
Japan 1.2 0.9 1.7 1.2 1.0 1.7 1 0.9 1.0 0.8
Emerging countries 41 4.1 4.7 3.5 3.4 4.3 4.9 5.1 4.5 4.7
Russia 3.7 0.6 15 -3.7 -0.6 1.7 1.7 1.5 1.5 1.8
China 6.9 6.7 6.9 6.9 6.7 6.8 6.6 6.4 6.5 6.3
India 7.6 6.6 6.7 7.6 7.0 6.7 73 7.5 7.3 7.5
Brazil -3.8 3.5 1 -3.8 -3.4 1.0 1.8 25 2.4 25
Sub-Saharan Africa 34 1.6 2.8 3.1 1.5 24 34 3.8 3.1 3.5
South Africa 1.3 0.3 1.3 1.3 0.4 0.8 1.5 1.7 1.4 1.8

Source: IMF, 2018

The output growth for the US is predicted at 2.9 percent and 2.7 percent in 2018 and 2019, respectively.
The foreseen broad-based economic growth in the US is attributable to the strengthening near-term
momentum, substantial fiscal stimulus and private final demand. The IMF (2018) projects that the
output growth in the Euro-area will deteriorate steadily to 2.2 percent in 2018 and 1.9 percent in 2019,
down from 2.4 percent recorded in 2017. The Japanese economy contracted in the first quarter of 2018
due to weak private consumption and investment. As a result, the economic outlook for Japan has been
revised downward to 1 percent in 2018 and 0.9 percent in 2019. This projected output is moderately
lower than the 1.7 percent reported in 2017. However, the economy is anticipated to strengthen over the
remainder of 2018 and into 2019, supported by stronger private consumption, external demand, and
investment (IMF, 2018).

The Emerging Market and Developing Economies (EMDEs) are projected to grow by 4.9 percent in
2018 and 5.1 percent in 2019. The outlook for the EMDEs is influenced greatly by the powerful
economic activities that have affected these economies. These include, but are not limited to,

e the rising oil prices;

e  higher yields in the US;
e  dollar appreciation;

e trade tensions; and

e  geopolitical conflict.

Hence, the outlook for regions and individual economies varies depending on how these global
developments interact with domestic factors (IMF, 2018).



The IMF further maintains that economic growth in China is projected to moderate from 6.9 percent in
2017 to 6.6 percent in 2018 and 6.4 percent in 2019 as regulatory tightening of the financial sector takes
hold and external demand softens. India’s growth rate is expected to rise from 6.7 percent in 2017 to
7.3 percent in 2018 and 7.5 percent in 2019 as drags from the currency exchange initiative and the
introduction of the goods and services tax fade.

The Gross Domestic Product (GDP) growth in the Sub-Saharan African region is projected to increase
moderately from 2.8 percent in 2017 to 3.4 percent and 3.8 percent in 2018 and 2019, respectively. The
anticipated economic recovery is attributed largely to the rise in commodity prices. The economic
outlook reflects improved prospects for Nigeria’s economy which is set to increase to 2.1 percent in
2018 and 2.3 percent in 2019 on the back of an improved outlook for oil prices (IMF, 2018).

2.2.2 South African economic review outlook

The South African economy began with a contraction in the first quarter of 2017. Technically, the
national economy experienced its first recession since the global financial crisis of 2009, after it
contracted over two consecutive quarters, that is, the fourth quarter of 2016 and quarter one of 2017
(Stats SA, 2017). Encouragingly, the economic performance improved significantly in the subsequent
quarters of 2017, thereby recording a broad-based average growth rate of 1.3 percent. Although this
growth was unexpected, the outlook for the national economy was already positive, driven largely by
the political transition which boosted investor confidence. Business confidence strengthened further in
the beginning of 2018, partly due to a disciplined fiscal policy stance reflected by the national budget.

Disturbingly, the domestic economy declined sharply by 2.2 percent in the first quarter of 2018. The
recent contraction is attributable to the poor performance of most industries such as the manufacturing,
mining and agriculture industries, which registered negative contributions of 0.8 percent and 0.7
percent, respectively to the national GDP. The exception was the tertiary sector where most industries
recorded positive contributions towards the GDP growth. Consequently, the South African Reserve
Bank (SARB) has since revised its forecast downward for the national economy to 1.2 percent for 2018.
The Business Confidence Index (BCI) also declined to 39 points in the second quarter of 2018, down
from 45 points in the first quarter?.

However, the domestic economic outlook is still positive as the SARB improved its forecast for 2019
to 1.9 percent. This is further supported by Standard Bank’s Purchasing Manager’s Index (PMI) which
increased by 0.9 basis points to 50.9 in June 2018, thereby indicating that the domestic economy is
growing®. The IMF (2018) also revised upward its outlook for the domestic economy to 1.5 percent and
1.7 percent in 2018 and 2019, respectively. The positive outlook was driven largely by the improved
investor confidence as shown by the strengthening private investment. The World Bank (2018) also
cited the improved investor confidence as the main factor influencing its decision to improve the
national outlook to 1.4 percent in 2018 and 1.8 percent in 2019.

2.2.3 KwaZulu-Natal economic review and outlook

KZN is the second largest contributor to the South African economy in terms of Regional Gross
Domestic Product (GDP-R). In 2017, the province reported a real GDP-R of R498.5 billion on average,
which translates to a 16 percent proportion of national aggregate output generated over the same period.
Thus, the province of KZN sustained its meaningful contribution to the national GDP, however, it is
still below that of Gauteng at 35.2 percent but somewhat above the Western Cape (WC) at 13.8 percent

2 The RMB/BER Business Confidence Index essentially flattened at 34 in the fourth quarter, an improvement on the seven and
a half-year low of 29 in the second quarter (see https://www.ber.ac.za/Home/), accessed on 23 July 2018

3 Standard Bank Purchasing Manager’s Index. A score above 50 points indicates SA’s economy is growing
(https://tradingeconomics.com/south-africa/composite-pmi), accessed on 23 July 2018
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(Figure 2). Moreover, as per Figure 3, KZN’s economy is anticipated to grow by 1.2 percent and 1.8
percent in 2018 and 2019, respectively.

Figure 2: National GDP contributions by provinces, 2017

NC,2.3

Source: IHS Markit, 2018

Figure 3: Economic growth rate in KZN, 1996 to 2019
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The provincial output is distributed unevenly across the 10 districts municipalities and the eThekwini
Metro. As expected, the eThekwini Metro is the main economic hub of the province with a 60.9 percent
contribution to the provincial GDP-R. This is attributable to economic activities that take place within
the metro such as tourism and the ports. The second largest contributor to the provincial economy is the
uMgungundlovu District (10.4 percent) followed by the King Cetshwayo District (6.9 percent). The
least contributing districts are the uMzinyathi, Harry Gwala and uMkhanyakude Districts at the
estimated rates of 1.5 percent, 1.7 percent and 2.5 percent, respectively (Figure 4).



Figure 4: Provincial GDP contributions by districts, 2017
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2.2.4 Sector analysis

Table 2.4 provides a review of sector contribution towards the national and provincial GDP-R, in real
terms, over the period 1996 to 2019. The table shows that the national economy is largely driven by the
tertiary sector with an estimated contribution of 63.2 percent of the value added in 2017. The
contribution by this sector has maintained an increasing trend for the past two decades and is expected
to continue to dominate the economy at an average 63.4 percent and 63.5 percent in 2018 and 2019,
respectively.

On the contrary, the contributions made by both the primary and secondary sectors have been
deteriorating constantly over the same period. The primary sector contributed 9.9 percent to national
GDP, while secondary sector contributed 17.9 percent in 2017. This shows a substantial decline when
compared to the past two decades where the primary and the secondary sectors contributed 15.6 percent
and 19.5 percent, respectively in 1996.

Table 2.4: Gross value added by sector in SA and KZN, 1996 to 2019

South Africa KwaZulu-Natal
Estimates Projections Estimates Projections

1996 2006 2017 2018 2019 1996 2006 2017 2018 2019
Primary sector 15.6 12.0 9.9 9.8 9.7 9.8 5.9 6.0 6.0 6.0
Agriculture 2.8 22 24 24 2.4 4.9 3.8 4.1 4.2 4.2
Mining 12.8 9.8 7.5 7.4 7.3 49 2.1 1.8 1.8 1.8
Secondary sector 19.5 19.6 17.9 17.7 17.6 25.2 25.2 22.5 22.2 22.2
Manufacturing 14.0 14.1 12.3 12.2 12.1 18.6 19.0 16.2 16.1 16.0
Electricity 3.1 2.7 2.1 2.1 21 3.3 29 2.0 2.0 2.0
Construction 24 2.8 35 34 34 34 34 43 4.2 41
Tertiary sector 55.0 59.0 63.2 63.4 63.5 55.2 59.7 62.8 62.9 63.0
Trade 12.1 13.4 13.7 13.7 13.8 11.8 14.0 14.3 14.3 14.4
Transport 6.1 8.2 8.6 8.7 8.7 8.6 10.9 11.4 11.5 11.6
Finance 14.3 18.1 20.3 20.3 20.5 12.5 15.7 16.8 16.8 16.9
Community services 22.5 19.3 20.7 20.7 20.4 22.4 19.1 20.4 20.4 20.1

Source: IHS Markit, 2018



A similar trend is also pertinent to the provincial economy, in which the tertiary sector continues to
dominate at 62.8 percent in 2017, up from 55.2 percent in 1996. This trajectory is in stark contrast to
both the primary and secondary sectors which are on a downward trend. The primary sector plummeted
by 3.8 percentage points, down from 9.8 percent in 1996 to 6 percent in 2017. This contribution is
expected to remain the same at 6 percent in 2018 and 2019. Over the same period, contribution by the
secondary sector dropped moderately from 25.2 percent to 22.2 percent. The main drivers of this
contraction are manufacturing, dropping from 18.6 percent to 16.1 percent and electricity, deteriorating
from 3 percent to 2 percent.

Table 2.4 further shows that the community services remains the highest contributing sector to the
economy of the country, despite its slight decline over the period under consideration. The contribution
by this industry decreased moderately from 22.5 percent in 1996 to 20.7 percent in 2017. For both
national and provincial levels, growth by this subsector is expected to remain subdued but continue to
dominate the economy. The dependence of the economy on community services is of concern as the
ideal economy should rely predominantly on the manufacturing sector for job creation and export
promotion purposes. It is of grave concern that the contribution by the manufacturing sector has been
deteriorating constantly on the national and provincial economy.

2.3 Labour markets

It is almost a decade since the global financial crisis occurred, but the South African economy has not
recovered to its full capacity in terms of output growth. The GDP growth of the country has consistently
been growing below 5 percent as envisioned in the National Development Plan (NDP). The protracted
slow economic growth has a negative impact on the labour market in terms of unemployment. As
correctly pointed out by Arthur Okun (1962), if economic growth is very low or negative, the
unemployment rate tends to increase.

Another factor that contributes heavily to the challenges facing the South African labour market is an
excess of unskilled labour which, apart from being needed to perform menial tasks, is largely
unemployable. Accepting that economic growth is a function of investment, labour and capital; it is
necessary to create an environment conducive to satisfying each of the three components. High
unemployment remains the key challenge facing the country and has been approximately 25 percent
over the past two decades without a significant decline. Disturbingly, the youth population constitutes
the largest proportion of total unemployment in the country and KZN alike.

2.3.1 Labour dynamics in South Africa

The South African labour market continues to grapple with a high unemployment rate, which has
consistently been reported at approximately 25 percent over the past two decades without a significant
decline. The Quarterly Labour Force Survey (QLFS) for the second quarter of 2018, shows that the
official unemployment rate increased slightly by 0.5 percentage points from 26.7 percent recorded in
the first quarter of 2018 to 27.2 percent in the second quarter of the same year (Stats SA, 2018).
Nonetheless, the unemployment rate declined by 0.5 percent from 27.7 percent a year ago. The total
number of unemployed persons increased by 102 000 from 6 million in the first quarter to 6.1 million
in the second quarter of 2018.

The QLFS shows that the number of employed persons declined by 90 000, whereby the largest job
losses emanated from the informal and formal sectors with 73 000 and 35 000, respectively. The job
shedding in the formal sector was largely driven by substantial declines in the manufacturing (88 000),
community services (73 000) and the trade (45 000) industries. Conversely, other industries such as
transport, construction and mining recorded the largest employment gains at 70 000, 43 000 and 34 000,
respectively over the same period.

10



Despite that youth unemployment is a global phenomenon?, it is disturbing that the youth population in
the country constitutes the largest proportion of the total unemployed population. The unemployment
rate among young people aged 15 to 34 stood at 38.8 percent in the second quarter of 2018, implying
that more than one in every three young people in the labour force did not have a job. In terms of
education levels, the QLFS indicates that unemployment is higher among those with less than matric at
44.1 percent, followed by those with matric which only stood at 39.1 percent over the same period.

In contrast, the unemployment rate among graduates was relatively low at 11.9 percent (Stats SA, 2018).
This indicates that lower education levels among most young people in the country is among the major
contributing factors to the higher youth unemployment. It is therefore, an undeniable fact that without
the necessary policy interventions to address the slow economic growth, youth unemployment and
education issues, high unemployment is likely to persist into the foreseeable future. Moreover, measures
to tackle the higher youth unemployment should focus heavily on education and skills, targeting mostly
those who dropped-out from school and those with only matric.

2.3.2 Labour dynamics in KZN

When compared to the national trend, the official unemployment rate in KZN declined slightly by 0.5
percentage points from 22.3 percent in the first quarter of 2018 to 21.8 percent in second quarter of the
same year (Stats SA, 2018). It however, declined substantially by 2.2 percentage points when compared
to the same period in 2017, where it was estimated at 24 percent. Moreover, the province recorded the
third lowest unemployment rate after the WC Province at 20.7 percent and the Limpopo Province (LP)
at 19.3 percent. The total number of unemployed persons in the province of KZN declined by 22 000
from 751 000 in the first quarter to 729 000 in the second quarter of 2018.

In comparison with other provinces, KZN with 3 000 employment gains is among the provinces that
recorded an employment increase, which include the Mpumalanga (15 000) and EC (5 000). Other
provinces recorded substantial employment losses, with the WC and Free State (FS) experiencing the
largest job shedding at 50 000 and 26 000, respectively. However, the province of KZN has the second
lowest absorption rate (AR) at 37.4 percent after the EC at 33.1 percent. This implies that most people
of the working age population are not readily absorbed into the labour market. In terms of the Labour
Force Participation Rate (LFPR), KZN has the lowest rate at 47.8 percent, followed by the LP at 47.7
percent. The lower LFPR shows that most people of the workforce within the province are not actively
participating in economic activities.

Table 2.5 displays the unemployment rate trend across the districts and the eThekwini Metro in the
province, over the period 2007 to 2017. In 2017, the Zululand (34.9 percent) uMkhanyakude (34.7
percent), Amajuba (33.6 percent), and uThukela (32.3 percent) Districts had the highest unemployment
rates in the province. Conversely, the eThekwini Metro had the lowest unemployment rate at 16.7
percent, which was far lower than the average provincial rate of 23.4 percent for the period under review.

4 According to the International Labour Organization (ILO), there were about 71 million unemployed youth, aged 15-24 years,
globally in 2017. Available online: https://www.ilo.org/wemsp5/groups/public/---dgreports/---dcomm/---publ/documentspubl
ication/wems_598675.pdf, accessed on 24/07/2018
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Table 2.5: Unemployment rate trend (percentages), 2007 to 2017

Unemployment rate trends

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
eThekwini 22.2 18.6 16.7 15.9 15.2 15.0 14.5 14.7 15.9 16.4 16.7
Ugu 30.9 26.9 24.8 24.2 24.0 25.1 26.5 26.7 26.0 21.2 275
uMgungundlovu 26.2 22.8 211 20.8 20.7 21.4 22.5 22.6 22.0 23.0 23.2
uThukela 34.3 30.3 28.4 28.0 27.9 29.2 30.8 311 30.3 31.7 32.3
uMziny athi 36.2 31.2 28.3 26.8 25.8 27.0 28.7 29.2 28.7 30.2 30.5
Amajuba 34.6 30.5 28.4 27.9 21.7 29.2 311 31.7 31.8 33.6 33.6
Zululand 37.7 33.2 30.8 30.0 29.5 311 33.0 335 33.0 34.8 34.9
uMkhany akude 35.0 31.5 29.9 30.0 30.5 31.8 33.5 33.8 33.2 347 34.7
King Cetshwayo 30.0 26.3 24.5 24.0 24.0 25.4 26.8 27.2 26.7 27.9 28.1
iLembe 26.7 23.2 21.4 20.9 20.7 21.9 23.2 23.4 22.7 239 24.3
Harry Gwala 32.2 28.2 26.1 25.5 25.2 26.5 28.1 28.4 27.4 28.6 28.9
KwaZulu-Natal 271 23.4 21.3 20.6 20.2 20.7 21.4 21.7 22.0 231 23.4

Source: IHS Markit, 2018

2.3.3 Job scarcity

Table 2.6 reflects job scarcity” over the period 2007 to 2017. Job scarcity is one of the useful indicators
in the analysis of labour market conditions. Similar to other indicators, such as poverty and education,
job scarcity plays an integral role in the high levels of the unemployment rate. The province’s job
scarcity has shown a decrease from 26.8 percent in 2007 to 23.9 percent in 2017. This indicates a higher
job creation capacity.

The uMzinyathi District had the highest job scarcity over the period and recorded 43.5 percent in 2017.
This was followed by the Zululand and uMkhanyakude Districts at 40.7 percent and 39.5 percent,
respectively. The eThekwini Metro had the lowest job scarcity at 14 percent in 2017. Taking into
account the link between unemployment and job scarcity, it is apparent that the districts with a high
unemployment rate also have high job scarcity.

Table 2.6: Job scarcity, 2007 to 2017

Job Scarcity

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
eThekwini 19.1 15.2 13.2 12.4 1.7 1.7 11.2 1.2 12.1 12.7 14.0
Ugu 30.9 26.9 24.8 24.2 241 24.9 26.3 26.8 26.3 27.5 28.7
uMgungundlovu 26.7 23.2 21.5 211 21.0 21.8 22.9 23.2 22.8 23.8 24.9
uThukela 32.0 27.6 25.4 24.8 247 26.2 27.9 28.3 27.6 29.0 30.3
uMziny athi 46.6 42.6 40.3 39.2 38.7 39.7 41.2 41.8 41.5 42.7 43.5
Amajuba 35.8 31.6 29.5 28.8 28.5 30.0 31.8 32.5 32.5 34.3 35.1
Zululand 42.5 38.2 36.0 35.2 35.0 36.3 38.1 38.6 38.3 39.9 40.7
uMkhany akude 38.9 355 33.9 33.8 345 35.6 37.3 37.8 37.4 38.8 39.5
King Cetshway o 29.8 25.8 23.8 23.5 23.8 24.5 26.0 26.4 25.9 27.2 28.2
iLembe 33.5 30.5 28.9 28.4 28.2 29.2 30.5 30.9 30.6 31.8 32.9
Harry Gwala 34.0 30.0 27.9 271 26.9 28.3 29.9 30.3 29.4 30.5 31.6
KwaZulu-Natal 26.8 22.9 20.8 20.0 19.6 20.2 20.8 21.3 21.6 22.7 23.9

Source: IHS Markit, 2018

SThe job scarcity rate is the difference between the economically active population and formal employment. It should be noted
that this is not an unemployment rate, but a useful indicator of an economy’s job creation capacity. A higher rate means lower
job creation capacity and vice versa (Mohr P, 2008).
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2.3.4 Labour force participation rate

The Labour Force Participation Rate (LFPR)® shows the extent to which the working population is
economically active. A lower rate can be attributed to various factors, ranging from a high number of
discouraged work seekers, students, home makers and others. Table 2.7 shows that the eThekwini Metro
had the highest LFPR at 39.5 percent in 2017 followed by the uMgungundlovu and iLembe Districts at
38.2 percent and 30.8 percent, respectively. The districts with the lowest LFPR were the uMzinyathi
(17.9 percent) followed by the uMkhanyakude (18.5 percent) and Zululand (19.8 percent) Districts.

Table 2.7: Labour force participation rate, 2007 to 2017

Labour Force Participation Rate

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
eThekwini 44.7 443 42.5 40.3 39.7 39.7 40.0 40.0 39.4 39.1 39.5
Ugu 27.5 271.3 26.1 24.7 24.4 24.7 25.6 26.9 21.7 28.0 28.5
uMgungundlovu 38.8 38.5 36.8 34.9 34.1 34.4 35.3 36.7 37.5 37.8 38.2
uThukela 25.9 25.2 23.6 21.8 211 21.4 22.3 23.4 241 24.4 24.8
uMziny athi 19.1 18.5 17.2 15.7 15.1 15.3 15.9 16.8 17.3 17.5 17.9
Amajuba 31.4 30.4 28.3 26.1 25.1 25.3 26.1 27.2 27.8 28.1 28.6
Zululand 20.7 20.1 18.7 17.1 16.6 16.8 17.5 18.5 19.1 19.4 19.8
uMkhany akude 19.1 18.6 17.3 15.9 15.4 15.6 16.3 17.3 17.8 18.0 18.5
King Cetshwayo 28.4 28.0 26.5 24.8 24.4 24.7 25.6 26.8 27.6 27.9 28.5
iLembe 29.8 29.7 28.5 271 26.8 271 27.9 29.2 30.0 30.3 30.8
Harry Gwala 23.6 23.2 21.8 20.4 20.0 20.3 211 22.2 22.9 23.2 23.7
KwaZulu-Natal 33.0 32.6 311 29.3 28.8 28.9 29.6 30.4 30.6 30.7 31.2

Source: IHS Markit, 2018

2.3.5 Labour absorption rate

Another key indicator in the labour market analysis is the Labour Absorption Rate (LAR)’. The LAR
provides an alternative indication to the unemployment rate regarding the lack of job opportunities in
the labour market. Overall job creation capacity has shown a marginal fluctuating trend over the period
2007 to 2017. Table 2.8 illustrates that the LAR increased marginally for six districts in KZN from 2016
to 2017. The eThekwini Metro and the uMgungundlovu District experienced slight decreases from 34.1
percent in 2016 to 33.9 percent in 2017 and 28.8 percent in 2016 to 28.7 percent in 2017, respectively.

Table 2.8: Labour absorption rate, 2007 to 2017

Labour absorption rate

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
eThekwini 36.2 37.6 36.9 35.3 35.1 35.1 35.5 35.5 34.6 34.1 33.9
Ugu 19.0 20.0 19.6 18.7 18.5 18.6 18.9 19.7 20.4 20.3 20.3
uMgungundlovu 28.4 29.6 28.9 21.5 27.0 26.9 271.3 28.2 29.0 28.8 28.7
uThukela 17.6 18.3 17.6 16.4 15.9 15.8 16.1 16.8 17.5 17.3 17.3
uMziny athi 10.2 10.6 10.2 9.6 9.3 9.2 9.4 9.8 10.1 10.0 10.1
Amajuba 20.1 20.8 20.0 18.6 17.9 17.7 17.8 18.4 18.8 18.4 18.5
Zululand 11.9 12.4 11.9 111 10.8 10.7 10.9 11.4 11.8 1.7 11.8
uMkhany akude 11.6 12.0 11.4 10.5 10.1 10.1 10.2 10.7 1.1 1.0 11.2
King Cetshwayo 19.9 20.8 20.2 19.0 18.6 18.6 18.9 19.7 20.4 20.3 20.5
iLembe 19.9 20.7 20.3 19.4 19.2 19.1 19.4 20.2 20.8 20.7 20.7
Harry Gwala 15.6 16.2 15.8 14.9 14.6 14.5 14.8 15.5 16.2 16.1 16.2
KwaZulu-Natal 24.2 25.2 24.6 23.4 231 231 23.4 23.9 24.0 23.8 23.7

Source: IHS Markit, 2018

®The LFPR is the proportion of the working age population which is economically active (Stats SA, 2011).
"The labour absorption rate is the proportion of working age group 15-64 that are employed (Stats SA, 2014).
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Other district municipalities recorded the same percentages as the previous year which includes the Ugu
(20.3 percent), uThukela (17.3 percent) and iLembe (20.7 percent) Districts.

2.3.6 Labour remuneration and productivity

Labour productivity is defined as the output per unit of labour. Labour remuneration is measured as
remuneration per worker at current prices. It is a meaningful indicator since it helps reflect changes in
the price of labour. An improvement in this variable can be due to an accumulation of machinery,
improvement in technology, investment in infrastructure, skills development and improvement in the
health of organisations. Figure 5 shows a comparison of the labour productivity and labour remuneration
from 2006 up to 2017 for the KZN Province.

Figure 5: KwaZulu-Natal remuneration and productivity trend analysis, 2006 to 2017
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A rapid growth in remuneration per worker is not harmful as long as it is coupled with a proportional
increase in productivity. This measure serves as an important indicator of cost pressures,
competitiveness and cost efficiency of labour. If unit labour costs increase faster than in the economies
of its international competitors, the situation might be temporarily absorbed by reducing profit margins,
but in the long term the deteriorating competitiveness will reduce exports, output and employment
(Mohr, 2008).

As is evident in Figure 5, the trend shows a high magnitude between productivity and remuneration
whereby the latter variable is far higher than productivity in KZN. Labour remuneration growth in the
province has outstripped productivity growth. Inherently, productivity levels should be consistent with
the remuneration trend. The discrepancy between the two variables implies that efficiency in production
is low compared to the given costs of labour from 2007 to 2017.

2.4 International trade

International trade extends the market of a country’s output beyond the national frontiers and ensures
better prices though exports. Through imports, international trade makes goods, inputs and technology
which are either not available or available at higher prices, thus improving the level of satisfaction for
the consumers. These inputs which are offered from international markets at reasonable prices as well
as the technological spill-overs are important for developing countries since trade provides them with
the opportunity to catch up with developed countries through increased production.

The benefits from trade can be negatively affected by the imposition of trade restrictions such as tariffs
on commodities imported from other countries as it has recently been the case with the US and China.
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This can cause retaliation, thus resulting in trade wars which can negatively affect other countries more
especially, emerging market and developing countries including SA.

SA’s trade and industrial policy has evolved over the years. This is due to the country’s movement from
a highly protected, inward looking, economy towards a more open economy. A key challenge for SA
and KZN revolves around reducing the current account deficit by improving the country’s production
for both domestic and international markets.

Encouragingly, KZN is the second largest contributor to the South African economy, as it is home to
the busiest and largest ports being Durban and Richards Bay. This section therefore provides an analysis
of international trade with reference to exports, imports, percentage share of KZN’s exports as well as
exports as a percentage of GDP-R and imports by KZN and its districts.

2.4.1 KwaZulu-Natal exports

Table 2.9 shows KZN’s value of exports over 2007 to 2017. KZN exported goods valued at 142.9 billion
in 2017 which was 19.4 percent of the provincial real GDP-R. This was slightly more than double the
value of exports realised in 2007. The eThekwini Metro contributed 50.9 percent to KZN’s exports at
an estimated value of R72.7 billion in 2017. This contribution constituted 16.2 percent of the total GDP-
R from the eThekwini Metro. Resultantly, the eThekwini Metro remained the largest contributor to KZN
exports in actual Rand values over the period under review. The King Cetshwayo District had the second
largest exports after the eThekwini Metro with an estimated value of R42.4 billion in 2017, which
translates to 29.7 percent of the KZN’s exports and 85.9 percent of the district’s GDP-R. The iLembe
and uMgungundlovu Districts contributed 8.9 percent and 8.8 percent of KZN’s exports, respectively.
The remaining seven districts had insignificant contributions to KZN’s exports at less than 1 percent
each.

Table 2.9: KwaZulu-Natal value of exports (R’000) by district municipalities in 2007 and 2017

2007 2017
R'000 Exports % Share of KZN | Exports as % of Exports % Share of KZN | Exports as % of
exports GDP exports GDP
eThekwini 40 565 611 57.4 19.4 72 724 643 50.9 16.2
Ugu 90 920 0.1 0.6 368 507 0.3 1.1
uMgungundlovu 7556 071 10.7 22.4 12 596 672 8.8 16.5
uThukela 107 865 0.2 0.8 1194 333 0.8 4.4
uMziny athi 178 852 0.3 3.6 318 420 0.2 2.9
Amajuba 513 698 0.7 4.9 220 152 0.2 1.1
Zululand 32 764 0.0 0.3 307 862 0.2 1.5
uMkhany akude 1655 0.0 0.0 66 551 0.0 0.4
King Cetshwayo 21473 648 30.4 89.0 42 373 514 29.7 85.9
iLembe 174 653 0.2 1.8 12712910 8.9 58.8
Harry Gwala 10 456 0.0 0.2 17 495 0.0 0.1
KwaZulu-Natal 70 706 194 100 20.5 142 901 059 100 19.4

Source: IHS Markit, 2018

2.4.2 KwaZulu-Natal imports

Table 2.10 shows KZN value of imports over 2007 to 2017. KZN imported goods worth R137.9 billion
in 2017 which grew by 89.4 percent from imports realised in 2007 (R72.8 billion). The eThekwini Metro
was the largest importer in the province with an estimated value of R105.5 billion in 2017 which was
76.5 percent of KZN imports. This was followed by the King Cetshwayo District with imported goods
valued at R12.8 billion in 2017 constituting 9.3 percent of the total value of the provincial imports.
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Table 2.10 KwaZulu-Natal value of imports (R’000) in 2007 and 2017

2007 2017
R'000 Imports % Share of KZN Imports Imports % Share of KZN imports
eThekwini 59 585 749 81.8 105 480 860 76.5
Ugu 357 154 0.5 957 289 0.7
uMgungundlovu 3827 231 5.3 11 737 533 8.5
uThukela 287 565 0.4 1830 308 1.3
uMziny athi 35703 0.0 398 414 0.3
Amajuba 217 008 0.3 547 668 0.4
Zululand 17 015 0.0 118 717 0.1
uMkhany akude 6252 0.0 181 304 0.1
King Cetshwayo 7736 663 10.6 12 840 212 9.3
iLembe 746 316 1.0 3776 329 2.7
Harry Gwala 219% 0.0 41146 0.0
KwaZulu-Natal 72 818 853 100 137 909 780 100

Source: IHS Markit, 2018

2.5. Travel and Tourism in KZN

Out of the 185 countries, SA is ranked 34" in terms of its direct contribution to GDP in absolute terms,
with travel and tourism contributing a total of R401.5 billion in 2016 rising to R412.5 billion in 2017,
and its anticipated to increase to R443.7 billion in 2018. Travel and tourism’s total contribution to GDP
is expected to show an increase of 2.9 percent from 2017 to 2018. In terms of employment, the country
directly supported some 726 500 jobs in 2017. The supported jobs are anticipated to rise by 1 percent
in 2018 to 733 765 in 2018. In 2017, tourism in SA created 1.53 million jobs which is anticipated to rise
by 3.3 percent in 2018 to 1.58 million in 2018 before reaching a projected 2.1 million in 2028 (WTTC,
2018).

As at the third quarter of 2017, 15.4 percent of international tourists visited more than one province in
SA. With respect to international tourism spend over this period, KZN constituted the fourth highest
total tourism of the nine provinces, with a total tourism spend of R1.6 billion, after Gauteng at R6.8
billion, WC at R5.3 billion and LP at R3 billion (SAT, 2018). KZN as a province hosts some of the
most popular tourists’ attractions in SA including the spectacular Drakensberg Mountains, the golden
beaches of the Indian Ocean, Ushaka Marine World, game reserves, the world heritage site of
iSimangaliso wetlands, the Oribi Gorge and historic battle fields.

Travel and tourism is one of the major contributors to KZN’s employment. In 2017, the number of
people directly employed in the sector equated to approximately 81 000, whilst the industry’s total
contribution to employment was estimated at 162 000. In the same year, tourism’s direct contribution
to GDP in KZN was estimated at R9 billion and the total contribution was approximated at R18 billion
(Zulu Kingdom, 2018).

2.6 Development

Poverty, as a public policy concern - whether at the global, national or community level, is now widely
considered to be a multidimensional problem. Over the last few decades, new perspectives on defining
poverty have challenged the focus on income and consumption. Multidimensional poverty refers to the
lack of individuals with regard to factors such as health care, education, standard of living, access to
income, empowerment, good job opportunities and the threat of violence.

People with little to one of the aforementioned factors are usually found to be living in poverty. South
Africa is characterized by high levels of poverty and inequality. Its labour force experiences
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malnutrition and starvation which hamper productivity. Low income earning households typically
experience high poverty levels since they lack sufficient income to maintain a decent standard of living.
It therefore comes as no surprise that many of them rely on child support grants to supply basic living
needs such as shelter, clothing and food.

South Africa uses three measures of poverty, that is Food Poverty Line (FPL), the Lower-Bound Poverty
Line (LBPL), and the Upper-Bound Poverty Line (UBPL). The food poverty line is defined by Stats SA
as the level of consumption below which individuals are unable to purchase sufficient food to provide
them with an adequate diet. Those below this line are either consuming insufficient calories for their
nourishment or must change their consumption patterns from those preferred by low income
households®. The LBPL denotes food and non-food items required by households, however, those living
below this line must sacrifice some food in order to get these non-food items such as transport and
airtime’. Finally, individuals living below the UBPL!? are those who are able to consume both food and
non-food items, but are unable to meet other basic necessities such as shelter, education, security and
healthcare (Stats SA, 2018).

Figure 6 shows the share of KZN households living below the UBPL by district including the eThekwini
Metro in 1996, 2007 and 2017. In 2017, the uMkhanyakude District (74.4 percent) had the highest share
of individuals living below the upper poverty line, whilst eThekwini Metro (50.5 percent) had the lowest
share of individuals living below this poverty line.

Figure 6: Percentage of population living in poverty in KZN in 1996, 2007 and 2017
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2.6.1 Income Inequality

The Gini Coefficient is a measure of income inequality, where O represents a perfectly equal distribution
of income and a coefficient of 1 represents perfectly unequal distribution (Todaro, 2011). In 2017, KZN
had a Gini coefficient of 0.63. This had increased by 0.03 index points from 1996. This indicates that
there has been a slight broadening of the inequality gap within the province over the last 21 years. This
is a trend which is evident throughout the province. The highest increase in inequality occurred in the

8 NPL (2018): Food poverty line — R547 (in April 2018 prices) per person per month, available online:

https://www.southafricanmi.com/National-poverty-lines-31jul2018.html, accessed on 01/08/2018
NPL (2018): Lower-bound poverty line — R785 (in April 2018 prices) per person per month, available online:

https://www.southafricanmi.com/National-poverty-lines-31jul2018.html, accessed on 01/08/2018
10 NPL (2018): Upper-bound poverty line — R1 183 (in April 2018 prices) per person per month, available online:

https://www.southafricanmi.com/National-poverty-lines-31jul2018.html, accessed on 01/08/2018
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iLembe District where the Gini coefficient increased by 0.08 index points from 0.54 in 1996 to 0.62 in
2017.

This was followed by the Harry Gwala and Ugu Districts whose Gini coefficients increased by 0.06
index points each from 1996 resulting in Gini coefficients of 0.59 and 0.62 respectively in 2017.

The eThekwini Metro, the uMgungundlovu and Amajuba Districts had the highest coefficients of 0.63
index points, with uMzinyathi District having the lowest level of inequality of 0.58 index points.
Inequality in KZN is aggravated by high levels of unemployment and the shortage of skilled labour due
to low quality of education and inadequate improvements in the average years of schooling (Harmse,
2013).

Figure 7 reflects the Gini coefficient for KZN, the eThekwini Metro and districts within KZN for the
1996, 2006 and 2017 years.

Figure 7: Gini coefficient in 1996, 2006 and 2017
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Source: IHS Markit, 2018

2.6.2 Human Development Index

The Human Development Index (HDI) is an index which is calculated based on education, health and
real per capita income measures. The education component is measured using the mean of years of
schooling together with expected years of schooling. The health dimension is assessed by the life
expectancy at birth and the standard of living dimension is measured by the gross national income per
capita (Todaro, 2011). The Human Development Report (2016) categorises an HDI of 0.8 and above as
a high development status, 0.5 to 0.8 as a medium development and a low human development as
anything less than 0.5.

Figure 8 shows the HDI for KZN for 1996, 2006 and 2017. In 2017, the HDI in the province was at a
medium human development status as none of the districts or the eThekwini Metro reached an HDI
below 0.5 or above 0.8. The eThekwini Metro had the highest HDI (0.67) followed by the
uMgungundlovu District (0.64). The uMzinyathi (0.53) and uMkhanyakude (0.53) Districts had the
lowest HDI and were marginally outshined by the Harry Gwala District (0.55). The highest increase in
the HDI from 2006 to 2017 was in the uMkhanyakude District (0.19) followed by the iLembe,
uMzinyathi, Ugu and Zululand Districts with 0.16 index points each.
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Figure 8: Human Development Index in 1996, 2006 and 2017
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Source: IHS Markit, 2018

A remarkable increase in the human development status of KZN can be noted from 1996. The eThekwini
Metro’s high development status of 0.67 may be attributed to the high rate of urbanisation in the metro.
Urbanisation is regarded as one of the essential ingredients that low development can be tackled with.
This occurs as a result of the positive relationship between urbanisation and development which is
achieved through an acceleration in the process of industrialisation (Anisujjaman, 2015).

2.7 Social grants

Table 2.11 shows the number and percentage of grant beneficiaries in South Africa by province as at 28
February 2018. KZN continued to have the highest number of social grant beneficiaries in the country
at 3.9 million people, followed by the EC at 2.8 million people and Gauteng at 2.6 million people. KZN
had the highest share of beneficiaries of the Old Age Grant (19.9 percent), Disability Grant (21.5
percent), Grant-in-aid (29.3 percent), Care Dependency Grant (26.7 percent) and the Child Support
Grant (22.8 percent). Within the province, 72.1 percent of the total grant spend was allocated to the
Child Support Grant, whilst 17.5 percent was for the Old Age Grant and 5.9 percent was allocated
towards the Disability Grant.

Table 2.11: Grant beneficiaries by provinces as at 28 February 2018

old Age War Disability o Care Foster Child
Grant Veterans' Grant Grant-in-aid | Dependency Child Support Total
Grant Grant Grant Grant
Number % Number % Number % Number % Number % Number % Number % Number
Eastern Cape 556 105 | 16.4 23 159 | 180412 | 169 | 21688 | 11.7 22478 15.3 | 84500 | 227 | 1887079 | 155 | 2752285
Free State 197645 | 5.8 1 0.7 75711 71 5569 3.0 8114 5.5 26 669 7.2 | 682402 | 5.6 996 111
Gauteng 574 444 | 17.0 48 331 | 117840 | 11.1 6303 34 19163 13.1 45263 | 12.2 | 1818075 | 14.9 2581136
KwaZulu-Natal 673793 | 19.9 18 12.4 | 229458 | 21.5 | 54098 | 29.3 39123 26.7 | 79397 | 21.4 | 2782071 | 22.8 3857 958
Limpopo 457 753 | 13.5 3 2.1 96 167 9.0 42622 | 231 15316 10.4 | 38639 | 10.4 | 1801028 | 14.8 2451528
Mpumalanga 246755 | 7.3 4 2.8 78 475 74 14 754 8.0 11310 7.7 26 611 7.2 | 1079685 | 8.9 1457 594
Northern Cape 85677 25 3 2.1 52 149 4.9 10 521 5.7 6015 4.1 11409 3.1 | 307026 | 25 472 800
North- West 253705 | 7.5 2 1.4 75 568 71 10 801 5.8 10 068 6.9 29 100 7.8 | 839462 | 6.9 1218 706
Western Cape 335027 | 9.9 43 29.7 | 159756 | 15.0 18 340 9.9 15079 10.3 | 30055 8.1 | 1000845 | 8.2 1559 145
South Africa 3380904 | 100.0 145 100.0| 1065536 | 100.0| 184 696 | 100.0| 146666 | 100.0| 371643 | 100.0| 12197673 100.0| 17 347 263

Source: SASSA, 2018

Figure 9 further demonstrates the growth rates of grant beneficiary numbers between 28 February 2017
and 28 February 2018. There was an increase in the percentage of grant beneficiaries in the Grant-in-
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aid (6 percent) and Old age grant (2.5 percent). On a positive note, however, the province experienced
a decrease in the number of beneficiaries for the Child Support Grant (-0.4 percent) and Care
Dependency Grant (-1.7 percent). The highest growth, which was realised in the Grant-in-aid, entails
that there was an increase in people who were already beneficiaries of either Old Age Grant, Disability
Grant or the War Veteran’s Grant who needed full time care from someone else.

Figure 9: KZN’s share of grant beneficiaries by grant type as at 28 Feb 2018 and growth from 28 Feb 2017
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Source: SASSA, 2018

2.8 Education

Education is essential for the enhancement of human capital, thus rendering a greater prospect for people
to generate income. One of the Department of Education’s (DoE’s) strategic objectives is to extend a
better quality of life to children of school-going age. According to Calman and Tarr-Whelan (2005)",
investing in early education generates economic development for communities in the short-term in the
form of jobs, the purchase of goods and services and a more efficient workforce. In the long-term,
quality early education builds an employable and educated workforce.

Heckman, Pinto and Savelyev (2013)'? further state that the holistic development of young children
(physical, socio-emotional, language and cognitive) plays a critical role in shaping their subsequent
school attainment, performance, health and future earnings as well as assists in discouraging antisocial
behavior. These studies provide evidence that early childhood development gives a good basic education
foundation. It is from this backdrop that quality basic education is one of the 14 national outcomes as
indicated in the Medium Term Strategic Framework (MTSF) of SA. It is therefore not surprising that
education is receiving the largest allocation in the national budget.

2.8.1 School and educator: Learner ratios in 2010 and 2014

The Learner-to-educator ratio (LER) is the number of students that attend school at either primary or
secondary level divided by the number of educators in that school. A LER ratio of 10:1 indicates that
there are 10 learners for every one teacher. Classes that are of small sizes are more favourable because
the teacher can manage well and interact easily with the whole class without having any hindrances to
teach. This can be helpful since learners can fully participate and achieve the desired outcomes through
the effective learning process. In that way, it can be rare for such a class to experience the failure rate
because the teacher can devote all the necessary time to learners and also advise them on how to

' Calman L.J. & Tarr-Whelan L. Early childhood education for all. A wise investment. Available online:
http://web.mit.edu/workplacecenter/docs/Full %20Report.pdf

12 Heckman J., Rodrigo P. and Peter S. (2013): “Understanding the Mechanisms Through Which an Influential Early Childhood
Program Boosted Adult Outcomes.” American Economic Review 103 (6): 2052-2086
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overcome any difficulties that can arise during the preparations of formal assessments towards the end
of their term.

Monyatsi'® (2016), found that factors contributing to academic excellence of learners in primary school
arise from involving parents, language used, teaching and learning materials, infrastructure, LER,
libraries learners etiquette, inspiration and qualifications of educators.

The Leaner to school ratio (LSR) and LER as well as the information which support the ratios calculated
are shown in Table 2.12 for the 2010 and 2014 years.

Table 2.12 Learners, educators and schools across KZN, 2010 and 2014

2010 2014
Ie'::r;::s ed:‘:z:chars sgf?t;zfls LER LSR Ie::r;c;:s edzz:t,;rs szlhot;:s LER LSR
eThekwini 681615 23 889 1057 29 645 714 373 25068 933 28 766
Ugu 218 242 7202 507 30 430 217738 7 206 544 30 400
uMgungundiovu 238 484 8454 548 28 435 246 644 8712 517 28 477
uThukela 204 878 6498 454 32 451 211772 6653 669 32 317
uMzinyathi 180 880 5587 485 32 373 196 423 6006 455 33 432
Amajuba 134 039 4243 249 32 538 141679 4521 533 31 266
Zululand 288 891 9008 747 32 387 295 447 9325 757 32 390
uMkhanyakude 235270 7199 544 33 432 241843 7397 501 33 483
King Cetshwayo 296 751 9378 673 32 441 302 104 9677 452 31 668
iLembe 171948 5416 432 32 398 177 315 5697 248 31 715
Harry Gwala 155 990 5052 451 31 346 156 359 5298 544 30 287
KwaZulu-Natal 2806 988 91 926 6147 31 457 2901697 95 560 6153 30 472

Source: Department of Education, 2016

The total number of learners in KZN increased slightly from 2.8 million in 2010 to 2.9 million in 2014,
showing an increase of 3.4 percent. This was coupled by a rise in the total number of educators from
91 926in 2010 to 95 560 in 2014, leading to an approximate 4 percent increase. During the same period,
the number of schools increased marginally by 0.1 percent from 6 147 to 6 153. Consequently, the LER
in the province decreased slightly from an average of 31 in 2010 to 30 in 2014. The LER appears to be
above the benchmark of 30 in the province except for the eThekwini Metro (28), the Ugu (30),
uMgungundlovu (28) and Harry Gwala (30) Districts.

The LSR in KZN increased marginally from 457 in 2010 to 472 in 2014. It seems as if most of the
districts in the province including the eThekwini Metro recorded increasing LSRs except the Ugu,
uThukela, Amajuba and Harry Gwala Districts.

2.9 Household Infrastructure

The provincial government is dedicated to service delivery with the key focus areas being on access to
water and electricity, the removal of refuse and the convenience of sanitation services. Access to these
services promotes good hygiene, which plays a vital role in preventing the spread of infectious diseases
such as diarrhoea.

Table 2.13 illustrates that the eThekwini Metro is the leading municipality in the province when it comes
to the provision of service delivery to households. Specifically, the metro leads in the areas of formal

13 Monyatsi, P. P (2016): Factors That Influence the Performance of Students In Botswana Primary Schools, IOSR
Journal Of Humanities And Social Science (IOSR-JHSS) Volume 21, Issue 9, Ver. 5 (Sep.2016) PP 40-53,
Accessed 11 August 2017
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refuse removal (86.9 percent), electricity (91.6 percent), the share of households with piped water at or
above the RDP-level (88.9 percent) and the share of households with hygienic toilets (87.6 percent).

Table 2.13: Access to housing, sanitation, water, electricity and refuse removal, 2017

Share of household Share of households | Share of households | Share of households
% occupying formal St.1are of _hOl_ISEh_OIds with piped water at with electrical with formal refuse
; with Hygienic toilets .
dwellings or above RDP-level connections removal

eThekwini 81.1 87.6 88.9 91.6 86.9
Ugu 64.0 68.2 67.5 78.1 24.5
uMgungundlov u 76.5 814 78.3 87.9 49.8
uThukela 70.1 75.3 56.1 78.6 36.3
uMziny athi 52.9 74.0 48.8 59.8 23.1
Amajuba 86.9 771 83.6 86.1 59.1
Zululand 66.5 70.8 53.7 74.4 26.0
uMkhany akude 72.5 67.9 43.2 46.7 8.3
King Cetshwayo 71.9 76.5 70.8 83.3 31.2
iLembe 72.4 67.8 67.4 78.6 38.3
Harry Gwala 44.0 67.5 52.5 70.9 23.3
KwaZulu-Natal 73.7 79.0 73.9 82.3 54.4

Source: IHS Markit, 2018

The Amajuba District has the leading share of households occupying formal dwellings at 86.9 percent.
With respect to districts which have the lowest share of households with access to sanitation, the Harry
Gwala (67.5 percent), iLembe (67.8 percent), uMkhanyakude (67.9 percent) and Ugu (68.2 percent)
Districts are in the top four.

With respect to piped water at or above the RDP-level, the eThekwini Metro (88.9 percent) is leading
followed by the Amajuba (83.6 percent) and uMgungundlovu Districts (78.3 percent). After the
eThekwini Metro (86.9 percent), the Amajuba District has a share of 59.1 percent of households with
access to refuse removal services, whilst the uMgungundlovu District has a share of only 49.8 percent.

2.10 Crime

According to the United Nations Office on Drugs and Crime (2017), much work remains to be done in
the confrontation of the harms inflicted by drugs to health, development, peace and security in all
regions of the world. The devastating impact of drug use on health can be seen in cases of HIV and
hepatitis C transmission through the sharing of needles.

Table 2.14 illustrates the crime figures together with the growth rates in each crime category in KZN.
The highest occurrence of crime in the period of 2016/17 fell under drug-related crime (50 429),
followed by all theft not mentioned elsewhere (42 577) and burglary at residential premises (41 013).
KZN experienced a decrease in the prevalence rates of most of its crime categories between 2015/16
and 2016/17. However, murder, aggravated robberies, stock-theft, commercial crime and categories of
crime which are detected as a result of police action were on the increase.

A strong relationship exists between levels of violence and potentially variable factors such as economic
inequality, access to firearms, use of alcohol and poor monitoring and parental supervision (Open
Society Initiative for Southern Africa, 2012). In response to these factors, KZN should try to bridge the
inequality gap and implement stronger laws for the access of firearms and implement more police
patrols in high crime places.
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Table 2.14 Crime per 100 000 people in KwaZulu-Natal, 2014 to 2017

Comparison 2015/16 with

Crime Category April 2014 to  April 2015to  April 2016 to 2016/17
March 2015  March 2016  March 2017 Case )
Difference % change
CONTACT CRIMES ( CRIMES AGAINST THE PERSON)
Murder 3810 3929 4014 85 2.2%
Sexual Offences 9079 8947 8484 -463 -5.2%
Attempted murder 3918 4041 3914 -127 -3.1%
Assault with the intent to inflict grievous bodily harm 29 201 28 665 26 824 -1841 -6.4%
Common assault 24 011 23703 22 285 -1418 -6.0%
Common robbery 7 857 7524 7305 -219 -2.9%
Robbery with aggravating circumstances 20 881 21061 22 327 1266 6.0%
Total Contact Crimes (Crimes Against the Person) 98 757 97 870 95153 2717 -2.8%
SUBCATEGORIES OF AGGRAVATED ROBBERY
Carjacking 2190 2493 3029 536 21.5%
Truck hijacking 63 4l 81 10 14.1%
Robbery of cash in fransit 18 21 25 4 19.0%
Bank robbery 0 0 1 1 1 Case Higher
Robbery at residential premises 3958 4082 4 255 173 4.2%
Robbery at non-residential premises 2750 2825 2 951 126 4.5%
Trio Crimes 8 898 9400 10 235 835 8.9%
Subcategories of Aggravated Robbery 8979 9 492 10 342 850 9.0%
CONTACT-RELATED CRIMES
Arson 854 825 699 -126 -15.3%
Malicious damage to property 14 605 14 709 14 010 -699 -4.8%
Contact- Related Crimes 15 459 15 534 14 709 -825 -5.3%
PROPERTY-RELATED CRIMES
Burglary at non-residential premises 11032 11 656 11253 -403 -3.5%
Burglary at residential premises 43 274 42 429 41013 -1416 -3.3%
Theft of motor vehicle and motorcy cle 8404 8673 8413 -260 -3.0%
Theft out of or from motor v ehicle 18 148 17 896 16 854 -1 042 -5.8%
Stock- theft 5 956 5731 5959 228 4.0%
Property-Related Crimes 86 814 86 385 83 492 -2 893 -3.3%
OTHER SERIOUS CRIMES
All theft not mentioned elsew here 47 622 43 573 42 577 -996 -2.3%
Commercial crime 11227 11 395 12 405 1010 8.9%
Shoplifting 14 118 13 648 12 302 -1 346 -9.9%
Other Serious Crimes 72 967 68 616 67 284 -1 332 -1.9%
17 Community- Reported Crimes 273 997 268 405 260 638 -1 767 -2.9%
CRIME DETECTED AS A RESULT OF POLICE ACTION
llegal possession of firearms and ammunition 4081 3908 4000 92 2.4%
Drug-related crime 47 377 46 354 50 429 4075 8.8%
Driving under the influence of alcohol or drugs 11702 12 052 13 403 1351 11.2%
Sexual offences as result of police action 2258 2 561 3558 997 38.9%
Crime Detected As A Result Of Police Action 65 418 64 875 71 390 6515 10.0%

Source: SAPS, 2018
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Chapter 3: Overview of Provincial Budget
Performance

The provincial overview in this chapter as well as the analysis per municipality in Chapter 4 are based
on the figures submitted by the municipalities in terms of Section 71 of the Municipal Finance
Management Act, Act No. 56 of 2003 (MFMA) to the National Treasury (NT) Local Government
Database (lgdatabase) and extracted from the National Treasury Local Government Budget and
Expenditure published MFMA Section 71 report.

While it is acknowledged that the budget performance figures published by National Treasury for the
2017/18 financial year are preliminary figures and do not take year-end reconciliations into
consideration, three municipalities, namely, the AbaQulusi Local Municipality, the Ndwedwe Local
Municipality and the iLembe District Municipality, submitted significantly misstated figures as part of
the MFMA Section 71 report to NT, for instance, figures were reported in billions as opposed to
millions. Thus the NT publication was significantly distorted.

Concerns with regards to the discrepancies in the MFMA Section 71 reported figures were raised by
Provincial Treasury with each of the three municipalities, requesting them to furnish Provincial Treasury
with a detailed report explaining the circumstances that led to the submission of incorrect figures as well
as remedial or corrective measures that the municipalities intend to implement to avoid a recurrence of
the inaccurate reporting. Furthermore, since each Municipal Manager and Chief Financial Officer are
requested to sign and submit the MFMA Section 71 reports to National Treasury and the fact that
Provincial Treasury views the submission of inaccurate reporting as a material non-compliance with the
relevant provision of the MFMA, the three municipalities were reminded of Section 171(1) of the
MFMA which states that the following:

The accounting officer of a municipality commits an act of financial misconduct if that accounting
officer deliberately or negligently—

(a) contravenes a provision of this Act;

(b) fails to comply with a duty imposed by a provision of this Act on the accounting officer of a
municipality;

(c) makes or permits, or instructs another official of the municipality to make, an unauthorised,
irregular or fruitless and wasteful expenditure; or

(d) provides incorrect or misleading information in any document which in terms of a requirement
of this Act must be—

(i).  submitted to the mayor or the council of the municipality, or to the Auditor-General,
the National Treasury or other organ of state; or

(ii)).  made public.

As aresult of the significantly misstated figures contained in the NT publication, KwaZulu-Natal (KZN)
Provincial Treasury requested that the three affected municipalities resubmit the MFMA Section 71
returns for the year ended 30 June 2018. The amended performance figures for these municipalities
were then extracted from the live segment of the NT lgdatabase and used in the KZN Provincial Treasury
close-out report for the 2017/18 financial year to provide a more accurate status of the financial affairs
of the municipalities in KZN for the 2017/18 financial year.

While the main differences between the NT published figures and the resubmitted figures used by the
KZN Provincial Treasury are shown in detail in Appendix 1, a summary is provided in Table 3.1 below.
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Table 3.1: Impact of the Adjustments to the National Treasury MFMA Section 71 Published Results — 2017/18

R'000 NT published figures with NT published figures used in KZN PT Difference

significantly misstated figures for report with resubmitted figures for

AbaQulusi, Ndwedwe and iLembe AbaQulusi, Ndwedwe and iLembe

municipalities municipalities

Operating Revenue 76 176 882 56 686 995 (19 489 886)
Operating Ex penditure 68 301 539 53 539 553 (14 761 986)
Capital Revenue 17 173 000 9811948 (7 361 052)
Capital Ex penditure 17 173 000 9811948 (7 361 052)

Source: NT Igdatabase

3.1

Operating revenue

Table 3.2 shows the Original Budget, the Adjusted Budget and the Unaudited Actual Operating revenue

per source and per district for the 2017/18 financial year.

Table 3.2: Operating revenue per revenue source and per district - 2017/18

Detail

Original Adjusted | Unaudited Property Service charges Transfers | Other own Other
R000 % Generated ) )

Budget Budget Actual rates Electricity Water Other' recognised | revenue revenue

revenue | revenue - operational

eThekwini 33384656 | 32767708 | 32405050 989 772140 11863906 | 3414476 | 1911760 | 5226524 306046 1910197
Ugu 2309736 | 2400426 [ 1980 080 825 420 457 119879 420798 163 952 683 465 98102 734271
uMgungundiovu 6591329 6354794 5972384 90 1125530 2031944 722762 213 401 13291 105 263 390 513
UThukela 2139812 2111674 2145932 101.6 309 705 47391 223 960 123 39 846 365 11163 157 423
uMziny athi 1178 261 1329338 1229587 9025 146 578 185786 41922 40 348 718 334 11907 84712
Amajuba 2121733 207101 2060 515 995 286 306 662 407 176 000 162 643 669 920 33463 69776
Zululand® 1858816 1719278 | 1584554 92.2 190 291 184 514 53 047 116 312 883170 31083 126 137
UMKkhanyakude 1106960 | 1080612 1030454 %4 95 246 6294 259 2128 824 677 2893 48625
King Cetshwayo 4330829 4330802 4107093 948 514757 1422376 427 545 22716 1215716 nm 211211
iLembe’ 2576432 2564089 [ 2969545 115.8 448513 686 574 268 700 124519 856 524 300 512 284 203
Harry Gwala 1207263 1207950 | 1201802 9.5 158 457 105 349 68 370 62415 706 647 17689 82 875
Total 58805827 [ 57937682 | 56686 995 97.8 | 11467980 | 17742951 5838172 3253590 [ 13954314 990 891 3439099

Source: NT Lgdatabase

1. Include Service charges for Sanitation revenue, Refuse revenue and Other.

2. Include Rental of facilities and equipment, Interest earned on external investments & outstanding debtors, Dividends received, Fines, Property rates-
penalties and collection charges, Licences and permits, Agency services and Gains on disposal of PPE.

3. Figures obtained from the live NT Igdatabase on 15 August 2018.

The original Operating revenue budget amount for the eThekwini Metro and the 10 districts in the
province was R58.8 billion for the 2017/18 financial year. The total original Operating revenue budget
was adjusted downwards by R868.1 million or 1.5 percent to R57.9 billion in the Adjusted Budget.
Table 3.2 shows that total Operating revenue of R56.7 billion or 97.8 percent was generated against the
Adjusted Budget of R57.9 billion resulting in a revenue shortfall of R1.3 billion or 2.2 percent for the
province. This was due to the under-generation of revenue within the respective districts where eight
districts and the eThekwini Metro generated less than 100 percent of their Adjusted Budget for
Operating revenue.

The iLembe and uThukela Districts were the only districts that generated more than 100 percent of their
Adjusted Budget for Operating revenue with actual amounts of R3 billion (115.8 percent) and R2.1
billion (101.6 percent), respectively. The over-generation in the iLembe District was caused by the
iLembe District Municipality. The over-generation in the iLembe District Municipality was mainly due
to the growth in the billing of Service charges due to new areas identified during the 2017/18 financial
year as well as the impact of the change in the basis of billing for Service charges — sanitation revenue
which was implemented in the 2017/18 financial year. The over-generation in the uThukela District was
mainly due to the Okhahlamba Local Municipality which generated R234.3 million (135.6 percent)
against the Adjusted Budget of R172.8 million.
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Overall, there were 19 municipalities in the province that managed to generate Operating revenue in
excess of their Adjusted Budget as shown in Appendix 2. The highest over-generation was in the iLembe
District Municipality (190.2 percent) followed by the iMpendle Local Municipality (161.8 percent), the
Amajuba District Municipality (137.6 percent) and the Okhahlamba Local Municipality (135.6 percent).

The Ugu, Zululand and uMzinyathi Districts generated the lowest Operating revenue against their
Adjusted Budget with R2 billion (82.5 percent), R1.6 billion (92.2 percent) and R1.2 billion (92.5
percent), respectively.

The low Operating revenue generated by the Ugu District was attributed to the Ugu District Municipality
which generated R575.6 million or 63.1 percent against the Adjusted Budget of R912.7 million. The
low generation in the Ugu District Municipality was due to incorrect reporting by the municipality where
R50.3 million for Transfers recognised-operational was reported against the Adjusted Budget of R445.8
million. The unaudited actual for Transfers recognised-operational is R418.4 million (93.8 percent) as
per the grants register submitted by the municipality.

The low generation in the Zululand District was due to the eDumbe, AbaQulusi and Ulundi Local
Municipalities which generated R76.9 million (68.3 percent), R369.1 million (76.2 percent) and
R279.7 million (86.9 percent), respectively against their Adjusted Budgets. The low generation in the
uMzinyathi District was due to the uMsinga and uMvoti Local Municipalities which generated R106
million (58.7 percent) and R269.5 million (86.8 percent) against their respective Adjusted Budgets.

Figure 10 shows the Operating revenue generated per source as a percentage of total Operating revenue
generated as at 30 June 2018.
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Figure 10
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Service charges totaling R26.8 billion or 47.3 percent made up of Electricity of R17.7 billion or 31.3
percent, Water of R5.8 billion or 10.3 percent and Other of R3.3 billion or 5.7 percent contributed the
most towards the total Operating revenue for the 2017/18 financial year. This was followed by Transfers
recognised-operational amounting to R14 billion or 24.6 percent, Property rates amounting to R11.5
billion or 20.2 percent and Other revenue amounting to R3.4 billion or 6.1 percent. Other own revenue
of R990.9 million or 1.7 percent contributed the least towards Operating revenue and it is made up of
Property rates penalties and collection charges, Fines, Rental of facilities and equipment, Interest
earned on external investments and outstanding debtors, Dividends received, Licences and permits,
Agency fees and Gains on disposal of property, plant and equipment.

The non-delegated municipalities are considered to be significant contributors to the total revenue
generated as they are densely populated cities with a large number of paying customers. The eThekwini
Metro contributed R32.4 billion or 57.2 percent of total Operating revenue whilst the Msunduzi and
uMbhlathuze Local Municipalities contributed R4.4 billion or 7.8 percent and R2.8 billion or 4.9 percent
to the total Operating revenue, respectively.

When excluding the non-delegated municipalities from the district totals, the iLembe District (R3 billion
or 5.2 percent), the uThukela District (R2.1 billion or 3.8 percent) and the Amajuba District (R2.1 billion
or 3.6 percent) contributed the most to the total Operating revenue generated.

Figure 11 shows a breakdown in terms of Operating revenue per district and per source for the 2017/18
financial year.
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Figure 11
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On comparison of the 10 districts and the eThekwini Metro, only the eThekwini Metro (R7.7 billion or
24 percent) and the Ugu District (R420.5 million or 21.2 percent) generated more than 20 percent of
their total Operating revenue from Property rates whilst the uMkhanyakude District (R95.2 million or
9.2 percent) generated less than 10 percent of its total Operating revenue from Property rates. The
Property rates generated by the remaining eight districts range between 11 percent and 20 percent of
their total Operating revenue.

The revenue generated from Service charges for the eThekwini Metro constituted 53 percent of the total
Operating revenue for the municipality. The districts that generated most of their revenue from Service
charges are the King Cetshwayo District with 51 percent, the uMgungundlovu District with 50.7
percent, the Amajuba District with 48.6 percent, the uThukela District with 38.3 percent and the iLembe
District with 36.4 percent.

The district that generated the least portion of their revenue from Service charges was the
uMkhanyakude District at 5.7 percent. This can be attributed to the fact the district consists mainly of
rural settlements and infrastructure for the provision of water and electricity is under-developed.

A significant portion of the Operating revenue for the uMkhanyakude District (80 percent), the Harry
Gwala District (58.8 percent), the uMzinyathi District (58.4 percent) and the Zululand District (55.7
percent) is made up of Transfers recognised-operational. This indicates a high dependency on grants
by these districts. The Operating revenue of the eThekwini Metro constitutes of only 16.1 percent of
Transfers recognised-operational as the municipality is able to generate the bulk of their revenue from
Service charges due to its predominantly urban area.

Other revenue amounting to R4.4 billion or 7.8 percent contributed the least towards the total Operating
revenue generated by the municipalities. The iLembe District (19.7 percent), the Zululand District (9.9
percent) and the Ugu District (8.7 percent) contributed the most towards Other revenue.
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Table 3.3 shows the over and under-generation of Operating revenue against the Adjusted Budgets per

district for the 2017/18 financial year.

Table 3.3: Over and Under-Generation of Operating revenue budget per District - 2017/18

Under On Target (Over) Total No. of
Districts More than Bet Bet: ty 0% Bet Bet More than | Municipalities
15% 10% and 15% | 5% and 10% and -5% 0% and 5% 10% and 15% 15% in District

eThekwini Metro - 1 - 1
Ugu 2 - 2 - 1 5
uMgungundlovu 4 - 1 1 8
uThukela - - 1 1 1 1 4
uMziny athi 1 1 1 1 - 5
Amajuba - 1 1 - - 2 4
Zululand 2 1 - 1 1 1 6
uMkhany akude 1 1 - 1 2 5
King Cetshwayo 2 1 2 1 - 6
iLembe 2 2 - 1 5
Harry Gwala 4 1 5

Totals

10

o
=

Source: NT Lgdatabase

Of the 54 reporting municipalities:

The following are some of the reasons for the outcomes noted above:

Eleven (11) municipalities or 20.4 percent generated revenue in excess of their Adjusted Budget.
Of the 11 municipalities indicated, seven municipalities generated revenue in excess of 15 percent
of their Adjusted Budget;

Twenty three (23) municipalities or 42.6 percent were on target with their Adjusted Budgets which
is within a range of 95 percent to 105 percent of the Adjusted Budget; and

Twenty (20) municipalities or 37 percent generated revenue lower than their Adjusted Budgets of
which, 10 of these municipalities under-generated revenue by more than 15 percent.

Non-submission of returns;

Incorrect population of Adjusted Budget returns and monthly returns;

Municipalities not reflecting all the grants received as per the approved Gazettes;

No revenue reported for revenue items budgeted for; and

No budget for revenue items reported.
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3.2 Operating expenditure

Table 3.4 shows Original Budget, the Adjusted Budget and the Unaudited Actuals per item of Operating
expenditure and per district for the 2017/18 financial year.

Table 3.4: Operating expenditure per item and per district - 2017/18
Detail
) Original | Adjusted | Unaudited | % | Employee | Remun.of Debt | Depreciation| Finance Bulk Contracted Other Other'
RO0D Budget Budget Actual Spent | related | councillors | impairment | and asset charges | purchases | services | expenditure
costs impairment

eThekwini 32697271 32255532 30347704 941 9285743 118 564 134 558 2227623 696519 | 10202148 4 461 696 1739738 1481116
Ugu 2463708 | 2492076 1776709 T3 699 733 61624 2163 45634 7548 117681 396 676 381323 64 327
uMgungundiovu 6 610 134 6447 319 5705494 | 885 1524002 88 432 79 874 514 165 88 482 2013828 852 267 381 347 163 107
uThukela 2034666 | 2228264 1744506 783 752932 56290 137 99 062 11276 293053 201066 226 317 93078
uMziny athi 1381753 1357098 | 1157120 863 391649 31349 59 963 161 338 1054 137 956 164 246 180 622 28943
Amajuba 2219617 2519670 2401829 93 661838 40507 141499 482 605 35295 557 248 97425 377697 1714
Zululand” 1915994 | 2083552| 1695135 | 814 550 676 50772 (110830) 427099 7382 241845 240 893 193 519 93719
UMKhanyakude 1097342  113679% 981552 | 863 411450 54760 3313 35688 6485 75 946 211289 158 513 24108
King Cetshwayo 4408501 | 4575431| 4287700 926( 1117623 86 933 74702 471606 80897 [ 1027361 761648 475 367 141563
iLembe” 2573 368 2562 609 2362911 | 922 689 067 67278 67 561 161794 3131 612 088 296 973 291419 145 413
Harry Gwala 1286054 1316224| 1128833 858 446 528 50 903 (99) 139 610 1928 92 625 109 695 266 425 21219
Total 58688407 | 58974570 | 53539553 90.8| 16531240 707 412 464074 4766 224 968245 | 15371781 7793 864 4672 347 2264 368

Source: NT Lgdatabase
1 Include Other materials, Transfers and Loss on disposal of PPE
2 Figures obtained from the live NT Igdatabase on 15 August 2018.

The total original Operating expenditure budget for all the municipalities in the province was R58.7
billion for the 2017/18 financial year which was adjusted upwards during the 2017/18 Adjustments
Budget process by R286.2 million to R59 billion. Table 3.4 shows that the consolidated performance
for the Operating expenditure of all the municipalities was R53.5 billion or 90.8 percent against the
Adjusted Budget of R59 billion. The Operating expenditure Adjusted Budget was under-spent by R5.4
billion or 9.2 percent. The reported under-expenditure increased by R2.3 billion or 73.9 percent as
compared to the 2016/17 financial year. The majority of the municipalities (29) in the province did not
report against Debt impairment and 11 municipalities did not report on Depreciation and asset
impairment which has contributed to the under-expenditure in the province.

As shown in Table 3.4, all the districts including the eThekwini Metro have recorded expenditure which
is below the expected target of 100 percent at the end of the 2017/18 financial year. Four municipalities
over-spent against their Adjusted Budget which are as follows: the iLembe District Municipality
(R687.9 million or 105.4 percent); the Mtubatuba Local Municipality (R207.5 million or 103.8 percent);
the Okhahlamba Local Municipality (R182.6 million or 103.2 percent); and the Nongoma Local
Municipality (R159 million or 101.6 percent).

The Ugu and the uThukela Districts spent the least of their Adjusted Budgets with R1.8 billion (71.3
percent) and R1.7 billion (78.3 percent), respectively.
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Figure 12 shows the breakdown of Operating expenditure for the 2017/18 financial year.

Figure 12
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Employee related costs of R16.5 billion or 30.9 percent contributed the largest portion of Operating
expenditure. This was followed by Bulk purchases of R15.4 billion or 28.7 percent, Contracted services
of R7.8 billion or 14.6 percent, Other expenditure of R6.9 billion or 13 percent and Depreciation and
asset impairment of R4.8 billion or 8.9 percent. Debt impairment of R464.1 million or 0.9 percent
contributed the least to total Operating expenditure as shown in Figure 12.

In most districts in the province, Water and Sanitation services are provided by the district
municipalities while the Electricity service is provided by Eskom. Hence, it was noted that 18 local
municipalities (refer to Appendix 3) did not report on Bulk purchases for water and electricity.

Of the 54 municipalities in the province, 29 municipalities or 53.7 percent did not report on Debt
impairment. The reason for municipalities’ failure to report on their Debt impairment expense is due to
the fact that municipalities tend to submit preliminary figures in their MFMA Section 71 returns prior
to effecting all the necessary year-end adjustments for the submission of their Annual Financial
Statements (AFS). In light of the uncertainty with regards to the recoverability of municipal debt,
municipalities that provide services should review the recoverability of their Debtor’s balances and
adequately provide for Debt impairment continuously throughout the financial year.

It was also noted that 11 or 20.4 percent of the municipalities did not report on Depreciation and asset
impairment thereby contributing to an incorrect status of the performance against this item. Similar to
Debt impairment, municipalities do not report their Depreciation and asset impairment due to the fact
that municipalities tend to submit preliminary figures in their MFMA Section 71 returns prior to
effecting all the necessary year-end adjustments whilst finalising their AFS. This is despite the advice
by Provincial Treasury to municipalities that they should account for this expenditure on a monthly
basis.
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Figure 13 shows a breakdown of Operating expenditure per district and per item of expenditure for the
2017/18 financial year.
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At a consolidated district level, municipalities spent between 26 and 44 percent of their Adjusted
Budgets on Employee related costs. The districts with the largest portions of Employee related costs are
the uThukela District (43.2 percent) followed by the uMkhanyakude District (41.9 percent), the Harry
Gwala District (39.6 percent) and the Ugu District (39.4 percent). The districts which spent the least on
Employee related costs are the King Cetshwayo District (26.4 percent), the uMgungundlovu District
(26.7 percent) and the Amajuba District (27.6 percent).

The uMgungundlovu District (35.3 percent) spent the highest percentage on Bulk purchases followed
by the eThekwini Metro (33.6 percent) and the iLembe District (25.9 percent). The high spending in the
uMgungundlovu District was mainly influenced by the Msunduzi Local Municipality which spent
R1.7 billion or 86.5 percent of the district total for Bulk purchases while the iLembe District was
influenced by the KwaDukuza Local Municipality which spent R505.4 million or 82.6 percent of the
district total for Bulk purchases.

A significant portion of Other expenditure was reported by the Amajuba (45.2 percent), Harry Gwala
(42.5 percent), uMzinyathi (40 percent) and Zululand (39 percent) Districts. The eThekwini Metro (21.1
percent) and the uMgungundlovu District (23.1 percent) contributed the least of their total Operating
expenditure to Other expenditure. The largest portion of their total Operating expenditure is made up of
Bulk purchases (33.6 percent and 35.3 percent respectively).

Table 3.5 shows a summary of the districts’ spending against the Adjusted Budgets for Operating
expenditure per district for the 2017/18 financial year.
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Table 3.5: Over and Under-Spending of Operating expenditure budget per District - 2017/18

Under On Target (Over) Total No. of
Districts More than Between Between Between 0% Between Between 5% Between More than | Municipalities
15% 10% and 15% | 5% and 10% and 5% 0% and 5% and 10% 10% and 15% 15% in District

1 |eThekwini Metro - - 1 1
2 |Ugu 5 - 5
3 |uMgungundiovu 4 1 3 - 8
4 |uThukela 3 - 1 4
5 |uMzinyathi 3 1 1 5
6 |Amajuba 3 - 1 4
7 |Zululand 3 - 2 1 6
8 |uMkhanyakude 2 2 - 1 5
9 |King Cetshwayo 2 1 2 1 6
10 [iLembe - 1 3 - - 1 5
11 |Harry Gwala 3 1 1 - 5
Totals 28 6 9 7 3 1 0 0 54

Source: NT Lgdatabase
Of the 54 reporting municipalities:

e Forty three (43) municipalities or 79.6 percent under-spent their Adjusted Budgets for Operating
expenditure of which, 28 of the municipalities or 51.9 percent under-spent their budgets by more
than 15 percent.

e Ten (10) or 18.5 percent of the municipalities were on target, which is between 95 percent (-5
percent) and 105 percent (+5 percent), against their Adjusted Budgets.

e Only one municipality or 1.9 percent recorded over-expenditure of more than 5 percent against its
Adjusted Budget.

3.3 Capital Revenue (Source of Finance) and Expenditure

The aggregated municipal Adjusted Capital Budget for the 54 municipalities in KwaZulu-Natal was
R14.7 billion for the 2017/18 financial year. Aggregated Capital expenditure and corresponding revenue
recognised against the Adjusted Capital Budget for all municipalities in the province amounted to R9.8
billion or 66.6 percent against the total Adjusted Budget. This equates to an under-spending of R4.9
billion for the 2017/18 financial year which has deteriorated when compared to the under-spending
of R2.1 billion in the 2016/17 financial year.

3.3.1 Capital Revenue

Table 3.6 shows the Original Budget, the Adjusted Budget and the Unaudited Actual per source of
revenue and per district for the 2017/18 financial year.
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Table 3.6: Capital Revenue (Source of Finance) per district - 2017/18

Detail
R'000 Original Adjusted | Unaudited % Generateq|  Tansfers | Borrowing | Internally Public
Budget Budget Actual recognised generated | contr. and
- capital’ funds donations
eThekw ini 7 340 084 7335632 4 362 884 59.5 3000 207 - 1362 677 -
Ugu 727 376 721132 489 957 67.9 460 008 - 28129 1821
uMgungundiovu 1044 909 1238 167 843 420 68.1 613 574 88 896 140 936 13
uThukela 590 959 615 476 550 330 89.4 505 002 20 000 23 346 1982
uMziny athi 750 754 626 667 459 430 73.3 432 331 - 27 099 -
Amajuba 455 837 443 529 308 765 69.6 285 851 - 22 914 (0)
Zululand? 693 611 730 586 551 080 75.4 542 838 - 8242 -
uMkhany akude 460 261 508 188 466 096 91.7 459 738 - 6 358 -
King Cetshwayo 1032518 1032 623 791 976 76.7 431703 99 321 259 514 1438
iLembez2 776 171 744 962 492 629 66.1 347 533 0 143 639 1458
Harry Gwala 698 519 733 598 495 380 67.5 389430 - 104 267 1683
Total 14 570 998 14 730 559 9 811 948 66.6 7468 215 208 217 2127122 8394

Source: NT Igdatabase
"Include National Government, Provincial Government, District Municipality and Other transfers and grants.
2 Figures obtained from the live NT Igdatabase on 15 August 2018.

The eThekwini Metro with R4.4 billion contributed the most to the total Capital revenue of R9.8
billion. The metro financed their Capital expenditure with Transfers recognised — capital of R3 billion
and Internally generated funds of R1.4 billion. With the exception of the eThekwini Metro, the
uMgungundlovu District contributed the most to total Capital revenue with R843.4 million followed
by the King Cetshwayo District with R792 million. The Amajuba District contributed the least to
Capital sources of revenue with R308.8 million.

Figure 14 provides an overview of the contributions per funding source to total Capital sources of
funding as 30 June 2018.

Figure 14: Total Capital revenue per Source of Finance - 2017/18
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An overview of the Capital source of funding by district indicates that municipalities in the province
are dependent on grants to fund their Capital expenditure as Transfers recognised — capital contributed
76.1 percent or R7.5 billion of the total Capital source of funding of R9.8 billion as at the end of the
2017/18 financial year.
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The second largest source of funding was Internally generated funds at 21.7 percent or R2.1 billion
followed by at Borrowing at 2.1 percent or R208.2 million and Public contributions and donations at
0.1 percent or R8.4 million.

Municipalities within three districts utilised Borrowings to fund their Capital expenditure amounting
to a total of R208.2 million as at the end of the 2017/18 financial year. The King Cetshwayo District
utilised the highest Borrowings at R99.3 million followed by the uMgungundlovu District at R88.9
million and the uThukela District at R20 million.

Public contributions and donations of R8.4 million were recognised by six districts to fund their
Capital expenditure. The uThukela District and the Ugu District reported the most significant amounts
against this revenue source amounting to R2 million and R1.8 million, respectively. It should be noted
that Public contributions and donations reported for the iLembe District are inaccurate. Despite not
budgeting for Public contributions and donations, the Mandeni and Maphumulo Local Municipalities
reported amounts utilised of R271 000 and R1.2 million, respectively, from this revenue source. Both
municipalities confirmed that the reported amounts were due to inaccurate reporting.

3.3.2 Capital Expenditure

Table 3.7 shows the Original Budget, Adjusted Budget and Unaudited Actual per standard classification
and per district for the 2017/18 financial year.

Table 3.7: Capital Expenditure per standard classification and per district - 2017/18

Detail

Original
Budget

R000

Adjusted
Budget

Unaudited
Actual

Spent

Governance
and Admin.'

Community and Public Safety

Economic and Environmental
Services

Trading Services

Housing

Health

Other’

Road Other’

Transport

Electricity

Water and Waste
Water Mgt.

Waste Mgt

Other

eThekwini 7340 084
Ugu 721 376
1044 909
590 959
750 754
455837
693611
460 261
1032518
6171
698 519
14 570 998

7335632
21132
1238167
615476
626 667
443529
730 586
508 188
1032623
744 962
733598
14730 559

4362884 595
489958 67.9
843420 68.1
550 330 804
459430 733
308 765 69.6
551080 754
466 096 9.7
791976 6.7
492629 66.1
495 380 67.5

9811948 66.6

257152 884 050 12476
135439 13 -
35838 20585 -
7884 -
11681 -
2251 543
7075 -
1128 -
156198 - -
32035 - -
11881 (478) -
658 561 904713 12476

188 162
9708
94312
3840
40931
12253
14242
2077
65502
56135
19616
532858

976 591
89311
286 000
65014
78 386
32675
123 845
80454
116 693
140 876
118 559
2108 404

231181
10 962
69312
103738
7204
45500
5739
31961
38 569
2328
83 547

630 041

782 307
1025
109 320
28872
41058
13499
58 572
30613
175
220
39715
1198 946

906 160
229679 13819 -
20724 20517 3
340951 30 -
280102 0 -
185 664 735
341607 -
23721 137 -
335 568
238 458 586 -
20131
3579270

98 549

uMgungundiovu
uThukela
uMzinyathi
Amajuba
Zuland'
uMkhany akude
King Cetshwayo
iLembe*

Harry Gwala
Total

Source: NT Igdatabase

1 Include Executive & Council, Budget & Treasury Office and Corporate Services.
2 Include Community & Social Services,Sports And Recreation and Public Safety.
3 Include Planning and Development and Environmental Protection.

4 Figures obtained from the live NT Igdatabase on 15 August 2018.

All districts within the province as well as the eThekwini Metro recorded Capital expenditure below the
95 percent level against their respective Adjusted Budgets. Only the uMkhanyakude District achieved
more than 90 percent of their Adjusted Budget at 91.7 percent followed by the uThukela District at 89.4
percent and the King Cetshwayo District at 76.7 percent. The eThekwini Metro reported the lowest
percentage of the Capital budget spent at 59.5 percent followed by the iLembe District at 66.1 percent
and the Harry Gwala District at 67.5 percent. It should be noted that Capital expenditure is directly
linked to service delivery and under-spending on Capital expenditure negatively impacts on service
delivery.

Under-spending of the Adjusted Budget for Capital can be attributed to poor planning by certain
municipalities, over-budgeting for capital projects, poor management of the procurement processes and
the non-submission of the monthly Capital expenditure returns for the 2017/18 financial year.
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On the other hand, a few municipalities reported Capital expenditure which exceeded their respective
Capital budgets, namely, the Maphumulo (129 percent), eDumbe (125.2 percent), eNdumeni (109.1
percent), Big Five Hlabisa (102.2 percent) and Dr. Nkosazana Dlamini Zuma (100.8 percent) Local
Municipalities. Over-expenditure against the Adjusted Budget for Capital expenditure could be
attributed to the acceleration of multi-year projects, under-estimation of project costs at the budget stage
and the inaccurate completion of monthly Capital expenditure returns for the 2017/18 financial year.

It should be noted that due to the fact that most municipalities are still in the process of re-aligning their
Adjusted Budget returns to the adopted B Schedules, the percentage completion against budget may be
inaccurate. Provincial Treasury is currently assisting municipalities in this regard.

Furthermore, municipalities are in the process of finalising their 2017/18 AFS which includes the
updating and balancing of their asset registers with the latest available financial information and
factoring in accounting journal entries such as accruals. Thus, the year-end adjustments to the Capital
expenditure figures would not have been included in the MFMA Section 71 reports submitted to the
National Treasury Local Government Database. This could result in the final figures being significantly
different from those reported in the MFMA Section 71 reports. The low spending on Capital expenditure
projects will delay the delivery of infrastructure for basic services and exacerbate the current backlogs.

Provincial Treasury Circular PT/MF 02 of 2018/19, dated 06 August 2018, was issued to remind
municipalities of the 31 August 2018 deadline for the submission of rollover applications/motivations
to National Treasury to retain Unspent conditional grant funding, as required in terms of the Division
of Revenue Act (DoRA).

In terms of the Section 22 of the 2017 DoRA, any conditional allocation that is not spent at the end of
a municipal financial year reverts to the National Revenue Fund, unless the relevant receiving officer
can prove to the satisfaction of National Treasury, that the unspent allocation is committed to
identifiable projects. Therefore, it is imperative that municipalities adopt appropriate monitoring
systems and take corrective steps where under-spending of their Capital budget (mainly funded by
capital grants) is recorded.

Figure 15 provides an overview Capital expenditure per standard classification line item
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Figure 15: Total Capital expenditure per standard classification - 2017/18
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The bulk of Capital expenditure amounting to R3.6 billion was spent on Water and Waste Water
Management capital projects which constitutes 36.5 percent of the total unaudited actual expenditure
for the 2017/18 financial year. The second highest category of Capital Expenditure was on Road
Transport with R2.1 billion (21.5 percent) followed by Electricity with R1.2 billion (12.2 percent),
Housing with R904.7 million (9.2 percent), Governance and Administration with R658.6 million (6.7
percent) and Economic and Environmental Services — Other with R630 million (6.4 percent).

The lowest contributor to Capital expenditure incurred as compared to the total unaudited actual
expenditure was against Health with R12.5 million (0.1 percent) and Other with R42.2 million (0.4
percent) for the 2017/18 financial year.

None of the municipalities under the uThukela, uMzinyathi, Zululand, uMkhanyakude, King Cetshwayo
and iLembe Districts spent on Housing as the function is performed by the KwaZulu-Natal Department
of Human Settlements and furthermore, these municipalities do not perform this function on behalf of
the Department of Human Settlements. The eThekwini Metro and the Msunduzi Local Municipality
within the uMgungundlovu District reflected expenditure of R884.1 million and R20.6 million against
Housing as at the end of the 2017/18 financial year, respectively.

The Ray Nkonyeni Local Municipality within the Ugu District and the Newcastle Local Municipality
within the Amajuba District spent only R13 000 and R543 000 against Housing, respectively. The
uBuhlebezwe Local Municipality within the Harry Gwala District incorrectly reflected negative
expenditure of R478 000 for Housing whereas the municipality does not perform the Housing functions
on behalf of the KwaZulu-Natal Department of Human Settlements.

The expenditure on Housing was largely related to the municipalities performing the function as an
agent on behalf of the KwaZulu-Natal Department of Human Settlements. Agency functions include
overseeing the work of the service providers appointed by the KwaZulu-Natal Department of Human
Settlements, inspecting the completed units to verify that the service providers complied with the tender
specifications and the transfer of payments to the service providers upon the instruction from the
KwaZulu-Natal Department of Human Settlements. No expenditure reported by municipalities does not
imply that no housing projects were undertaken as the houses are transferred to the occupants upon
completion and the municipalities therefore do not reflect any Capital expenditure against the projects.
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Roads Transport ranked second in terms of Capital expenditure in the 2017/18 financial year. Various
inconsistencies were noted regarding the reporting of the Adjusted Budget and expenditure relating to
the Road transport standard classification.

Figure 16 shows a breakdown in terms of Capital expenditure per district and by standard classification
for the 2017/18 financial year.

Figure 16: Capital Expenditure per district and by standard classification - 2017/18
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The largest portion of capital spending by standard classification was against Trading services with
R4.9 billion or 50.2 percent of total Capital expenditure. All districts with the exception of the
uMgungundlovu District spent the largest portion of their Capital expenditure on 7rading services. The
districts with the highest spending on Trading services were the Zululand (72.6 percent), uMzinyathi
(69.9 percent) and uMkhanyakude (69.6 percent) Districts.

The second highest expenditure was against Economic and Environmental Services with spending of
R2.7 billion or 27.9 percent of the total Capital expenditure. The uMgungundlovu District (42.1 percent)
spent the bulk of their Capital expenditure on Economic and Environmental Services.

The third largest portion of spending per standard classification of R1.5 billion or 14.8 percent of total
Capital expenditure was against Community and Public Safety with the eThekwini Metro and the
uMgungundlovu District spending 24.9 percent and 13.6 percent of their Capital expenditure against
this standard classification, respectively.

Lastly, the lowest portion of spending per standard classification of R42.2 million or 0.4 percent of total
Capital expenditure was against Other and R658.6 million or 6.7 percent against Governance and
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Administration. The Amajuba District spent 5.1 percent of their total Capital expenditure against the
Other category whilst the Ugu District spent 27.6 percent of their total Capital expenditure against
Governance and Administration followed by the King Cetshwayo District at 19.7 percent.

Table 3.8 shows the range of over and under-spending against the Adjusted Capital Budgets by districts
for the 2017/18 financial year.

Table 3.8: Over and Under-spending against the Adjusted Capital Budgets per district - 2017/18

Under On Target (Over) Total No. of

Districts More than Between Between | Between 0% | Between | Between 5% | Between More than |Municipalitie

15% 10% and 15%| 5% and 10% | and -5% 0%and 5% | and10% |10%and 15% 15% s in District
1 [eThekwini Metro 1 - 1
2 |Ugu 4 - 1 5
3 |uMgungundlovu 6 1 1 - 8
4 |uThukela 2 1 1 - 4
5 |uMzinyathi 4 1 5
6 |Amajuba 4 4
7 |Zululand 4 1 - 1 6
8 |uMkhanyakude 2 - 2 1 5
9 |King Cetshwayo 5 1 - 6
10 [iLembe 4 - 1 5
11 [Harry Gwala 4 1 5
Totals 40 2 4 3 2 1 0 2 54

Source: NT Lgdatabase

Under-spending on the Capital Budget is a common and concerning trend amongst municipalities. Of
the 54 municipalities:

e Forty-six (46) of the 54 municipalities or 85.2 percent under-spent their Adjusted Budgets by at
least five percent and more and is the same number of municipalities which reported significant
under-expenditure in the 2016/17 financial year;

e Five of the 54 municipalities or 9.3 percent were on target as they achieved a spending rate that was
between 95 and 105 percent as at the end of the 2017/18 financial year which is an improvement
from the three municipalities in the 2016/17 financial year; and

e The remaining three of the 54 municipalities or 5.6 percent over-spent their Adjusted Capital
Budgets by five percent and more in the 2017/18 financial year as compared to five in the previous
financial year.

The low spending on capital projects impacts negatively on service delivery by the municipalities.
Moreover, renewal of municipal infrastructure to ensure reliability and quality of municipal services to
support economic growth within their jurisdictions will be affected.

3.4 Capital and Operating Expenditure Comparatives

Analysing Capital expenditure in relation to Operating expenditure provides an insight into expenditure
trends at municipalities.

Figure 17 shows the comparatives of Capital expenditure against Operating expenditure for the
reporting municipalities, aggregated at a district level. The graph reveals the district performance against
the budget and thus reflects Capital expenditure as a percentage of the Adjusted Capital Budget together
with Operating expenditure as a percentage of the Adjusted Operating expenditure Budget for the
2017/18 financial year.
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Figure 17:
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The variance between the average Capital expenditure against the Adjusted Capital Budget and the
average Operating expenditure against the Adjusted Operating Budget is 13.2 percent for the 2017/18
financial year and is consistent with the average of 13 percent reported in the 2016/17 financial year.
The uThukela and uMkhanyakude Districts reported Capital expenditure performance against the
Adjusted Capital expenditure Budget that exceeded their Operating expenditure performance against
the Adjusted Operating expenditure Budget. The remaining districts have spent significantly less of
their Adjusted Capital expenditure Budget in relation to their Adjusted Operating expenditure Budget
for 2017/18 with the largest differences noted in the eThekwini Metro (34.6 percent), the iLembe
District (26.1 percent) and the Amajuba District (25.7 percent). The least difference was noted in the

Ugu District with 3.4 percent.

The average Capital expenditure across districts against their respective Adjusted Capital expenditure
Budgets was 73.2 percent for the 2017/18 financial year which is a regression when compared to the
district average of 80 percent in the 2016/17 financial year. The uMkhanyakude (91.7 percent),
uThukela (89.4 percent), King Cetshwayo (76.7 percent), Zululand (75.4 percent), uMzinyathi (73.3
percent) Districts reported to have spent more than the average Capital expenditure at a district level at
the end of the financial year, while the remainder reported to have spent less than the average of 73.2

percent.

The average Operating expenditure against the respective Adjusted Operating expenditure Budgets
across all districts was 86.5 percent for the 2017/18 financial year and represents a decrease of 6.5
percent from the average of 93 percent for the 2016/17 financial year. The Amajuba District (95.3
percent), the eThekwini Metro (94.1 percent), the King Cetshwayo District (92.6 percent), the iLembe
(92.2 percent) and the uMgungundlovu District (88.5 percent) spent more than the district average,
whilst the remainder spent less than the district average at the end of the 2017/18 financial year.
Significant under-spending against their Adjusted Operating expenditure Budgets could be attributed to
incomplete reporting on the non-cash items such as Depreciation and asset impairment and Debt

impairment.
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3.5 Debt Management
Debtors by age analysis

Table 3.9 shows Debtors age analysis per district as at 30 June 2018.

Table 3.9: Debtor Age Analysis per district (Total)

R000 0 - 30 Days 31-60 Days 61- 90 Days Over 90 Days Total
Total % Total % Total % Total %

eThekwini 1666 676 16.1 812 639 7.9 418 902 40| 7453166 72.0 | 10351383
Ugu 54 583 14.8 26 204 71 37107 10.1 250 481 68.0 368 375
uMgungundlovu 536 673 15.7 101 600 3.0 39 987 1.2 | 2745608 80.2 | 3423868
uThukela 78 662 5.4 73 823 5.1 41740 29| 1254747 86.6 | 1448973
uMziny athi 40 767 9.4 10 290 2.4 12198 2.8 372 071 85.5 435 326
Amajuba 136 713 10.2 34 312 2.6 31223 23| 1133103 849 1335352
Zululand 30 908 6.7 12 518 27 10 198 22 404 932 88.3 458 556
uMkhany akude 12933 2.4 6439 1.2 8610 1.6 515153 94.8 543 135
King Cetshwayo 287 310 45.3 27139 4.3 28 990 4.6 290 554 45.8 633 993
iLembe 60 561 10.1 45 880 7.6 21788 3.6 473 692 78.7 601 920
Harry Gwala 7994 3.6 6 955 3.1 7932 3.6 200 251 89.7 223133
Total 2913782 14.7| 1157798 5.8 658 675 3.3| 15093 760 76.1 | 19824015

Source: NT Lgdatabase

The total debt owed to municipalities at the end of the fourth quarter of the 2017/18 financial year was
R19.8 billion and represents an increase of 22.7 percent from the R16.2 billion owed to municipalities
in the 2016/17 financial year.

The eThekwini Metro had the largest amount of outstanding debt (R10.4 billion) followed by the
uMgungundlovu District (R3.4 billion), the uThukela District (R1.4 billion) and the Amajuba District
(R1.3 billion). The Harry Gwala District recorded the lowest amount of outstanding debt (R223.1
million).

Figure 18 further illustrates the Debtors age analysis as at 30 June 2018.

Figure 18
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At the end of the 2017/18 financial year, a substantial amount of debt of R15.1 billion (76.1 percent)
was outstanding in the Over 90 Days category, representing an increase of R2.8 billion debt outstanding
in the same category in the 2016/17 financial year (R12.3 billion). In the 2017/18 financial year, the
debtors per age category were as follows: 0-30 Days: R2.9 billion (14.7 percent), 3/-60 Days: R1.2
billion (5.8 percent), and 6/-90 Days.: R658.7 million (3.3 percent).

All of the districts had more than 70 percent of their debt outstanding in the Over 90 Days category with
the exception of the King Cetshwayo and Ugu Districts which had 45.8 percent and 68 percent of total
debt outstanding in this category, respectively. It should however be noted that the Ugu District
Municipality did not report on their Debtors as at 30 June 2018 therefore the 68 percent of total debt
outstanding in the Over 90 Days category is understated. It should further be noted that the high level
of debt across the districts is influenced by a number of factors such as the social economic environment,
economic factors including high level of indigents, state social grants dependency and the
unemployment rate.

Municipalities need to implement effective debt collection strategies and policies in order to improve
their collection rates and to ensure that debt owed to them does not become irrecoverable. All
municipalities in the province reported on their debt with the exception of the Ugu District Municipality,
the eDumbe, Ulundi and uMlalazi Local Municipalities which represents a regression from the 2016/17
financial year where only two municipalities did not report on their outstanding debtors.

Debtors by Customer Group

Table 3.10 shows Debtors by customer group per district as at 30 June 2018.

Table 3.10: Debtors by Customer Group (Total)

R'000 Organs of State Commercial Household Other Total
Total % Total % Total % Total %

eThekwini 601 953 5.8| 2665208 25.7| 6941403 67.1 142 819 1.4| 10351383
Ugu 57 920 15.7 58 778 16.0 231122 62.7 20 556 5.6 368 375
uMgungundlovu 261 39%4 7.6 498 361 14.6| 2217 256 64.8 446 857 13.1| 3423868
uThukela 176 904 12.2 52 375 3.6 799 731 55.2 419 962 29.0] 1448973
uMziny athi 58 494 13.4 42 573 9.8 321 886 73.9 12 373 2.8 435 326
Amajuba 62 705 4.7 136 593 10.2| 1097 005 82.2 39 049 2.9 1335352
Zululand 60 963 13.3 72 758 15.9 310 922 67.8 13912 3.0 458 556
uMkhany akude 144 743 26.6 112 329 20.7 283 936 52.3 21271 0.4 543 135
King Cetshway o 35 340 5.6 313 035 49.4 253 899 40.0 31720 5.0 633 993
iLembe 45 600 7.6 113 656 18.9 391 949 65.1 50 714 8.4 601 920
Harry Gwala 29423 13.2 48 247 21.6 135 669 60.8 979% 44 223133
Total 1535 440 7.7 4113915 20.8| 12984 777 65.5] 1189883 6.0 19824015

Source: NT Lgdatabase
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Figure 19 shows municipal debt owed by Customer Group as at 30 June 2018.

Figure 19
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The largest portion of outstanding debtors in the province, as at 30 June 2018, was owed by the
Household customer group amounting to R13 billion (65.5 percent). This customer group is followed
by debtors classified as Commercial: R4.1 billion (20.8 percent), Organs of State: R1.5 billion (7.7
percent) and Other: R1.2 billion (6 percent).

The Household debt increased by 27.4 percent from R10.2 billion (63.1 percent) in the 2016/17 financial
year to R13 billion (65.5 percent) in the 2017/18 financial. The only category of debt that decreased was
Organs of State debt which decreased from R1.7 billion (10.4 percent) in the 2016/17 financial year to
R1.5 billion (7.7 percent) in the 2017/18 financial year. However, these amounts may not be a true
reflection due to some municipalities not reporting on debtors for Month 12 in the 2017/18 financial
year.

The eThekwini Metro contributed the largest amount to debtors in the Commercial category with R2.7
billion or 64.8 percent of the total Commercial debtors of R4.1 billion. Other significant contributors to
this category were the uMgungundlovu and King Cetshwayo Districts amounting to R498.4 million and
R313 million, respectively.

With the exception of the King Cetshwayo District, all districts within the province had the bulk of their
debtors reflected against the Household customer group. The Amajuba and uMzinyathi Districts
recorded more than 70 percent of their debtors outstanding in the Household customer group. Three
districts reflected decreases in the Household customer group from the 2016/17 financial year to the
2017/18 financial year. The Ugu District reflected a decrease of R200.2 million from R431.3 million in
the 2016/17 financial year to R231.1 million in the 2017/18 financial year. The decrease is largely
attributable to the uMzumbe Local Municipality and the Ugu District Municipality within the Ugu
District which did not report any Household debt in Month 12 for the 2017/18 financial year. The
Zululand District reflected a decrease of R64.7 million from R375.6 million in the 2016/17 financial
year to R310.9 million in the 2017/18 financial year. The decrease is largely attributable the eDumbe
and Ulundi Local Municipalities within the Zululand District which did not report any debt for Month
12 for the 2017/18 financial year. The iLembe District reflected a decrease of R17.2 million from R409.2
million in the 2016/17 financial year to R391.9 million in the 2017/18 financial year. The decrease is
largely attributable to a decrease in Household debt of R55.9 million from R105.2 million in the 2016/17
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financial year to R49.3 million in the 2017/18 financial year for the KwaDukuza Local Municipality
within the iLembe District which, in combination with increases for other municipalities within the
district, led to the overall decrease of R17.2 million in the 2017/18 financial year.

It was noted that the Other customer group increased from the 2016/17 financial year of R919.8 million
to R1.2 billion in the 2017/18 financial year, contributing to 6 percent of the total debt outstanding.
Municipalities are encouraged to ensure that they classify debt correctly under the relevant customer
group. The uMgungundlovu District classified R446.9 million as Other and contributed the largest
amount to total debt classified as Other. The uThukela District (R420 million) and the eThekwini Metro
(R142.8 million) were other significant contributors to total debt in the Other category.

3.6 Creditors Management

Table 3.11 shows Creditors age analysis per district as at 30 June 2018.

Table 3.11 Creditors age analysis per district (Total)

RO00 0 - 30 Days 31- 60 Days 61- 90 Days Over 90 Days Total
Total % Total % Total % Total %

eThekwini 2610 451 77.9 29 024 0.9 51183 1.5 662 041 19.7 3352698
Ugu 44 446 91.9 907 1.9 1141 2.4 1868 3.9 48 363
uMgungundlovu 886 289 92.3 22178 2.3 8 645 0.9 42 963 4.5 960 075
uThukela 231780 84.6 6039 22 6421 2.3 29 633 10.8 273 872
uMziny athi 92 876 70.9 841 0.6 50 0.0 37 316 28.5 131083
Amajuba 212 984 71.9 18103 6.1 7185 2.4 58 020 19.6 296 293
Zululand 50 839 31.3 162 0.1 909 0.6 110 449 68.0 162 358
uMkhany akude 6115 7.6 4426 5.5 1103 1.4 69 091 85.6 80735
King Cetshwayo 715 146 94.4 13419 1.8 5030 0.7 24 041 32 757 635
iLembe 264 655 91.5 17 904 6.2 1727 0.6 4990 1.7 289 276
Harry Gwala 27220 41.3 25 886 39.3 2719 4.1 10 006 15.2 65 831
Total 5142 801 80.1 138 889 2.2 86 113 1.3 1050 417 16.4 6 418 220

Source: NT Igdatabase

The total debt owed by municipalities at the end of the 2017/18 financial year was R6.4 billion and
represents an increase of 28.9 percent from an amount of RS billion owed by municipalities as at 30
June 2017. Despite the increase of R1.4 billion, the total reported appears to be understated as six
municipalities reported Rnil Creditors at 30 June 2018. These municipalities are as follows: the
uMuziwabantu, uMgeni, iMpendle, Richmond, uBuhlebezwe and Dr. Nkosazana Dlamini Zuma Local
Municipalities. Furthermore, four municipalities inaccurately reported Creditors which were less than
Rnil thereby further understating the total for the province. These municipalities are as follows:
uMzumbe, uMhlabuyalingana, Nkandla and Ndwedwe Local Municipalities.

The eThekwini Metro had the largest amount of debt owed to Creditors at R3.4 billion which was
followed by the uMgungundlovu, King Cetshwayo and Amajuba Districts at R960.1 million, R757.6
million and R296.3 million respectively. Figure 20 further illustrates the Creditors age analysis as at 30
June 2018.
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Figure 20
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Section 65(1) and (2)(e) of the MFMA reads:

(1) The Accounting Officer of a municipality is responsible for the management of the expenditure
of the municipality.

(2) The Accounting Officer must for the purpose of subsection (1) take all reasonable steps to
ensure—

(e) that all money owing by the municipality be paid within 30 days of receiving the relevant
invoice or statement, unless prescribed otherwise for certain categories of expenditure

Whilst the majority of debt owed by KwaZulu-Natal (KZN) municipalities were in the 0-30 Days
category, it is however concerning that 19.9 percent of the debt owed by municipalities, which amounts
to R1.3 billion, was outstanding for longer than 30 days in contravention of Section 65(2)(e) of the
MFMA. In some cases, municipalities have indicated that unpaid invoices and creditors in the over 30
Days category are due to disputes with suppliers, however, in other cases, it could be an indication of
cash flow challenges being experienced by municipalities. Non-payment of creditors within 30 days is
of serious concern to KZN Provincial Treasury as the municipalities could be liable for penalties and
interest incurred as a result thereof, which is tantamount to fruitless and wasteful expenditure.

Table 3.12 shows the categorisation of the R6.4 billion owed by KZN municipalities as at 30 June
2018.
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Table 3.12 Creditors age analysis per district (Total)

: 0 - 30 Days 31- 60 Days 61- 90 Days Over 90 Days Total

R000 Amount % Amount % Amount % Amount % Amount %

Creditor Age Analysis
Bulk Electricity 1612585 93.4 4757 0.3 4697 0.3 104 792 6.1 1726830 26.9
Bulk Water 327 319 83.2 4272 1.1 5539 1.4 56 104 14.3 393 233 6.1
PAYE deductions 131780 100.0 - - - - - - 131780 2.1
VAT (output less input) 64 850 100.0 (0) - (19) - (1) - 64 829 1.0
Pensions / Retirement 141 996 100.0 - - - - - - 141996 22
Loan repay ments 133 374 17.6 - - 41302 5.4 584 447 77.0 759 122 11.8
Trade Creditors 1932189 81.9 126 053 5.3 33 091 1.4 266 954 11.3] 2358288 36.7
Auditor-General 3624 56.9 615 9.7 54 0.9 2072 32.6 6 365 0.1
Other 795 086 95.1 3193 0.4 1450 0.2 36 049 4.3 835 777 13.0

Total 5142 801 80.1 138 889 2.2 86 113 1.3 1050 417 16.4| 6418220 100.0

Source:NT Igdatabase

Figure 21 further illustrates the categorisation of debt owed by KZN municipalities.

Figure 21

M Bulk Electricity
H Bulk Water

H PAYE deductions
M VAT (output less

input)

Pensions /

Retirement
 Loan repayments
M Trade Creditors

B Auditor-General

M Other

The majority of the outstanding Creditors relates mainly to Trade Creditors of R2.4 billion or 36.7
percent followed by Bulk electricity of R1.7 billion or 26.9 percent and Other which contributes R835.8
million or 13 percent to total Creditors.

The top five municipalities who contributed to the 7rade creditors total of R2.4 billion are the
eThekwini Metro (R980.4 million), the uMhlathuze Local Municipality (R527.6 million), the Newcastle
Local Municipality (R172.1 million), the Msunduzi Local Municipality (R107.8 million) and the
uThukela District Municipality (R107.1 million).

The top five municipalities who contributed to the Bulk electricity total of R1.7 billion are the eThekwini
Metro (R1.1 billion), the Msunduzi Local Municipality (R206.1 million), the Ulundi Local Municipality
(R89.5 million), the uMhlathuze Local Municipality (R57.2 million) and the Newcastle Municipality
(R52.3 million). The Ulundi Local Municipality is the only municipality amongst the top contributors
to Bulk Electricity which has any Bulk electricity owed for more than 30 days as R88.4 million of the
R89.5 million total Creditors has been outstanding for longer than 30 days. The Ulundi Local
Municipality experienced cash flow challenges due to the poor collection of outstanding debtors and
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was therefore unable to make full payments on invoices owed to Eskom. It should however be noted
that the total Bulk electricity of R1.7 billion is understated as compared to the Eskom MFMA Section
41 report which reflects R2.1 billion (refer to Table 3.20).

The Ulundi Local Municipality contributed significantly towards the second highest district total for
Creditors which have been outstanding for over 90 days as Zululand District’s total of R110.4 million
was second only to the eThekwini Metro’s R662 million for Creditors which have been outstanding for
longer than 90 days. Figure 22 illustrates that Zululand District had the greatest proportion of creditors
outstanding in the Over 90 Days categorisation at 68 percent (R110.4 million) which was only exceeded
by the uMkhanyakude District which had 85.6 percent (R69.1 million) of their Credifors outstanding
for over 90 days.

Figure 22
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The uMkhanyakude District reflected the least proportion of its Creditors outstanding for 0-30 Days at
7.6 percent (R6.1 million). This is mainly attributable to the uMkhanyakude District Municipality
experiencing cash flow challenges.

Excluding the uMkhanyakude District (7.6 percent), the Zululand District (31.3 percent) and the Harry
Gwala District (41.3 percent), the remainder of the districts in KZN reported more than 70 percent of
their Creditors in the 0-30 Days category. The iLembe (1.7 percent), King Cetshwayo (3.2 percent) and
the Ugu (3.9 percent) Districts reported the lowest levels of their total outstanding Creditors in the Over
90 Days category. However, this is attributable to the Ndwedwe Local Municipality reporting negative
Creditors of R3.8 million in the iLembe District, the Nkandla Local Municipality reporting negative
Creditors of R9.6 million in the King Cetshwayo District and the uMzumbe Local Municipality
reporting negative Creditors of R16.2 million in the Ugu District.

It is recommended that municipalities pay all their Creditors within 0-30 days of receipt of invoices
and/or statements as required by Section 65(2)(e) of the MFMA in order to avoid possible interest and
penalties.

3.7 Bulk Services

The MFMA promotes a co-operative approach to fiscal and financial management across all spheres of
government. In the spirit of co-operative governance, Section 41(2) of the MFMA states that, each
organ of the state providing bulk resources to a municipality must within 15 days after the end of each
month furnish the National Treasury with a written statement setting out, for each municipality or for
each municipal entity providing municipal services on behalf of such municipalities:

(a) the amount to be paid by the municipality or municipal entity for such bulk resources for that month,
and for the financial year up to the end of that month;

(b) the arrears owing and the aged profile of such arrears, and

(c) any action taken by that organ of the state to recover arrears.
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The organs of state providing bulk services in KwaZulu-Natal are the Umgeni Water Board and the
Mhlathuze Water Board for the provision of Bulk water and Eskom for the provision of Bulk electricity.

The amounts shown in Table 3.13 to Table 3.20 are based on the Umgeni Water Board, the Mhlathuze
Water Board and Eskom’s MFMA Section 41 reports as at 30 June 2018 which were submitted to
National Treasury. The municipalities are required to pay for their Bulk purchases from the Water
Boards and Eskom within 30 days of receiving the invoice as per Section 65(2)(e) of the MFMA.

3.7.1 Sale of Bulk Water

Table 3.13 shows the sale of Bulk water to municipalities by the Umgeni Water Board for the month of
June 2018 and the actual year to date sales amount.

Table 3.13: Sale of bulk water to municipalities

L Sale of Bulk Water (R'000)
Name of municipality
June 2018 YTD
eThekwini 241 806 2209 023
Msunduzi 48 883 592 449
uMgungundlovu DM 12 835 135 059
Ugu DM 10 517 100 691
iLembe DM 12 064 101 352
Harry Gwala DM 786 12 874
Total 326 891 3151 450

Source: Umgeni Water Board MFMA Section 41 Report

The sale of Bulk water to municipalities from the Umgeni Water Board for the year under review
amounted to R3.2 billion which is an increase of R508.5 million or 19.2 percent when compared to
R2.6 billion for the 2016/17 financial year. The increase was attributed to increases in both the volume
and price of water sold. The eThekwini Metro (R2.2 billion) and the Msunduzi Local Municipality
(R592.4 million) were the largest purchasers of Bulk water at the end of the 2017/18 financial year,
contributing 70.1 percent and 18.8 percent of total sales, respectively. This was mainly due to the fact
that they provide water to the most densely populated regions in the province. The Harry Gwala District
Municipality purchased the least amount of water (R12.9 million or 0.4 percent) for the 2017/18
financial year.

The uMhlathuze Local Municipality purchases Bulk water from the Mhlathuze Water Board. The
uMhlathuze Local Municipality purchased R23 million of Bulk water for the month of June 2018 and a
total of R238.1 million for the 2017/18 financial year. The King Cetshwayo District Municipality
incurred costs of R46 148 from the Mhlathuze Water Board for water testing done during the 2017/18
financial year.

The Capital unit charge is based on the volume of water sold to municipalities. The Umgeni Water
Board invoices and collects these amounts from the municipalities on behalf of the Department of Water
and Sanitation (DWS) using a tariff which is provided by the department. The Capital unit charge is
mainly for the construction of the Spring Grove Dam.

Table 3.14 shows the Capital unit charge incurred by municipalities for the month of June 2018 and the
actual year to date amount.
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Table 3.14: Capital Unit Charge

Name of municipality Capital Unit Charge (R'000)
June 2018 YTD
eThekwini 20 428 186 354
Msunduzi 4045 41138
uMgungundlovu DM 1062 11 166
Ugu DM 864 8 288
iLembe DM 998 8 398
Harry Gwala DM 62 694
Total 27 460 256 039

Source: Umgeni Water Board MFMA Section 41 Report

The Capital unit charge to the municipalities for the year under review amounted to R256 million. The
eThekwini Metro (R186.4 million) and the Msunduzi Local Municipality (R41.1 million) incurred the
highest Capital unit charge at the end of the 2017/18 financial year, contributing 72.8 percent and 16.1
percent of the total charges, respectively. The Harry Gwala District Municipality incurred the least
amount of the total Capital unit charge (R694 000 or 0.3 percent) for the 2017/18 financial year.

The Umgeni Water Board also reports on the Mkhomazi Bulk Water Scheme (MBWS) which is a charge
for the construction of the Mkhomazi water scheme and is based on the volume of water sold to
municipalities. The Umgeni Water Board invoices and collects these amounts from the municipalities
on behalf of the DWS using a tariff which is provided by the department.

Table 3.15 shows the charges incurred by municipalities in relation to the MBWS for the month of June
2018 and the actual year to date amount.

Table 3.15: Mkomazi Bulk Water Scheme

C Mkomazi Bulk Water Scheme (R'000)
Name of municipality
June 2018 YTD
eThekwini 4 807 43 852
Msunduzi 968 9787
uMgungundlovu DM 254 2 655
Ugu DM 207 1982
iLembe DM 239 2010
Harry Gwala DM 15 165
Total 6 490 60 451

Source: Umgeni Water Board MFMA Section 41 Report

The MBWS charges incurred by municipalities for the 2017/18 financial year amounted to
R60.5 million. The eThekwini Metro (R43.9 million) and the Msunduzi Local Municipality (R9.8
million) incurred the highest charges, contributing 72.5 percent and 16.2 percent to the total charges,
respectively. This was mainly due to the fact that they provide water to the most densely populated
regions in the province. The Harry Gwala District Municipality incurred the least charges (R165 000
or 0.3 percent) for the 2017/18 financial year.

Age Profile of Umgeni Water Board Municipal Debtors

Table 3.16 shows the age analysis of the Umgeni Water Board (Bulk water) MFMA Section 41 report
as at 30 June 2018 that was submitted to the National Treasury.
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Table 3.16: Age analysis of municipal Umgeni Water Board debtors (Bulk water)

Name of municipality
Current 30 Days 60 Days 90 Days 120 Days + Total

R'000

eThekwini 241 806 - - - - 241 806
Msunduzi 48 883 - - - - 48 883
uMgungundiovu DM 12 835 11061 - - - 23 896
Ugu DM 10 517 1092 - 9721 64 21394
iLembe DM 12 064 9972 8076 - - 30 112
Harry Gwala DM 786 636 547 30 3574 5573
Total 326 891 22 761 8 623 9750 3639 371 665

Source: Umgeni Water Board MFMA Section 41 Report

As per the MFMA Section 41 report submitted to National Treasury by the Umgeni Water Board,
R371.7 million was owed to the Umgeni Water Board as at 30 June 2018. With the exception of the
eThekwini Metro and the Msunduzi Local Municipality, all municipalities as shown in Table 3.16 had
amounts owing for longer than 30 days.

Table 3.17 shows the age analysis of the Umgeni Water Board (Capital unit charge) MFMA Section
41 report as at 30 June 2018 that was submitted to the National Treasury.

Table 3.17: Age analysis of Umgeni Water Board municipal debtors (Capital Unit Charge)

Rvoogame of municipality Current 30 Days 60 Days 90 Days 120 Days + Total

eThekwini 20 428 - - - - 20428
Msunduzi 4045 - - - - 4045
uMgungundlovu DM 1062 915 - - - 1977
Ugu DM 864 85 - 804 - 1753
iLembe DM 998 825 681 726 27 562 30792
Harry Gwala DM 62 50 43 - 270 426
Total 27 460 1876 723 1530 27 832 59 421

Source: Umgeni Water Board MFMA Section 41 Report

In terms of the MFMA Section 41 report submitted to National Treasury by the Umgeni Water Board,
R59.4 million was owed to the Umgeni Water Board as at 30 June 2018 for the Capital unit charge.
With the exception of the eThekwini Metro and the Msunduzi Local Municipality, all municipalities
as shown in Table 3.17 had their Capital unit charge in arrears for more than 30 days.

The uMgungundlovu District Municipality has requested for a six months payment arrangement for
their May and June 2018 outstanding amounts whilst the iLembe District Municipality requested that
they start making payments in July 2018 for the Capital unit charge debtors.

Table 3.18 shows the age analysis of the Umgeni Water Board (MBWS) MFMA Section 41 report as
at 30 June 2018 that was submitted to National Treasury.
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Table 3.18: Age analysis of Umgeni Water Board municipal debtors (Mkomazi Bulk Water Scheme)

Name of municipality

R'000 Current 30 Days 60 Days 90 Days 120 Days + Total

eThekwini 4 807 - - - - 4807
Msunduzi 968 - - - - 968
uMgungundiovu DM 254 219 - - - 473
Ugu DM 207 20 - 192 - 420
iLembe DM 239 198 163 - - 599
Harry Gwala DM 15 12 10 - 64 101
Total 6 490 449 173 192 64 7368

Source: Umgeni Water Board MFMA Section 41 Report

In terms of the MFMA Section 41 report submitted to National Treasury by the Umgeni Water Board,
R7.4 million was owed to the Umgeni Water Board as at 30 June 2018 for the MBWS. With the
exception of the eThekwini Metro and the Msunduzi Local Municipality, all municipalities as shown

in Table 3.18 were in arrears for more than 30 days for their MBWS debts.

Age Profile of Mhlathuze Water Board Municipal Debtors

As per the MFMA Section 41 report submitted to the National Treasury by the Mhlathuze Water
Board, R25.5 million was owed to the Mhlathuze Water Board as at 30 June 2018, entirely relating to
the uMhlathuze Local Municipality. The municipality had an amount of R2.4 million outstanding for

over 30 days.

3.7.2 Sale of bulk electricity

Table 3.19 shows the sale of Bulk electricity to municipalities by Eskom for the month of June 2018
and the actual year to date sales amount.
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Table 3.19: Sale of bulk electricity to municipalities

Name of municipality June 2018 YTD

R'000

eThekwini 713 486 9466 411
uMdoni 245 2973
uMzumbe 191 2430
uMuziwabantu 2219 31353
Ray Nkonyeni 7898 102 275
Ugu DM 4126 60938
uMshwathi 147 1525
uMngeni 7449 124 711
Mpofana 5019 65873
iMpendle 422 3910
Msunduzi 129 648 1682218
Mkhambathini 30 437
Richmond 60 825
uMgungundlovu DM 6 79
Okhahlamba 108 1330
Alfred Duma 19167 247 061
iNkosi Langalibalele 14095 188 668
uThukela DM 2605 35303
eNdumeni 6680 93 162
Nquthu 1635 22728
uMsinga 24 303
uMvot 3849 52 087
uMzinyathi DM 841 13 826
Newcaste 37183 519893
eMadlangeni 880 13061
Dannhauser 115 736
Amajuba DM 191 2735
eDumbe 1789 23097
uPhongolo 2357 28 986
AbaQulusi 11189 173 156
Nongoma 205 2341
Ulundi 6988 81019
Zululand DM 2203 25980
uMhlabuyalingana 28 354
Jozini 79 937
Big Five Hlabisa 40 354
Mtubatuba 34 407
uMkhanyakude DM 3247 40 524
uMfolozi 17 1459
uMhlathuze 40312 898 606
uMlalazi 4583 56 447
Mthonjaneni 1788 24 574
Nkandla 914 11898
King Cetshwayo 1549 20183
Mandeni 2398 21398
KwaDukuza 48 247 649 238
Ndwedwe 54 702
Maphumulo 86 1009
iLembe DM 811 10 632
Dr. Nkosazana Dlamini Zuma 178 2488
Greater Kokstad 11706 100 561
uBuhlebezwe 97 1289
uMzimkhulu 398 2949
Harry Gwala DM 300 3272
Total 1100 015 14920 712

Source: Eskom MFMA Section 41 Report
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As per the MFMA Section 41 report submitted to National Treasury by Eskom, R14.9 billion in sales
were made to the KZN municipalities during the 2017/18 financial year which is a decrease of R284.8
million or 1.9 percent as compared to the 2016/17 financial year of R15.2 billion.

The eThekwini Metro (R9.5 billion), the Msunduzi Local Municipality (R1.7 billion) and the
uMhlathuze Local Municipality (R898.6 million) were the highest purchasers of Bulk electricity at the
end of the 2017/18 financial year, contributing 63.4 percent, 11.3 percent and 6 percent of total sales,

respectively.

Age Profile of Municipal Eskom Debtors

Table 3.20 shows the age analysis of Eskom’s MFMA Section 41 report as at 30 June
submitted to National Treasury.

Table 3.20: Age analysis of municipal Eskom debtors

2018 that was

Name of municipality
Current 30 Days 60 Days 90 Days 120 Days + Total

R'000

eThekwini 1112971 399 1 - - 1113 371
uMzumbe (136) - - - - (136)
uMuziw abantu 4 - - - - 4
Ray Nkonyeni 10 941 - - - - 10 941
Ugu DM (211) 7 - - - (133)
uMngeni 12 903 - - - - 12 903
Mpofana 7082 - 4730 3651 62 780 78 243
iMpendle 8 - - - - 8
Msunduzi 206 074 - 22 14 1605 207 716
uMgungundlovu DM 5 - - - - 5
Alfred Duma 48 637 - 51 - - 48 689
iNkosi Langalibalele 37175 - 12102 12 814 18 011 80 101
uThukela DM 3034 29 - - - 3063
eNdumeni 19 697 - - - - 19 697
uMsinga 5 22 1 - - 27
uMv ofi 6 641 - - - - 6 641
uMziny athi DM 222 219 24 - - 465
New castle 95 429 - 24 402 108 76 000 195 939
eMadlangeni 1406 - - - - 1406
Amajuba DM 280 - 134 - - 414
eDumbe 4901 - 5 5 7020 11931
uPhongolo 2325 - - - - 2325
AbaQulusi 31740 - - - 24 095 55 835
Nongoma 201 - - - - 201
Ulundi 8532 - 4352 5 78 248 91137
Zululand DM 626 - 14 - - 640
uMhlabuy alingana 29 - - - - 29
Jozini 15 - - - - 15
Big Five Hlabisa 44 - - - - 44
Mtubatuba 31 - - - - 31
uMkhany akude DM 2330 62 - - - 2392
uMfolozi 89 30 90 89 - 298
uMhlathuze 102 656 6 8 - - 102 670
uMlalazi 6398 - - - - 6398
Mthonjaneni 2010 - - - - 2010
Nkandla 2328 - - - - 2328
King Cetshwayo DM 931 - - - - 931
Mandeni 1692 - 997 - - 2689
KwaDukuza 72276 - - - - 72 276
Maphumulo 58 - 58 - - 116
iLembe DM 848 124 - - - 972
Dr. Nkosazana Dlamini Zuma 25 - - - - 25
Greater Kokstad (2) - - - - 2)
uBuhlebezwe 36 - - - - 36
Harry Gwala DM (214) 2 - - - (213)
Total 1802 071 971 46 988 16 686 267 759 2134 476

Source: Eskom MFMA Section 41 Report

54



As per the MFMA Section 41 report submitted to National Treasury by Eskom, R2.1 billion was owed
to Eskom as at 30 of June 2018 by KZN municipalities of which, R332.4 million has been outstanding
for more than 30 days in contravention of Section 65(2)(e) of the MFMA.

The uThukela, Amajuba, uMkhanyakude, Ugu, iLembe and Harry Gwala District Municipalities as
well as the uMhlathuze, Mandeni, Maphumulo, Alfred Duma and AbaQulusi Local Municipalities
settled their total outstanding debt owed to Eskom in July 2018 as per the MFMA Section 41 report.

The Mpofana, Newcastle, eDumbe and Ulundi and iNkosi Langalibalele Local Municipalities have
payment arrangements in place with Eskom for their arrear debts. It was however noted that the Ulundi,
Mpofana and iNkosi Langalibalele Local Municipalities are not honouring their payment arrangements
with Eskom. The Ulundi Local Municipality has requested a new payment arrangement which has not
yet been finalised by the respective parties. Eskom has sent the Mpofana and iNkosi Langalibalele Local
Municipalities letters indicating its intention to start the Promotion of Administrative Justice Act No.3
of 2000 proceedings against the municipalities.

3.8 National Conditional Grants

3.8.1 National Conditional Grants - Provincial Total (Summary)

In terms of the Division of Revenue Act, Act No. 3 of 2017 (DoRA), direct allocations to all 54
KwaZulu-Natal municipalities amounted to R7.23 billion, while allocations in-kind amounted to R1.42
billion, totaling R8.65 billion.

R7.2 billion or 99 percent of the direct allocations was transferred to municipalities as at the end of the
2017/18 financial year.

Municipalities reported spending of R6.6 billion or 91.8 percent against the total amount transferred of
R7.2 billion. However, when compared to the total DoRA allocation of R7.23 billion, 90.9 percent has
been spent.

Table 3.21 shows the total national conditional grants transferred to all 54 municipalities in KwaZulu-
Natal for the 2017/18 financial year, the related expenditure against the DoRA allocation and the transfer
to the municipalities.
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Table 3.21: National Conditional Grants - Summary

DoRA 2017 | Approved [ Transferred Unaudited Actual Unaudited Actual
" tnasatost| scri |1t 0] e pemn. | * P |t | 5P
Local Government Financial Management Grant 107 935 107 935 107 935 100 226 92.9 108 022 100.1
Infrastructure Skills Dev elopment Grant 36 793 36 793 36 793 22 839 62.1 30 191 82.1
Integrated City Development Grant 39111 39111 100.0
Neighbourhood Dev elopment Partnership (Schedule 5B) 134 715 134 715 134 715 82 450 61.2 80723 59.9
Municipal Sy stems Improvement Grant (Schedule 5B) 16 039 16 039
Municipal Demarcation Transition Grant (Schedule 5B) 62 102 34 244 62 102 9 356 15.1 50 684 81.6
Public Transport Network Grant 1074 662 1074 662 1074 662 722 810 67.3 741934 69.0
Rural Road Assets Management Sy stems Grant 24 130 24 130 24 130 21463 88.9 23991 99.4
Expanded Public Works Programme Integrated Grant (Municipality ) 191 354 191 354 191 354 145 459 76.0 194 705 101.8
Integrated National Electrification Programme (Municipal) Grant 549 600 549 600 549 600 356 747 64.9 509 967 92.8
Energy Efficiency and Demand Side Management (Municipal) Grant 38 000 38 000 38 000 24 228 63.8 32127 84.5
Regional Bulk Infrastructure Grant (Schedule 5B) 605 395 605 395 587 382 451931 4.7 533 949 88.2
Water Services Infrastructure Grant (Schedule 5B) 890 000 890 000 890 000 691 311 7.7 859 826 96.6
Municipal Infrastructure Grant 3463910 3465410 3463910 3394 960 98.0/ 3368 165 97.2
Sub-Total Direct Grants 7233 746 7168 277 7 160 583 6023 780 83.3 6 573 396 90.9
Neighbourhood Dev elopment Partnership (Schedule 6B) 3958 3958 3958
Municipal Sy stems Improvement Grant (Schedule 6B) 16 039 16 039
Integrated National Electrification Programme (Allocation in-kind) Grant 1095 904 1095 904
Regional Bulk Infrastructure Grant (Schedule 6B) 120 000 120 000
Water Services Infrastructure Grant (Schedule 6B) 185 000 185 000
Sub-Total Indirect Grants 1420 901 1420 901 3958
Total Grants 8 654 647 8589 178 7 164 541 6023 780 83.3 6 573 396 90.9

Source: NT Lgdatabase

Note: The Urban Settlements Development Grant allocated to the eThekwini Metro is not included in
the above figures. In terms of the DoRA, the allocation for this grant amounted to R2 billion.

3.8.2 Local Government Financial Management Grant

The DoRA states that the purpose of the Local Government Financial Management Grant (FMG) is to
promote and support reforms in financial management by building capacity in municipalities to
implement the Municipal Finance Management Act (MFMA).

Municipalities also utilise the FMG to pay for the stipend of municipal interns.

Table 3.22 shows the total FMG transferred to KwaZulu-Natal, by district, for the 2017/18 financial
year and the related expenditure against the transfer.
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Table 3.22: Expenditure on Local Government Financial Management Grant
Financial Management Grant

DoRA Approved Transferred to Unaudited Actual Unaudited Actual
R'000 Total Avail. Payment Schedule Munis. ] ]
(Inc.Adjust.) (Year to date) E;::"[:L‘L'e % Spent Exl;nel:‘l:’i:_l"e % Spent

eThekwini 1050 1050 1050 1050 100.0 1050 100.0
Ugu 13 440 13 440 13 440 11 367 84.6 13 263 98.7
uMgungundiovu 14 150 14 150 14150 14 099 99.6 14 315 101.2
uThukela 10 895 10 895 10 895 8088 74.2 10 894 100.0
uMziny athi 8 550 8 550 8 550 8120 95.0 7902 92.4
Amajuba 7000 7000 7000 6989 99.8 7010 100.1
Zululand 10 450 10 450 10 450 10 330 98.9 10 901 104.3
uMkhany akude 10 750 10 750 10 750 10 428 97.0 10773 100.2
King Cetshwayo 12 250 12 250 12 250 12 249 100.0 12 550 102.4
iLembe 8750 8750 8750 7411 84.7 8716 99.6
Harry Gwala 10 650 10 650 10 650 10 095 94.8 10 650 100.0
Total 107 935 107 935 107 935 100 226 92.9 108 022 100.1

Source: NT Lgdatabase

Municipalities have reported spending R108 million or 100.1 percent against a transfer of R107.9
million for the 2017/18 financial year. The Zululand District recorded the highest percentage spent
against the amount transferred of 104.3 percent or R10.9 million whilst the uMzinyathi District recorded
the lowest percentage spent against the amount transferred of 92.4 percent or R7.9 million.

The Ulundi Local Municipality was the largest contributor towards over-spending in the Zululand
District with reported spending of R2.7 million (147.4 percent). The uMzinyathi District Municipality
was the largest contributor towards the under-spending in the uMzinyathi District with reported
spending of R767 000 (61.3 percent).

As per Appendix 10, a total of eight municipalities reported over-expenditure on their FMG for the
2017/18 financial year, with 37 municipalities having spent exactly the amount that was allocated and
transferred to them. The remaining nine municipalities reported under-expenditure on their FMG for the
2017/18 financial year.

3.8.3 Expanded Public Works Programme Integrated Grant for Municipalities

In terms of the DoRA, the purpose of the Expanded Public Works Programme Integrated Grant (EPWP)
is to incentivise municipalities to expand work creation efforts through the use of labour intensive
delivery methods in identified focus areas in compliance with the EPWP guidelines.

Municipalities have reported spending R194.7 million or 101.8 percent against a transfer of R191.4
million for the 2017/18 financial year.

Table 3.23 shows the total EPWP allocation transferred to KwaZulu-Natal, by district, for the 2017/18
financial year and the related expenditure against the transfer.
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Table 3.23: Expenditure on Expanded Public Works Programme Integrated Grant

Expanded Public Works Programme Intergrated Grant

R000 DoRA. Approved Transfer_red to Unaudited Actual Unaudited Actual

Total Avail. Payment Schedule Munis. Expenditure , Expenditure o

(Inc.Adjust.) (Year to date) Nat. Dept. % Spent Munis. % Spent
eThekwini 66 792 66 792 66 792 46 307 69.3 66 792 100.0
Ugu 8 559 8 559 8559 7417 86.7 8 559 100.0
uMgungundiovu 17 507 17 507 17 507 7930 45.3 17 623 100.7
uThukela 16 115 16 115 16 115 14 620 90.7 16 377 101.6
uMziny athi 10 447 10 447 10 447 8752 83.8 11788 112.8
Amajuba 7955 7 955 7955 6950 87.4 7 955 100.0
Zululand 17 366 17 366 17 366 14 670 84.5 18 338 105.6
uMkhany akude 11 938 11938 11938 9318 78.1 12 929 108.3
King Cetshway o 19010 19010 19010 15 968 84.0 18 751 98.6
iLembe 8147 8147 8147 6751 82.9 8075 99.1
Harry Gwala 7518 7518 7518 6776 90.1 7518 100.0
Total 191 354 191 354 191 354 145 459 76.0 194 705 101.8

Source: NT Lgdatabase

As per Appendix 10, a total of nine municipalities reported over-expenditure on their EPWP grant for
the 2017/18 financial year, with 40 municipalities having spent exactly the amount that was allocated
and transferred to them. The remaining five municipalities reported under-expenditure on their EPWP
grant for the 2017/18 financial year.

The uMvoti and Big Five Hlabisa Local Municipalities were the largest contributors towards over
spending in the uMzinyathi and uMkhanyakude Districts with reported spending of R2.3 million (231
percent) and R3.3 million (158.8 percent), respectively. Whilst the uMkhanyakude District over-spent
as a whole, the uMkhanyakude District Municipality under-spent by R216 000 (21.4 percent).

3.8.4 Integrated National Electrification Programme (Municipal) Grant

The DoRA states that the purpose of the Integrated National Electrification Programme (Municipal)
Grant (INEP) is to implement the Integrated National Electrification Programme by providing capital
subsidies to municipalities to address the electrification backlog of all existing and planned residential
dwellings (including upgrade of informal settlements, new and normalisation), and the installation of
relevant bulk infrastructure.

A total of 40 municipalities in the province received the INEP grant for the 2017/18 financial year.
Municipalities have reported spending R510 million or 92.8 percent against a transfer of R549.6 million.

Table 3.24 shows the total INEP allocation transferred to KwaZulu-Natal, by district, for the 2017/18
financial year and the related expenditure against the transfer.
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Table 3.24: Expenditure on Integrated National Electrification Programme (Municipal) Grant
Intergrated National Electrification Programme (municipal) Grant

R'000 DoRA Approved Transferred to Unaudited Actual Unaudited Actual

Total A.vail. Payment Schedule Munis. Expenditure % Spent Expend.iture % Spent

(Inc.Adjust.) (Year to date) Nat. Dept. Munis.
eThekwini 35000 35000 35000 29753 85.0 35000 100.0
Ugu 36 000 36 000 36 000 26 517 73.7 29 523 82.0
uMgungundlov u 29 000 29 000 29 000 15 478 53.4 31072 107.1
uThukela 43000 43000 43 000 29 089 67.6 29 130 67.7
uMziny athi 77 000 77 000 77 000 71224 92.5 97 282 126.3
Amajuba 21000 21000 21000 8508 40.5 20619 98.2
Zululand 89 000 89 000 89 000 56 409 63.4 66 109 74.3
uMkhany akude 68 600 68 600 68 600 40 561 59.1 65 755 95.9
King Cetshwayo 39 000 39 000 39 000 13317 341 36 350 93.2
iLembe 49 000 49 000 49 000 16 585 338 41 255 84.2
Harry Gwala 63 000 63 000 63 000 49 306 78.3 57 871 91.9
Total 549 600 549 600 549 600 356 747 64.9 509 967 92.8

Source: NT Lgdatabase

As per Appendix 10, a total of six municipalities reported over-expenditure on their INEP grant for the
2017/18 financial year, with 20 municipalities having spent exactly the amount that was allocated and
transferred to them. A total of 14 municipalities reported under-expenditure on their INEP grant for the
2017/18 financial year.

The uMsinga and uMshwathi Local Municipalities were the largest contributors towards over spending
in the uMzinyathi and uMgungundlovu Districts with reported spending of R48.2 million (166.2
percent) and R4 million (134.8 percent), respectively.

The iNkosi Langalibalele, AbaQulusi and KwaDukuza Local Municipalities were the largest
contributors towards the under-spending in the uThukela, Zululand and iLembe Districts, with reported
spending of R1.1 million (7.5 percent), nil (0 percent) and R2.2 million (21.7 percent), respectively
against their INEP allocations.

3.8.5 Municipal Infrastructure Grant

The DoRA states that the purpose of the Municipal Infrastructure Grant (MIG) is fo provide specific
capital finance for eradicating basic municipal infrastructure backlogs for poor households,
microenterprises and social institutions servicing poor communities.

The total MIG allocation to municipalities within the province was R3.5 billion, including allocations
to two of the three non-delegated municipalities; namely the uMhlathuze and Msunduzi Local
Municipalities. The eThekwini Metro receives the Urban Settlements Development Grant and therefore
does not receive the MIG.

Table 3.25 shows the total MIG transferred to KwaZulu-Natal, by district, for the 2017/18 financial year
and the related expenditure against the transfer.
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Table 3.25: Expenditure on Municipal Infrastructure Grant

Municipal Infrastructure Grant

R'000 DoRA Approved Transferred to Unaudited Actual Unaudited Actual
(::cta/l\(:f::) Payment Schedule (Ye:lrut:l:ate) E:]:: n;;::i re % Spent Ex;;neunr:iilstf.:re % Spent

eThekwini - - - - - - -
Ugu 402 564 402 564 402 564 395 652 98.3 375 907 93.4
uMgungundiovu 425 203 426 703 425 203 387633 91.2 415 889 97.8
Thukela 322 071 322 071 322 071 319 991 99.4 334 462 103.8
uMziny athi 309 000 309 000 309 000 305 208 98.8 298 029 96.4
Amajuba 184 825 184 825 184 825 184 512 99.8 164 053 88.8
Zululand 391964 391 964 391964 391 871 100.0 387 377 98.8
uMKhany akude 346 311 346 311 346 311 346 294 100.0 341 351 98.6
King Cetshwayo 397 796 397 796 397 796 397795 100.0 393 877 99.0
iLembe 345 549 345 549 345 549 345 549 100.0 359 106 103.9
Harry Gwala 338 627 338 627 338 627 320 455 94.6 298 114 88.0
Total 3463 910 3465 410 3463 910 3 394 960 98.0 3368 165 97.2

Source: NT Lgdatabase

During the 2017/18 financial year, R3.5 billion was transferred to municipalities according to the data
supplied by National Treasury. A total of R3.4 billion or 97.2 percent was expended against the
allocation for the 2017/18 financial year.

The uMgungundlovu, Ugu, King Cetshwayo and Zululand Districts received the largest MIG transfers
of more than R390 million per district.

As per Appendix 10, a total of 12 municipalities have spent more than the amount transferred to them.
The highest over-spending was in the iLembe and uThukela Districts with spending rates of 103.9
percent and 103.8 percent respectively.

The Ndwedwe Local Municipality within the iLembe District, reported spending of R41.8 million
(147.9 percent) against a transfer of R28.3 million, resulting in over-spending of R13.5 million. It should
however be noted that the over-spending is as a result of incorrect reporting by the municipality.

The iNkosi Langalibalele and Alfred Duma Local Municipalities were the largest contributors towards
the over-spending in the uThukela District. The iNkosi Langalibalele Local Municipality reported
spending of R43.1 million (112.6 percent) against a transfer of R38.3 million, resulting in over-spending
of R4.8 million. The Alfred Duma Local Municipality reported spending of R70.3 million (112 percent)
against a transfer of R62.7 million, resulting in over-spending of R7.6 million.

A total of 26 municipalities spent 100 percent of their grant allocation.

The remaining 15 municipalities reported under-expenditure on their MIG for the 2017/18 financial
year. The Ray Nkonyeni and Nquthu Local Municipalities spent less than 70 percent of their MIG
allocations as at the end of the 2017/18 financial year. The Ray Nkonyeni Local Municipality’s
expenditure was by far the lowest at 51.1 percent while the expenditure rate was 66.6 percent for the
Nquthu Local Municipality.

3.9 Unspent Conditional Grants

Section 214 of the Constitution of the Republic of South Africa provides for National Government to
transfer funds to municipalities in terms of the DoRA to assist them in exercising their powers and
performing their functions. In this regard, the National Government allocates monies to municipalities
for specific purposes and the use of the allocated monies is subject to various conditions.
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In general, conditional grant transfers aim to:

e Address the structural imbalance between revenue available to municipalities and the expenditure
responsibilities assigned to them;

e Support national and provincial priorities, as outlined through different sector policies, in particular
those focused on providing universal and sustainable access to services; and

e Establish incentives for good governance and building local government capacity within a sound
fiscal framework.

It was identified that municipalities do not fully utilise the conditional grants received by the end of
the financial year. In the course of preparing their AFS, a municipality must determine what portion of
each national conditional allocation remained unspent as at the end of the financial year. In terms of
Section 22 of the DoRA, Unspent conditional grants revert to the National Revenue Fund (NRF),
unless the relevant municipality can prove to the satisfaction of National Treasury that the unspent
allocation is committed to identifiable projects, in which case the funds may be rolled over.

National Treasury will then confirm in writing whether or not the municipality may, retain as a rollover,
any of the unspent funds or whether it has agreed to any alternative payment methods or schedules.
Municipalities are then required to appropriate the approved rollover funds in an Adjustments Budget
in terms of Regulation 23 of the Municipal Budget and Reporting Regulations (MBRR). Furthermore,
municipalities must report spending on conditional grants that are rolled over on a separate National
Treasury customised template.

In the event that municipalities fail to apply for a rollover or where a rollover motivation is rejected
and the Unspent conditional grants are not refunded to the NRF, National Treasury will offset such
amounts against the municipality’s equitable share allocation and recover the funds accordingly. The
inability of municipalities to refund these amounts is a consequence of using those monies for
purposes other than in accordance with the conditions of the grant.

3.9.1 Unspent Conditional Grants — 2015/16

During 2016, Unspent conditional grants of R322.6 million were offset against the equitable share
payments of municipalities.

On the 01 December 2017, National Treasury released the second tranche of the 2017/18 financial year
equitable share payment to KZN municipalities after offsetting Unspent conditional grants of R1.3
million relating to the 2015/16 financial year. The amount related to the 2015/16 financial year unspent
rollovers for the eThekwini Metro (R960 000) and the eDumbe Local Municipality (R300 000).

Furthermore, the Mkhambathini Local Municipality repaid R1.4 million to the NRF relating to the
2015/16 financial year grant rollovers that remained unspent.

Consequently, total Unspent conditional grants of R325.3 million was returned to the NRF by KZN
municipalities for the 2015/16 financial year.

3.9.2 Unspent Conditional Grants — 2016/17

During 2017, 27 municipalities submitted rollover motivations to National Treasury in respect of
Unspent conditional grants for the 2016/17 financial year. On 18 and 19 September 2017, National
Treasury together with key stakeholders, consisting of KZN Provincial Treasury, the Department of Co-
operative Governance and Traditional Affairs (CoGTA), the Department of Sport and Recreation, the
Department of Water and Sanitation and the Department of Energy, jointly assessed the rollover
applications received from municipalities as at 31 August 2017.
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On 17 October 2017, National Treasury sent letters to the Accounting Officers of municipalities
notifying them as to whether their request for rollover of the Unspent conditional grants were approved
or rejected in terms of Section 22 of the DoRA and provided them with the reasons for the rejection
based on the criteria as per the annexure to National Treasury MFMA Circular No. 86.

National Treasury approved rollovers for 17 municipalities in KZN amounting to a total of
R95.4 million for the 2016/17 financial year. Appendix 12 shows the respective municipalities and the
detailed outcomes of the rollover applications per specific grant for the 2016/17 financial year.

National Treasury subsequently sent letters to the affected Accounting Officers on 01 November 2017
advising them of the following:

“National Treasury has finalised the unspent conditional grant process for the 2016/17 financial year
and has determined the unspent amount to be repaid to the National Revenue Fund.

National Treasury has used the 2017 pre-audited Annual Financial Statements to update the unspent
conditional grant dataset for the 2016/17 financial year. In the absence of the AFS, National Treasury
used the Section 71 report for the fourth quarter of 2016/17 to determine the amount to be surrendered
to the National Revenue Fund.”

Municipalities were notified of their final unspent amount and were reminded that it reverts to the NRF.
Municipalities were provided with the bank account details and were requested to return the unspent
grants by 14 November 2017.

Municipalities were warned that failing to return the unspent grants or comply with Section 22(1) of the
2016 DoRA by 14 November 2017 would result in National Treasury deducting the entire unspent
amount from the respective municipality’s equitable share instalment to be received on 01 December
2017 in terms of Section 22(4) of the 2016 DoRA.

In terms of Section 22(5) of the 2016 DoRA, municipalities were also given 14 days upon receipt of the
letter to propose an alternative repayment arrangement for the unspent grants to be repaid into the NRF.

In December 2017, National Treasury offset Unspent conditional grants of R268.8 million against the
second installment of equitable share of the affected municipalities. This amount was in respect of
unspent grants of:

e R2.7 million for the 2015/16 financial year;
e R262.7 million for the 2016/17 financial year; and

e An amount of R3.4 million relating to the 2015/16 financial year unspent grants that were duplicated
in error due to incorrect reporting.

Subsequent engagements with the municipalities resulted in National Treasury reimbursing
R11.7 million in relation to the 2015/16 financial year error of R3.4 million (Amajuba District
Municipality) and the 2016/17 financial year unspent grants of R8.3 million (Harry Gwala District
Municipality: R3.9 million and Amajuba District Municipality: R4.4 million) offset in December 2017.

The uThukela District Municipality and the Mandeni Local Municipality entered into payment
arrangements with National Treasury whereby unspent funds would be offset against future equitable
share payments. This resulted in R32 million being offset against the March 2018 equitable share
(uThukela District Municipality: R27.2 million and Mandeni Local Municipality: R4.8 million) and
R14.8 million being further offset against the July 2018 equitable share of the uThukela District
Municipality.
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This consequently resulted in total unspent grants for the 2016/17 financial year increasing to
R301 million.

Appendix 14 shows the total amount offset and/or returned of R301 million and provides a further
breakdown per grant offset. It is of great concern that the largest amounts offset are in respect of the
infrastructure grants, namely the Regional Bulk Infrastructure Grant (RBIG) of R123.5 million, the
Municipal Infrastructure Grant (MIG) of R63.2 million and the Neighborhood Development Partnership
Grant (NDPG) of R53.9 million, the result of which will negatively impact infrastructure development
and consequently, impeding crucial service delivery while also contracting economic growth in the
province.

Appendix 15 shows that the total Unspent conditional grants of R2 billion was returned to the NRF for
the period 2012/13 to 2016/17. These are funds that could have been used by municipalities to develop
infrastructure and provide essential services but has now left the province due to poor grant management
by municipalities. The eThekwini Metro, the Msunduzi Local Municipality and the uThukela District
Municipality have surrendered the highest amount of Unspent conditional grants to the NRF in the past
five years.

Provincial Treasury has made every effort to assist municipalities in the rollover process for the 2016/17
financial year. This was evidenced by the issue of the Provincial Treasury Circular PT/MF 2 0f2017/18
on 01 August 2017 which provided guidance, summarised legislation and key deadlines on the
conditional grant management and rollover process. Following the release of the circular, Provincial
Treasury officials engaged with municipalities in order to reiterate the importance of following the
rollover process correctly and offered direction and support on the preparation of rollover motivations
to municipalities.

Provincial Treasury was one of the key stakeholders together with National Treasury involved in
comprehensively evaluating municipalities’ 2016/17 financial year grant rollover motivations. In
addition, Provincial Treasury assisted numerous municipalities that raised queries or required clarity
regarding the rejection of their rollover motivations.

3.9.3 Unspent Conditional Grants — 2017/18

Municipalities were required to submit their 2017/18 AFS to the Auditor-General by 31 August 2018.
During this process, they were required to determine the unspent portion of the National Conditional
grants for the 2017/18 financial year which will be subject to the scrutiny of the Auditor- General when
they perform the audit.

Municipalities were also requested to submit their rollover applications and supporting documentation
to National Treasury by 31 August 2018 in accordance with the 2017 DoRA and National Treasury
MFMA Circulars 86 and 91.

Provincial Treasury also issued Circular PT/MF 02 of 2018/19 on 06 August 2018 providing guidance
and key deadlines on the conditional grant management and the rollover process.

Furthermore, Provincial Treasury identified the need to instill the practice of effective grant
management in a municipal environment and thus took the lead in developing a guide in line with the
principles set out in applicable legislation and standards. Provincial Treasury is providing structured
support, initiated by the rollout of the guide in conjunction with an intensive training programme at pilot
municipalities aimed at presenting a holistic approach to effective grant management with the intention
of embedding key foundation principles in a municipal environment, covering areas such as municipal
planning, budgeting, financial accounting, cash management, compliance and document management.
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3.9.4 Stopping of Conditional Grants

In terms of Section 38 of the MFMA and Section 19 of the 2017 DoRA, National Treasury may, in its
discretion or at the request of a transferring officer, stop the transfer of funds to a municipality for the
following reasons:

e Persistent and material non-compliance with the DoRA; or

e [f National Treasury anticipates that a municipality will substantially under-spend on the programme
or allocation in the financial year; or

e Non-submission / late submission of monthly reports.

In terms of Section 38(2)(a) of the MFMA, municipalities are requested to submit written
representations regarding the proposed stopping of the allocated funds.

In terms of Section 19 of the DoRA and Section 38 of the MFMA, National Treasury notified three
municipalities on 07 December 2017 of its intention to stop a portion of the following 2017/18 grant
allocations:

e Regional Bulk Infrastructure Grant; and
e Neighbourhood Development Partnership Grant.

The affected municipalities were given seven days to make representation regarding the stopping of
these grants.

Government Gazette number 41394 issued on 23 January 2018 provided confirmation to the
three municipalities that the abovementioned grants would be officially stopped.

Further to this, National Treasury notified 19 municipalities on 12 February 2018 of its intention to stop
a portion of their 2017/18 Municipal Infrastructure Grant and Energy Efficiency Demand Side
Management allocations due to the under-performance against the respective grants. National Treasury
issued a notification letter to CoGTA and Provincial Treasury on 16 March 2018 identifying the
municipalities for which the grants would be officially stopped. Government Gazette number 41519
issued on 23 March 2018 further confirmed the stopping of allocations of eight affected municipalities.
Appendix 16 lists the municipalities and respective amount stopped. In summary, grants to the total
value of R101.4 million was stopped in the 2017/18 financial year.

The failure to fully or appropriately utilise conditional grants negatively impacts the development of
infrastructure and exacerbates the current backlogs thus impeding economic growth and the provision
of service delivery by municipalities. It therefore becomes essential that municipalities engage in proper
management of conditional grant funding and strictly adhere to the requirements regarding reporting as
well as the submission of the applications for rollover.

3.10 Cash Flow Position - 2016/17

Cash, the lifeblood of an organisation, is a vital element in the success and continuity of a
municipality.

Cash is the fuel that drives municipalities and a municipality’s cash flow is one of the most important
indicators of financial health. A well-managed flow of cash, like a strong heart, is usually indicative
of a healthy municipality, while a poorly managed cash flow, or weak heart, can cause problems that
affect the entire operation of the municipality. The proper management of cash resources is thus
paramount in ensuring financial viability and sustainable growth and development at a municipality.
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Municipalities are required, at a very minimum to maintain a positive cash position. Provincial
Treasury conducted an analysis of the cash resources of the municipalities in KZN by assessing their
Net available cash and their Cash coverage ratio using the audited 2016/17 AFS. It was concluded
that there is a deterioration in the cash position of a significant number of municipalities due to
increasing challenges experienced regarding the management of cash. The results of the analysis are
detailed below.

3.10.1 Net Available Cash

Net available cash is calculated as Cash and investments less Unspent conditional grants, where
Cash and investments comprises of cash, bank, call investment deposits and long term investments.

If the Net available cash is positive, it indicates that the municipality’s Unspent conditional grants
are cash backed. If the Net available cash is negative, it indicates that the Unspent conditional grants
are not cash backed.

Table 3.26 shows 11 municipalities with a negative Net available cash (red) position in the 2016/17
financial year and consequently, a negative Cash coverage ratio.

Table 3.26 Unspent Conditional Grants Not Cash Backed

2015/16 2016/17
R'000 Cash and Unspent Net Available Cash Cash and Unspent Net Available Cash
Investments Conditional Cash Coverage Investments Conditional Cash Coverage
Grants Ratio - No of Grants Ratio - No of
months months

Mpofana 4944 18 992 (14 048) (1.4) 497 17 429 (16 932) (1.6)
Umtshezi * 11 886 15 684 (3799) (0.1) - - - -
Inkosi Langalibalele ** - - - (21 289) 17 746 (39 034) (1.0)
uThukela DM 36 715 16 156 20 560 0.5 5998 69 711 (63 713) (1.4)
eDumbe 719 1046 (327) (0.0) 565 1458 (893) (0.1)
uPhongolo 9774 7690 2084 0.2 1604 2211 (607) (0.0)
AbaQulusi 13 622 8036 5586 0.2 11709 14 245 (2 536) (0.1)
Zululand DM (33432) 13 362 (46 794) (1.2) 7 436 1500 5936 0.2
The Big Five False Bay * 2734 5401 (2 667) (0.6) - - -
Hiabisa * 1985 7762 (5776) (1.0) - - -
Big Five Hiabisa ** - - - - 1927 4806 (2 879) (0.3)
uMkhany akude DM 27 315 24102 3213 0.1 34 626 64 576 (29 950) (1.0)
uMfolozi 21 5564 (5 354) (0.6) 1614 6044 (4 431) (0.4)
Nkandla 4482 2914 1567 0.2 807 1991 (1184) (0.1)
Harry Gwala DM 5819 6677 (858) (0.0) 24273 53 522 (29 249) (1.0)

Source: Auditor-General: Audited 2016/17 Annual Financial Statements

* Municipality Prior to Merge
** New Demarcated Municipality

It is imperative to further evaluate if the negative cash balances are reflecting a deteriorating trend.
In other words, is the negative cash balance temporary or is it an indication of deeper rooted financial
difficulties prevalent at the municipality. Table 3.26 also shows that the financial position of four of
the municipalities listed above reflect continuing negative cash balances over the 2015/16 and
2016/17 financial years.

3.10.2 Unspent Conditional Grants - Not Cash-backed

Table 3.27 shows the Net available cash after making provision to cash back the Unspent conditional
grants and whether the Unspent conditional grants were cash backed for the 2015/16 and 2016/17
financial years.

Based on the analysis of the 2016/17 audited AFS in Table 3.27, the following were noted:

e Eleven (11) of the 54 municipalities’ Unspent conditional grants are not cash backed.
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Six of the 11 municipalities’ Unspent conditional grants are not cash backed by less than
RS million.

Five of the 11 municipalities’ Unspent conditional grants are not cash backed by more than R10
million.

The following is a detailed breakdown per district for the 2016/17 financial year, with the relevant
amounts by which the municipalities unspent grants are not cash backed.

The uMgungundlovu District: Mpofana Local Municipality (R16.9 million);

The uThukela District: iNkosi Langalibalele Local Municipality (R39 million) and uThukela
District Municipality (R63.7 million);

The Zululand District: eDumbe Local Municipality (R893 221), uPhongolo Local Municipality
(R607 492) and AbaQulusi Local Municipality (R2.5 million);

The uMkhanyakude District: The Big Five Hlabisa Local Municipality (R2.9 million) and
uMkhanyakude District Municipality (R29.9 million);

The King Cetshwayo District: uMfolozi Local Municipality (R4.4 million) and Nkandla Local
Municipality (R1.2 million); and

The Harry Gwala District: Harry Gwala District Municipality (R29.2 million).

Based on the figures in the audited AFS, the Unspent conditional grants for all the municipalities in
the Ugu, uMzinyathi, Amajuba and iLembe Districts and the eThekwini Metro appear to be cash
backed.
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Table 3.27 Unspent Conditional Grants Not Cash Backed

2015/16 2016/17
R'000 Cash and Unspent Net Available Cash Cash and Unspent Net Availabl Cash
Investments Conditional Cash Coverage Investments Conditional Cash Coverage
Grants Ratio - No of Grants Ratio - No of
months months

eThekw ini 6 915 704 723 277 6 192 427 3.1 6 315 458 867 988 5447 470 2.5
Vulamehlo® 27 032 5445 21588 3.2 - - - 0.0
uMdoni 123 676 511 123 165 10.7 205 733 21210 184 523 11.0
uMzumbe 122 840 5412 117 428 12.0 169 217 511 168 706 17.8
uMuziw abantu 110 840 3757 107 083 12.4 129 931 3510 126 421 12.6
Ezingolw eni* 33101 770 32331 8.9 - - - 0.0
Hibiscus Coast* 82 346 31681 50 666 0.9 - - - 0.0
Ray Nkonyeni** - - - 0.0 93 557 26 475 67 082 1.2
Ugu DM 256 457 8730 247 727 47 180 353 400 179 953 3.0
uMshw athi 7835 - 7835 0.8 6437 1400 5037 0.5
uMngeni 38 399 11078 27 321 1.3 13 298 1169 12129 0.5
Mpofana 4944 18 992 (14 048) (1.4) 497 17 429 (16 932) (1.6)
iMpendle 4099 381 3718 0.9 3273 814 2459 0.6
Msunduzi 977 942 253 356 724 586 2.5 686 747 81694 605 053 1.9
Mkhambathini 37 260 3171 34 090 8.3 52 816 5435 47 380 11.0
Richmond 47 736 7803 39933 6.7 32099 5377 26 722 4.0
uMgungundlovu DM 178 511 17 028 161 483 3.4 94 043 16 771 77 273 15
Emnambithi/Lady smith* 139 284 18 202 121081 2.8 - - - 0.0
Indaka* 137 023 3987 133 037 37.8 - - - 0.0
Umtshezi* 11 886 15 684 (3799) (0.1) - - - 0.0
Okhahlamba 41431 20 333 21098 1.9 31376 19725 11651 1.0
Imbabazane* 9 330 6 9324 11 - - - 0.0
Inkosi Langalibalele** - - - 0.0 (21 289) 17 746 (39 034) (1.0)
Alfred Duma** - - - 0.0 262 208 25110 237 098 5.1
uThukela DM 36 715 16 156 20 560 0.5 5998 69 711 (63 713) (1.4)
eNdumeni 68 345 17 655 50 690 2.7 53 374 5820 47 553 2.3
Nquthu 118 751 1503 117 248 12.8 168 059 1216 166 844 20.3
uMsinga 40 989 4135 36 854 3.2 36 761 1606 35155 2.5
uMv ofi 42 672 5943 36 729 1.8 11976 3160 8816 0.5
uMziny athi DM 60 935 17 362 43 573 1.2 68 851 36 749 32101 1.1
New castle 44 573 32409 12 164 0.1 50 508 41 556 8952 0.1
eMadlangeni 21028 2707 18 321 3.7 14 828 6218 8610 1.6
Dannhauser 36 742 6 507 30 236 4.7 47 891 198 47 693 6.3
Amajuba DM 17 990 13 459 4531 0.3 21009 7426 13 583 0.9
eDumbe 719 1046 (327) -0.04 565 1458 (893) (0.1)
uPhongolo 9774 7 690 2084 0.2 1604 2211 (607) -0.04
AbaQulusi 13 622 8036 5 586 0.2 11709 14 245 (2 536) (0.1)
Nongoma 6 546 221 6 325 0.6 3678 175 3504 0.3
Ulundi 2378 1121 1256 0.1 1947 1141 806 0.0
Zululand DM (33 432) 13 362 (46 794) (1.2) 7436 1500 5936 0.2
uMhlabuy alingana 62 188 9126 53 063 43 18 261 6 080 12 181 0.8
Jozini 74 627 9228 65 399 5.9 56 964 6179 50 785 3.8
The Big Five False Bay* 2734 5401 (2 667) (0.6) - - - 0.0
Hiabisa* 1985 7762 (5 776) (1.0) - - - 0.0
Mtubatuba 16 161 2512 13 649 1.5 7575 2448 5127 0.4
Big Five Hiabisa** - - - 0.0 1927 4 806 (2 879) (0.3)
uMkhany akude DM 27 315 24 102 3213 0.1 34 626 64 576 (29 950) (1.0)
uMfolozi 211 5564 (5 354) (0.6) 1614 6 044 (4 431) (0.4)
uMhlathuze 462 406 28 878 433 528 2.4 715 116 10 596 704 520 3.4
Ntambanana* 15 634 1703 13 931 2.4 - - - 0.0
uMlalazi 112 439 20 099 92 340 4.3 86 123 6611 79 511 3.5
Mthonjaneni 40 930 177 40 754 6.5 24 457 17 24 440 2.6
Nkandla 4 482 2914 1567 0.2 807 1991 (1184) 0.1)
King Cetshwayo DM 422 557 15 939 406 618 7.5 503 357 16 960 486 397 9.7
Mandeni 27 749 11271 16 478 1.1 15 157 8463 6694 0.4
KwaDukuza 456 317 24 300 432 017 4.8 391670 46 657 345013 35
Ndwedwe 109 380 6 071 103 308 14.6 111731 6 148 105 583 1.7
Maphumulo 22797 16 546 6 250 1.0 32 588 16 705 15 883 2.8
iLembe DM 35916 4 487 31429 0.8 5767 963 4 804 0.1
Ingwe* 69 130 16 006 53 124 9.1 - - - 0.0
Kwa Sani* 15 056 823 14 233 4.5 - - - 0.0
Greater Kokstad 88 367 5492 82 875 43 125 285 13 998 111 287 5.4
uBuhlebezwe 103 230 9765 93 465 12.7 118 301 4103 114 197 14.4
uMzimkhulu 111745 19 430 92 315 8.6 175 498 40 919 134 579 11.4
Dr. Nkosazana Dlamini Zuma** - - - 0.0 91923 25 088 66 835 7.5
Harry Gwala DM 5819 6677 (858) -0.03 24 273 53 522 (29 249) (1.0)
Total 12 085 203 1553 192 10 532 011 11 304 966 1 650 030 9 654 936

Source: Auditor-General: Audited 2016/17 Annual Financial Statements

* Municipality Prior to Merge

** New Demarcated Municipality
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Table 3.27 shows that R1.7 billion for National, Provincial and other conditional grants were unspent
as per the 2016/17 audited AFS as compared to R1.6 billion in 2015/16.

It must also be noted that the iNkosi Langalibalele Local Municipality was in a negative cash position
before even considering the cash backing of Unspent conditional grants. In terms of Section 45(4) of
the MFMA, municipalities are not allowed to close the financial year with any short term borrowing or
overdraft. The fact that the municipality was not able to close the financial year with a positive cash
position is a strong indicator that the municipality is in severe financial distress.

Table 3.28 shows the Regression of Net available cash from the 2015/16 financial year to the 2016/17
financial year.

Table 3.28: Regression of Net Available Cash

2015/16 2016/17
R'000 Cash and Unspent Net Available Cash Cash and Unspent Net Available Cash Regression in
Investments  Conditional Cash Coverage | Investments  Conditional Cash Coverage |Net Cash - 2015/16
Grants Ratio - No of Grants Ratio - No of to 2016/17
months months

eThekwini 6915 704 723 277 6192 427 3.1 6315458 867 988 5447 470 25 (744 957)
Ugu DM 256 457 8730 247 727 47 180 353 400 179 953 3.0 (67 774)
uMshw athi 7835 - 7835 0.8 6437 1400 5037 05 (2 798)
uMngeni 38 399 11078 27 321 13 13298 1169 12129 0.5 (15 191)
Mpofana 4944 18 992 (14 048) (1.4) 497 17 429 (16 932) (1.6) (2 884)
iMpendle 4099 381 3718 0.9 3273 814 2459 0.6 (1259)
Msunduzi 977 942 253 356 724 586 25 686 747 81694 605 053 1.9 (119 534)
Richmond 47736 7803 39933 6.7 32099 5377 26722 4.0 (13 210)
uMgungundlovu DM 178 511 17 028 161 483 3.4 94 043 16 771 77273 15 (84 210)
Okhahlamba 41431 20 333 21098 19 31376 19725 11 651 1.0 (9 447)
uThukela DM 36715 16 156 20 560 05 5998 69711 (63 713) (1.4) (84 273)
eNdumeni 68 345 17 655 50 690 2.7 53 374 5820 47 553 2.3 (3137)
uMsinga 40 989 4135 36 854 3.2 36 761 1606 35155 25 (1699)
uMv ofi 42 672 5943 36 729 1.8 11976 3160 8816 0.5 (27 913)
uMziny athi DM 60 935 17 362 43 573 1.2 68 851 36 749 32101 1.1 (11 472)
Newcastle 44 573 32 409 12 164 0.1 50 508 41556 8952 0.1 (3212)
eMadlangeni 21028 2707 18 321 37 14 828 6218 8610 1.6 (9712)
eDumbe 719 1046 (@327) 0.04 565 1458 (893) ©.1) (566)
uPhongolo 9774 7 690 2084 0.2 1604 2211 (607) -0.04 (2691)
AbaQuiusi 13622 8036 5586 0.2 11709 14 245 (2 536) 0.1) (8122)
Nongoma 6 546 221 6325 0.6 3678 175 3504 0.3 (2 821)
Ulundi 2378 1121 1256 0.1 1947 1141 806 0.0 (450)
uMhlabuy alingana 62 188 9126 53 063 43 18 261 6080 12181 0.8 (40 882)
Jozini 74 627 9228 65 399 5.9 56 964 6179 50 785 3.8 (14 614)
Mtubatuba 16 161 2512 13 649 15 7575 2448 5127 0.4 (8 521)
uMkhany akude DM 27315 24102 3213 0.1 34626 64 576 (29 950) (1.0 (33 163)
uMlalazi 112 439 20 099 92 340 43 86 123 6611 79 511 35 (12 828)
Mthonjaneni 40930 177 40 754 6.5 24 457 17 24 440 2.6 (16 313)
Nkandla 4482 2914 1567 0.2 807 1991 (1184) ©0.1) 2751)
Mandeni 27749 1121 16 478 11 15157 8 463 6 694 0.4 (9 784)
KwabDukuza 456 317 24 300 432017 48 391 670 46 657 345013 3.5 (87 004)
iLembe DM 35916 4487 31429 0.8 5767 963 4804 0.1 (26 625)
Harry Gwala DM 5819 6677 (858) 0.03 24273 53 522 (29 249) (1.0 (28 391)

Source: Auditor-General: Audited 2016/17 Annual Financial Statements

It was noted that the eThekwini Metro, the Msunduzi and KwaDukuza Local Municipalities had
regressed the most in the 2016/17 financial year.

Table 3.29 shows that the Net available cash of majority of the merged municipalities regressed in the
2016/17 financial year.
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Table 3.29: Net Available Cash — Merged Municipalities

2015/16 2016/17
R'000 Cash and Unspent Net Available Cash Cash and Unspent Net Available Cash Regression in
Investments  Conditional Cash Coverage : Investments  Conditional Cash Coverage |Net Cash - 2015/16
Grants Ratio - No of Grants Ratio - No of to 2016/17
months months

Ezinqolw eni 33101 770 32331 8.9 - - - - -
Hibiscus Coast 82 346 31681 50 666 0.9 - - - - -
Ray Nkonyeni = = = = 93 557 26 475 67 082 12 (15 915)
Emnambithi/Lady smith 139 284 18 202 121 081 28 - - - - -
Indaka 137 023 3987 133 037 37.8 - - - - -
Alfred Duma = = = = 262 208 25110 237 098 5.1 (17 020)
Umtshezi 11 886 15 684 (3799) (0.1) - - - - -
Imbabazane 9330 6 9324 1.1 - - - - -
iNkosi Langalibalele = = = 0.0 (21 289) 17 746 (39 034) (1.0) (44 560)
The Big Five False Bay 2734 5401 (2 667) (0.6) - - - - -
Hiabisa 1985 7762 (5776) (1.0) - - - - -
Big Five Hlabisa = = = = 1927 4 806 (2 879) (0.3) 5 564
Ingwe 69 130 16 006 53124 9.1 - - - - -
Kwa Sani 15 056 823 14 233 45 - - - - -
Dr. Nkosazana Dlamini Zuma - - - - 91923 25088 66 835 7.5 (522)

Source: Auditor-General: Audited 2016/17 Annual Financial Statements

It should be noted that although the Big Five Hlabisa Local Municipality was in a negative net available
cash position, the merged municipality’s performance improved when compared to the cash position of
The Big Five False Bay and Hlabisa Local Municipalities, respectively, prior to the merge.

3.10.3 Cash Coverage Ratio

Whilst a positive cash balance is a good indicator of the financial health of a municipality, a major
challenge facing municipalities is to ensure that there is sufficient cash available to cover their monthly
fixed operating commitments.

A negative ratio indicates that the municipality has insufficient cash available to meet its monthly fixed
operating commitments, i.e. it has a negative Net available cash position (Cash coverage is calculated
excluding the effect of long term investments). A positive ratio confirms that there is sufficient cash
available to cover monthly fixed payments. Although a municipality may have a positive ratio, the
guideline is a ratio of greater than or equal to three, i.e. a coverage of three months.

Using the 2016/17 Audited AFS, Table 3.30 shows the period that each municipality can meet its
monthly fixed operating commitments without collecting any additional revenue during that month. The
results of this analysis are as follows:

e Nineteen (19) of the 54 municipalities have a cash coverage ratio of three months or greater;

e  Twenty-four (24) of the 54 municipalities have a cash coverage ratio of between zero and less than
three months; and

e Eleven (11) of the 54 municipalities have a cash coverage ratio of less than zero.
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Table 3.30: Cash Coverage Ratio (Ranking)

Municipalities with a negative cash | Municipalities with a cash coverage ratio between 0 ;| Municipalities with a cash coverage ratio of greater
coverage ratio and <3 months than =3 months
(11 Municipalities - 20.4%) ( 24 Municipalities - 44.4%) (19 Municipalities - 35.2%)
Mpofana eThekwini Metro Zululand DM uMdoni uMzimkhulu
iNkosi Langalibalele Ray Nkonyeni uMhlabuy alingana uMzumbe Dr. Nkosazana Dlamini Zuma
uThukela DM uMshw athi Mtubatuba uMuziw abantu
eDumbe uMngeni Mandeni Ugu DM
uPhongolo iMpendle Mthonjaneni Mkhambathini
AbaQulusi Msunduzi Maphumulo Richmond
Big Five Hlabisa uMgungundiovu DM iLembe DM Alfred Duma
uMkhany akude DM Okhahlamba Nquthu
uMfolozi eNdumeni Dannhauser
Nkandla uMsinga Jozini
Harry Gwala DM uMvofi uMhlathuze
uMziny athi DM uMlalazi
New castle King Cetshwayo DM
eMadlangeni Kw aDukuza
Amajuba DM Ndwedwe
Nongoma Greater Kokstad
Ulundi uBuhlebezwe

Source: Auditor-General: Audited 2016/17 Annual Financial Statements

As shown in Table 3.30, 64.8 percent of the municipalities in the province do not have a healthy Cash
coverage ratio. Furthermore, Table 3.27 shows the 24 municipalities that do not have sufficient cash
available to cover at least one month of fixed commitments. This indicates that these municipalities may
not be financially sustainable.

The analysis of the KZN municipalities’ Net available cash and their Cash coverage ratio highlighted
two major challenges facing a number of municipalities:

1. Unspent conditional grants are not cash backed

e Municipalities have insufficient available cash to ensure that Unspent conditional grants are cash
backed; and/or

e Municipalities are utilising Unspent conditional grants to fund both Operating and Capital
expenditure without prior approval of National and/or Provincial Treasury; and/or

e Municipalities are not complying with the conditions of the grant; and/or

e Poor management and reporting on conditional grants.

2. Cash Coverage

Municipalities have insufficient funds available to meet their fixed monthly commitments, hence the
negative cash ratio. This results in municipalities depending on conditional grants to fund their
Operating expenditure.

The Auditor-General had identified matters relating to the going concern of nine municipalities namely;
the Mpofana, iNkosi Langalibalele, eDumbe, uPhongolo, AbaQulusi, Ulundi and Big Five Hlabisa
Local Municipalities and the uThukela and Amajuba District Municipalities. Going concern matters
were raised by the Auditor-General based on the following:

e Conditional grants not being cash backed;

e Repayments as per loan agreements that could not be met;
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e Non-payment of current liabilities;

e Current liabilities exceeded cash resources;
e Poor cash coverage ratios;

e Poor current ratios; and

e Net loss for the year.

These issues may stem from municipalities incurring material losses, high levels of material
impairments and poor debt collection processes. The root causes of the going concern issues must be
identified and addressed.

MFMA Section 71 Reporting

When evaluating the cash position of the municipalities, it was also identified that for many
municipalities, there was no alignment between the cash information in the MFMA Section 71 Reports
and the annual AFS figures. Possible reasons include:

e Municipalities do not regularly prepare and/or review bank reconciliations throughout the year and
usually defer this important control process to the financial year end. This indicates that the MFMA
Section 71 reporting of the cash position is flawed; and

e Municipalities have not implemented the practice of closing off their general ledger either monthly
or quarterly. This results in transactions that continue to be processed for historical periods
(e.g. previous months) throughout the financial year. This practice leads to actual financial
information that is constantly changing or incomplete. Reporting appears to only stabilise at year
end when journals are processed and figures are finalised for submission of the AFS to the Auditor-
General.

The current state of municipal finances in KZN reflects a deterioration in the cash position of a
significant number of municipalities and major challenges being experienced in cash flow management.
Municipalities therefore need to take a proactive approach to avoid moving into a state of financial
distress.

3.10.4 Challenges faced by municipalities which are negatively impacting the
cash position of municipalities:

e The increasing Property rates and municipal service tariffs together with the slow recovery of the
economy have negatively impacted on the consumers’ ability to pay their debts. This has resulted in
a significant deterioration in revenue collections. Many of the municipalities affected by cash flow
challenges also service an increasing number of indigent and poor communities who are the victims
of continued service delivery backlogs and challenges;

e The high debtor levels at municipalities indicate poor implementation of debt collection and credit
control policies and practices. This may also further reflect a failure on the part of Mayors and
councillors to provide political backing to revenue enhancement programmes. Municipalities are
failing to collect revenues promptly and pursue debtors with due rigour;

e Municipalities have demonstrated an inability to prepare and/or implement credible budgets resulting
in unrealistic revenue and cash projections, excessive Operating expenditure or a Capital budget
which is over ambitious. Many municipalities are still preparing budgets incorrectly by first planning
their spending and thereafter projecting their income. They are not accounting for the timing
differences between when revenue is billed and when actual cash is collected. This results in major
cash flow difficulties as municipalities become vulnerable due to exhausting their historical cash
reserves;
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Municipalities experience poor management, monitoring and reporting of conditional grant funding.
Municipalities regularly utilise conditional grant funds to supplement Operating expenditure
requirements instead of using the funds in accordance with the applicable grant conditions;

The deteriorating system of governance resulting from the high vacancy rates and insufficient
municipal capacity due to lack of skills has negatively affected the cash position, budgeting and
financial management at municipalities. The skills shortage and poor capacity at municipalities has
compromised the implementation of proper cash flow management;

Major unresolved disputes by consumers coupled with poor service delivery has resulted in
increasing ratepayer/ consumer boycotts and have led to resistance from communities to pay their
accounts owing to municipalities;

The failure to optimise tariffs to ensure that they are cost reflective together with the cash flow
difference between increasing cost of bulk electricity/water and poor revenue collection further
impacts negatively on the cash position of municipalities;

Weak billing systems reflecting poor data integrity, failure to timeously update consumer
information and inaccurate or delayed invoicing further contributes to the poor cash position. Failure
to bill consumers accurately or on time results in delays in revenue collections; and

Municipalities are incurring significant water and electricity distribution losses caused by theft
and/or poor infrastructure. This results in material revenue losses and negatively impacts the overall
cash position.

3.10.5 Risks associated with a negative or low cash position

A poor cash position may result in existing staff not getting paid and may make it difficult for a
municipality to hire and retain employees. This could further lead to labour disputes at the
municipality resulting in a disruption of operations;

Contractors, suppliers and service providers may also not get paid or experience extensive delays in
receiving payment due to the lack of funds. This can result in poor service delivery and further
backlogs in infrastructure development;

Municipalities suffering from cash flow difficulties have no margin of safety in the case of
unanticipated expenses;

Deteriorating cash positions makes it more expensive for municipalities to borrow funds from
financial institutions. Municipalities will therefore experience challenges in obtaining financing for
expansion and development;

A poor cash position indicates ineffective cash management which further implies poor processes
and systems and therefore exposes the municipality to the risk of theft, corruption and fraud;

When a municipality experiences a deteriorating financial position, Repairs and maintenance 1is
usually one of the first categories of expenses that is reduced. This results in shortening the useful
life of assets while reducing the reliability and quality of services; and

A poor cash position could ultimately lead to technical insolvency which could further impact the
going concern position and negatively impact the audit opinion of a municipality.

Municipalities facing cash flow crises simply throw money at the problem by means of grant funding
or additional borrowing which is a temporary solution at best. A cash flow crisis is usually a symptom
of a broader issue facing the municipality. Cash management requires more than just a financial fix; it
requires a holistic approach that focuses on making a municipality operate more efficiently as depicted
in Figure 23.
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A cash management process allows a municipality to control its cash and manage its operations
economically, efficiently and effectively. In this way, the municipality can reduce operational
disruptions, operate in a smooth and efficient manner and provide for ongoing growth and development.

Effective cash management optimises the use of cash in a municipality.
3.10.6 The collective objectives of cash management can be summarized as

follows:

To ensure the availability, at all times, of adequate liquid resources for operational purposes and
investment in assets. In effect, generating positive cash flow by applying effective techniques for

collecting cash due to the municipality and expending no more cash than necessary;
To have a positive cash buffer as a safety net against any unforeseen crises or emergencies;

To take advantage of opportunities that arise by attaining the highest possible return at the lowest
risk on investments of surplus cash; and

To demonstrate proper stewardship, accountability and implementation of effective controls on cash

resources — i.e. to ensure the safety of public funds.

Municipalities need to perform a cash management analysis in order to address short falls, increase
revenue collection and curtail spending. Understanding and managing cash is not nearly as complicated
as it first seems as there are only limited places where municipalities can look to identify opportunities
to generate more cash inflows or reduce cash outflows. Implementing sound cash management may
require harsh measures but it will minimise cash flow problems, help maintain continued financial
viability and invariably, ensure the sustainability and survival of the municipality. Every municipality
has its own unique cash needs but good cash management is universally essential to a financially healthy

municipality.
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3.11 Cash and Cash equivalents - 2017/18

Cash is a vital component in the successful operations and continuity of a municipality and is therefore
one of the most important indicators of the municipality’s continuing ability to deliver services and
provide infrastructural support to the institutions and residents within its jurisdiction.

The management of cash is subject to certain guidelines to assist in ensuring that each municipality
maintains a healthy level of cash to support its operations. One of these guidelines is mentioned in
Section 45(4) of the MFMA which states:

A municipality—

(a) must pay off short-term debt within the financial year, and

(b) may not renew or refinance short-term debt, whether its own debt or that of any other entity, where
such renewal or refinancing will have the effect of extending the short-term debt into a new financial
year.

Municipalities are thus required, at a minimum, to maintain a positive Cash and cash equivalents
position. The figures reported by municipalities in line with the requirements of Section 71(1) of the
MFMA indicate that many municipalities are struggling to manage their cash flows effectively and have,
according to figures reported, actually failed to comply with the MFMA in certain instances by reflecting
a Cash and cash equivalents balance of less than Rnil. Table 3.31 shown below reflects cash flow per
activity and per district.

Table 3.31 Cash flow per activity and per district — 2017/18
Cash and
Casl.1 and cash Receipts - Payments - Receipts - Payments - Receipts - Payments - | Net cash
R'000 equlvalf,-nt? a Operating Operating Investing Investing Financing Financing lncrea'se/(dec equivalents at
the beginning I S S - g . rease) in cash
of the year activities activities activities activities activities' activities held the end of the
year
eThekw ini 6296 972 34859787 | (28562 978) (975 203)| (4 362 883) (125 636) (774 928) 58 159 6 355 131
Ugu 437 264 2278 831 (2 110 453) 274752 (477 260) 18 993 (3972) (19 110) 418 154
uMgungundlovu 283 042 1902 653 (1930 050) 113 400 (320 944) - (5 766) (240 707) 42 335
uThukela 40729 2252107 (1755 287) - (460 661) (12 602) (510) 23047 63 776
uMziny athi 405 544 1478171 (942 797) (20 876) (463 344) 36 (669) 50 521 456 065
Amajuba 75 821 2138 909 (1 836 426) (4 535) (308 625) 5 846 (48 689) (53 520) 22 301
Zululand 18 883 2236 435 (1757 488) 104 358 (551 012) - (2301) 29992 48 875
uMkhany akude 116 740 1610 102 (1170 541) 2002 (420 162) 29 (743) 20 686 137 427
King Cetshwayo 983 039 6 109 479 (5323 347) 27 958 (1018 513) 10 075 (139 456) (333 804) 649 235
iLembe 435 387 3046 074 (2 174 258) 40 310 (599 904) (270) (39 005) 272 946 708 333
Harry Gwala 536 272 1692 143 (1101 877) - (491 264) 3833 (2 681) 100 154 636 426
Total 9 629 694 59 604 689 | (48 665 501) (437 836)| (9 474 573) (99 695)[ (1018 721) (91 636) 9 538 058

Source:NT Igdatabase

1 Include Property rates, penalties and collection charges, Service charges, Other revenue, Government-operating, Government-capital, Interest and
Dividends.

2 Include Suppliers and employees, Finance charges and Transfers and grants.

3 Include Proceeds on disposal of PPE, Decrease in non-current debtors, Decrease in other non-current receivables and Decrease/(increase) in
consumer deposits.

4 Include Short term loans, Borrowing long term/refinancing and Increase/(decrease) in consumer deposits
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3.11.1 Incorrect Cash and cash equivalents at the beginning of the 2017/18
financial year

The figures reflected in Table 3.31 are partly influenced by inaccurate reporting of both opening
balances as well as transactions which occurred during the year. For example, the Cash and cash
equivalents reflected for the end of the 2016/17 financial year should be the same as the Cash and cash
equivalents for the beginning of the 2017/18 financial year. Table 3.32 below shows the difference
between the closing balance for Cash and cash equivalents as per the 2016/17 audited AFS and the
opening balance as submitted in the 2017/18 MFMA Section 71 returns which reflects a difference of
R1.6 billion. This is mainly due to six municipalities not reporting on opening Cash and cash equivalents
in their MFMA Section 71 returns.

Table 3.32 shows that only 20 municipalities reported an opening balance for Cash and cash
equivalents in the MFMA Section 71 reporting for the 2017/18 financial year which was consistent
with the closing Cash and cash equivalents as per the 2016/17 financial year audited AFS. This
implies that there is a high probability that the closing Cash and cash equivalents balance for 34
municipalities for the 2017/18 financial year is incorrect as cash flow movements in the 2017/18
financial year were added to incorrect opening balances for 2017/18 for these municipalities.
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Table 3.32 Difference between 2016/17 audited Cash and cash equivalents and MFMA Section 71 2017/18 opening Cash and
Cash equivalents

Cash and cash equivalents - Cash and cash equivalents -
closing balance as per 2016/17 | opening balance Section 71 Difference
AFS 2017/18 submissions

fini 6 315 458 6 296 972 (18 486)
uMdoni 205 733 11748 (193 985)
uMzumbe 169 217 158 888 (10 330)
uMuziw abantu 129 931 - (129 931)
Ray Nkonyeni 93 557 87 142 (6 415)
Ugu DM 180 353 179 487 (866)
Ugu Municipalities 778 791 437 264 (341 527)
uMshw athi 6 437 879 (5 558)
uMngeni 10 679 15 353 4 674
Mpofana 497 497 0
iMpendle 3273 2 886 (387)
Msunduzi 677 947 - (677 947)
Mkhambathini 52 816 52 816 -
Richmond 32 099 32 099 -
uMgungundiovu DM 94 043 178 511 84 468
uMgungundlovu Municipalities 877 792 283 042 (594 750)
Okhahlamba 31 376 31377 1
iNkosi Langalibalele (21 289) (20 469) 820
Alfred Duma 262 208 23 823 (238 385)
uThukela DM 5998 5998 -
uThukela Municipalities 278 293 40 729 (237 564)
eNdumeni 53 374 53 374 -
Nquthu 168 059 246 559 78 500
uMsinga 36 761 36 761 -
uMv oti 11 976 - (11 976)
uMziny athi DM 68 851 68 851 -
uMzinyathi Municipalities 339 020 405 544 66 524
New castle 50 508 40 012 (10 496)
eMadlangeni 14 828 14 828 -
Dannhauser 47 891 - (47 891)
Amajuba DM 21 009 20 981 (27)
Amajuba Municipalities 134 235 75 821 (58 414)
eDumbe 565 14 (551)
uPhongolo 1 604 1604 -
AbaQulusi 11 709 13 622 1913
Nongoma 3678 3643 (35)
Ulundi 1947 - (1 947)
Zululand DM 7 436 - (7 436)
Zululand Municipalities 26 940 18 883 (8 057)
uMhlabuy alingana 18 261 18 261 -
Jozini 56 964 54 357 (2 608)
Mtubatuba 7 575 7 575 -
Big Five Hlabisa 1927 1922 5)
uMkhany akude DM 34 626 34 626 -
uMkhanyakude Municipalities 119 353 116 740 (2 613)
uMfolozi 1614 1614 0)
uMhlathuze 715 116 701 690 (13 426)
uMlalazi 86 123 86 123 -
Mthonjaneni 25997 20 282 (5 715)
Nkandla 807 807 -
King Cetshwayo DM 503 357 172 524 (330 833)
King Cetshwayo Municipalities 1333 014 983 039 (349 975)
Mandeni 15 157 15 204 48
Kw aDukuza 270 209 270 209 -
Ndwedwe 111 731 111 731 -
Maphumulo 32 588 31947 (641)
iLembe DM 5767 6 296 529
iLembe Municipalities 435 452 435 387 (64)
Greater Kokstad 125 285 125 285 0)
uBuhlebezwe 118 301 119 294 994
uMzimkhulu 175 498 175 498 -
Dr. Nkosazana Dlamini Zuma 91 923 91 923 -
Harry Gwala DM 43 023 24 273 (18 750)
Harry Gwala Municipalities 554 029 536 272 (17 757)

11 192 377 9 629 694 (1 562 683)

Source: Auditor General: Audited 2016/17 Annual Financial Statements and NT Igdatabase
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3.11.2 Cash and cash equivalents at the end of the 2017/18 financial year

The figures reflected in Table 3.33 below show that the discrepancy between MFMA Section 71
reporting and Cash and cash equivalents as per pre-audit 2017/18 AFS improved slightly from a total
of R1.6 billion as per Table 3.32 to R1.5 billion as per Table 3.33. Of the 54 municipalities in the
province, only 3 municipalities reported figures in their MFMA Section 71 reports and the unaudited
2017/18 AFS with variances of less than R10 000. These municipalities are as follows; the Greater
Kokstad Local Municipality with a variance of only R794, the Okhahlamba Local Municipality with
a variance of R7 266 and the eMadlangeni Local Municipality with a variance of R8 452.

The difference of R1.5 billion for Cash and cash equivalents places doubts on the credibility of the
MFMA Section 71 reporting submitted during the 2017/18 financial year and highlights how
inaccurate reporting can have a major impact on decision making. For example, a municipality could
decide on suspending all requisitions and payments based on the negative Cash and cash equivalents
based on the negative cash position reflected in the MFMA Section 71 report whilst the actual Cash
and cash equivalents is positive based on the AFS. The decision taken based on the MFMA Section
71 report would have negatively impacted on service delivery. Furthermore, due to an inability to
process transactions timeously, the municipality could expose themselves to fruitless and wasteful
expenditure related to paying penalties for late payment.

Timeous processing of transactions will greatly assist municipalities to reflect accurate reporting
which can be used as a basis for making accurate decisions. Furthermore, when information is
obtained from a source which is timeously updated, it becomes less difficult to report consistently
across multiple reporting formats. Municipalities are therefore urged to reconcile their bank accounts
and general ledgers on a monthly basis to ensure accurate reporting to all stakeholders.

Provincial Treasury will continue guiding municipalities in implementing effective cash
management techniques to influence the improvement of municipality’s Cash and cash equivalents
position going forward.
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Table 3.33 Difference between 2017/18 pre-audit Cash and cash equivalents and MFMA Section 71 2017/18 closing Cash and

Cash equivalents

Cash and cash equivalents -

Cash and cash equivalents -

R'000 closing balance as per 2017/18 | closing balance Section 71 Difference
pre-audit AFS 2017/18 submissions
eThekwini 6 098 226 6 355 131 256 905
uMdoni 200 097 (71781) (271 878)
uMzumbe 181 381 199 243 17 862
uMuziw abantu 164 834 9 146 (155 688)
Ray Nkony eni 95 257 151 711 56 454
Ugu DM 41 801 129 835 88 034
Total: Ugu Municipalities 683 371 418 154 (265 216)
uMshw athi 11 191 1200 (9 991)
uMngeni 11 985 11 766 (219)
Mpofana 2 398 (27 354) (29 752)
iMpendle 5 901 4 854 (1 047)
Msunduzi 473 068 - (473 068)
Mkhambathini 58 973 59 975 1002
Richmond 34 342 (17 662) (52 004)
uMgungundlovu DM 45 616 9 556 (36 060)
Total: uMgungundlovu Municipalities 643 474 42 335 (601 140)
Okhahlamba 29 592 29 584 (7)
iNkosi Langalibalele 2 429 1 095 (1 335)
Alfred Duma 274 266 95 544 (178 722)
uThukela DM 6 011 (62 447) (68 458)
Total: uThukela Municipalities 312 298 63 776 (248 522)
eNdumeni 39 811 45 462 5651
Nquthu 231170 279 544 48 374
uMsinga 55 278 492 (54 786)
uMv ofi 13 748 (20 036) (33 784)
uMziny athi DM 150 841 150 602 (240)
Total: uMzinyathi Municipalities 490 849 456 065 (34 784)
New castle 57 465 (49 550) (107 015)
eMadlangeni 7 538 7 530 (8)
Dannhauser 53 086 14 066 (39 021)
Amajuba DM 54 079 50 255 (3 824)
Total: Amajuba Municipalities 172 168 22 301 (149 867)
eDumbe 10 038 (2 853) (12 892)
uPhongolo 450 17 156 16 706
AbaQulusi 7 664 4 446 (3 218)
Nongoma 2142 2 002 (140)
Ulundi 865 154 428 153 563
Zululand DM 13 201 (126 303) (139 505)
Total: Zululand Municipalities 34 361 48 875 14 514
uMhlabuy alingana 34 628 34 266 (363)
Jozini 14 228 14 307 79
Mtubatuba 12 297 12 224 (73)
Big Five Hlabisa 3048 (1 743) (4 7917)
uMkhany akude DM 62 296 78 373 16 078
Total: uMkhanyakude Municipalities 126 497 137 427 10 930
uMfolozi 429 233 (196)
uMhlathuze 460 422 458 929 (1 493)
uMlalazi 99 771 135 055 35 284
Mthonjaneni 3680 (4 614) (8 294)
Nkandla 1513 20 581 19 068
King Cetshwayo DM 498 283 39 052 (459 231)
Total: King Cetshwayo Municipalities 1 064 097 649 235 (414 862)
Mandeni 35 811 41 898 6 087
Kw aDukuza 512 318 391 383 (120 935)
Ndw edwe 122 283 178 132 55 849
Maphumulo 22 057 20 637 (1 420)
iLembe DM 70 703 76 282 5579
Total: iLembe Municipalities 763 172 708 333 (54 839)
Greater Kokstad 114 262 114 263 1
uBuhlebezw e 134 944 141 889 6 945
uMzimkhulu 206 384 195 557 (10 827)
Dr. Nkosazana Dlamini Zuma 88 957 87 791 (1 166)
Harry Gwala DM 96 962 96 926 (36)
Total: Harry Gwala Municipalities 641 509 636 426 (5 083)
Total 11 030 024 9 538 058 (1 491 966)

Source: Auditor General: Audited 2016/17 Annual Financial Statements and NT Igdatabase
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3.11.3 Net available cash position for the 2017/18 financial year

The Cash and cash equivalents of R11 billion as per the unaudited 2017/18 AFS is not a true
reflection of the cash position for the province as the balance contains conditional transfers which
are earmarked for specific purposes and should be returned to the transferring officers if the funds
are unspent at the end of the financial year. Alternatively, the municipalities are allowed to apply for
rollovers however, the funds can only be utilised once the rollovers are approved. Table 3.34 shows
that the municipalities in the province have Unspent conditional transfers of R2.1 billion as per the
unaudited 2017/18 AFS. Thus, the Net available cash position is R9 billion which is a decrease of
R693.8 million as compared to the Net cash position of R9.7 billion as per the 2016/17 audited AFS
in Table 3.27.

It is concerning to note that six municipalities reflected negative cash positions which implies that
those municipalities only reflected positive Cash and cash equivalent balances as at the end of the
2017/18 financial year due to unspent grant funding and in actual fact, the municipalities appear to
be in overdraft positions as they do not have any cash of their own. The highest negative Net available
cash position was reflected by the uThukela District Municipality with negative R41.2 million
followed by the iNkosi Langalibalele (negative R14.3 million), Mpofana (negative R14.2 million),
AbaQulusi (negative 10.7 million), uMfolozi (negative R6.3 million) and Nkandla (negative
R229 000) Local Municipalities.
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Table 3.34 Net available cash based on 2017/18 Pre-audit AFS

Cash and cash equivalents -

Unspent Conditional Grants -

R'000 closing balance as per 2017/18 . Net available cash
i as per 2017/18 pre-audit AFS
pre-audit AFS
eThekwini 6 098 226 1269 669 4 828 557
uMdoni 200 097 2 167 197 930
uMzumbe 181 381 1138 180 243
uMuziw abantu 164 834 1953 162 881
Ray Nkony eni 95 257 24 615 70 642
Ugu DM 41 801 117 41 685
Total: Ugu Municipalities 683 371 29 990 653 381
uMshw athi 11191 - 11191
uMngeni 11 985 4 266 7719
Mpofana 2 398 16 624 (14 226)
iMpendle 5 901 2 673 3228
Msunduzi 473 068 122 350 350 718
Mkhambathini 58 973 966 58 008
Richmond 34 342 4 289 30 053
uMgungundiovu DM 45 616 30 403 15213
Total: uMgungundlovu Municipalities 643 474 181 570 461 904
Okhahlamba 29 592 10 491 19 101
iNkosi Langalibalele 2429 16 757 (14 328)
Alfred Duma 274 266 53 391 220 875
uThukela DM 6 011 47 227 (41 217)
Total: uThukela Municipalities 312 298 127 867 184 431
eNdumeni 39 811 4 105 35 706
Nquthu 231170 4916 226 254
uMsinga 55 278 1617 53 661
uMv ofi 13 748 5744 8 004
uMziny athi DM 150 841 37 725 113 116
Total: uMzinyathi Municipalities 490 849 54 108 436 741
New castle 57 465 56 317 1148
eMadlangeni 7 538 669 6 869
Dannhauser 53 086 197 52 889
Amajuba DM 54 079 34 744 19 335
Total: Amajuba Municipalities 172 168 91 927 80 241
eDumbe 10 038 7 665 2374
uPhongolo 450 11 440
AbaQulusi 7 664 18 379 (10 715)
Nongoma 2142 1007 1135
Ulundi 865 - 865
Zululand DM 13 201 553 12 648
Total: Zululand Municipalities 34 361 27 614 6 748
uMhlabuy alingana 34 628 3 326 31 303
Jozini 14 228 412 13 816
Mtubatuba 12 297 4 534 7763
Big Five Hiabisa 3048 1695 1353
uMkhany akude DM 62 296 18 050 44 246
Total: uMkhanyakude Municipalities 126 497 28 016 98 481
uMfolozi 429 6 774 (6 345)
uMhlathuze 460 422 15 676 444 746
uMlalazi 99 771 932 98 839
Mthonjaneni 3680 17 3 663
Nkandla 1513 1742 (229)
King Cetshway o DM 498 283 2 941 495 342
Total: King Cetshwayo Municipalities 1 064 097 28 082 1036 015
Mandeni 35 811 10 394 25 417
Kw aDukuza 512 318 52 234 460 084
Ndwedwe 122 283 5392 116 891
Maphumulo 22 057 12 591 9 466
iLembe DM 70 703 15 780 54 923
Total: iLembe Municipalities 763 172 96 391 666 781
Greater Kokstad 114 262 12 035 102 227
uBuhlebezw e 134 944 1164 133 780
uMzimkhulu 206 384 41 927 164 457
Dr. Nkosazana Dlamini Zuma 88 957 12 954 76 003
Harry Gwala DM 96 962 65 546 31416
Total: Harry Gwala Municipalities 641 509 133 625 507 884
Total 11 030 024 2 068 860 8 961 164

Source: NT Igdatabase
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Chapter 4: District Performance Analysis

The monthly budget reports produced by municipalities in terms of Section 71 of the Municipal Finance
Management Act, Act No. 56 of 2003 (MFMA) are the core of the In-Year Monitoring (I'YM) process that
National and Provincial Treasury have implemented. The objectives of the [YM process are amongst others:

e to improve the quality and the credibility of the information provided;

e to assist municipalities in identifying financial problems facing municipalities, including any emerging
or impending financial problems (early warning system); and

e to allow for appropriate and timeous action to be taken should there be an indication of substantial over
or under-spending against the budget, or any other financial problems.

The information provided by municipalities through the MFMA Section 71 reports is often not credible.
The following factors contribute to the poor quality of these reports:

e MFMA Section 71 reports are not submitted on time. Some reports were outstanding for a few
municipalities and as a result, these were not included in the MFMA Section 71 publication for the year
ended 30 June 2018. Those municipalities are listed in Chapter 5: Non-compliance with Division of
Revenue Act (DoRA) and MFMA;

e  Non-submission of Signed Verification Schedules for MFMA Section 71 and Conditional Grants
Reports for the fourth quarter of 2017/18. The following were the main non-complying municipalities:
the Richmond, Nquthu and Newcastle Local Municipalities. This implies that these municipalities did
not scrutinise and verify their information for accuracy prior to National Treasury publishing the
MFMA Section 71 figures;

e The reported budget performance results by some of the municipalities showed either a material under
expenditure or over-expenditure;

e  Municipalities with municipal entities, especially the district municipalities, are failing to submit the
consolidated performance reports which include the Budget performance results of their municipal
entities. In terms of Section 87(11) of the MFMA, Accounting Officers of municipal entities are
expected to submit to their parent municipality by no later than seven working days after the end of
each month, a statement in the prescribed format on the state of the entity’s budget performance;

e  Accruals are not processed on a monthly basis;

e A large number of municipalities do not account for Depreciation and asset impairment as well as Debt
impairment in their financial performance returns on a monthly basis; and

e  The MFMA Section 71 figures, although signed off by certain municipalities are not always reviewed
before submission to the National Treasury Local Government Database (NT Lgdatabase).

The above indicates that, it is probable that there will be material differences between the NT Lgdatabase
published MFMA Section 71 report figures and the 2017/18 pre-audited Annual Financial Statements (AFS)
figures to be submitted to the Auditor-General by the end of August 2018.

While every attempt has been made in this chapter to provide a high level analysis of the budget performance
of all the delegated municipalities, Provincial Treasury’s assessment has been limited to a large extent due
to lack of accuracy and credibility of the figures submitted by municipalities, as indicated above. Thus, all
queries on the budgeted and actual figures reflected in this report must be referred to the relevant Municipal
Manager (MM) and Chief Financial Officer (CFO) as they were required to sign off the MFMA Section 71
reports as part of the quarterly verification process undertaken by National Treasury. Furthermore, the
reasons for over or under-performance were obtained directly from the municipalities. Where plausible
reasons could not be obtained, it has been stated as such in the report.
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4.1 Ugu District

The Ugu District comprises of four local municipalities namely; the uMdoni, uMzumbe, uMuziwabantu and
Ray Nkonyeni Local Municipalities. The district is located in the South Coast of the KwaZulu-Natal
Province and covers a geographical area of 4 791 km? (KwaZulu-Natal Department of Co-operative
Governance and Traditional Affairs (KZNCOGTA), 2017) with a coastline of 112 kilometres
(Municipalities of South Africa, 2018). Well established commercial bases are found at the Ray Nkonyeni
and uMdoni Local Municipalities while the uMzumbe and uMuziwabantu Local Municipalities are rural.

The core trading services rendered by the Ugu District Municipality are Water and Sanitation services. The
uMuziwabantu and Ray Nkonyeni Local Municipalities provide Electricity and Refuse removal services
whilst the uMdoni and uMzumbe Local Municipalities only render Refuse removal services.

The position of the Chief Financial Officer (CFO) has been vacant at the uMuziwabantu Local Municipality
since 2 November 2015, while all the remaining municipalities in the district have had CFOs during the
2017/18 financial year. The uMdoni Local Municipality has a vacancy in its Municipal Manager (MM)
position since 30 August 2017, while the uMuziwabantu Local Municipality’s MM position became vacant
from 28 February 2018. The Ray Nkonyeni and uMzumbe Local Municipalities as well as the Ugu District
Municipality currently do not have vacancies in the MM and CFO positions.

The uMuziwabantu and uMzumbe Local Municipalities maintained clean audit reports from the 2015/16
financial year to the 2016/17 financial year. The Ray Nkonyeni Local Municipality which was a new
municipality (after the amalgamation of the Ezinqoleni and Hibiscus Coast Local Municipalities) also
obtained a clean audit report for the 2016/17 financial year. The uMdoni Local Municipality maintained an
unqualified audit opinion with other matters from the 2015/16 financial year to the 2016/17 financial year.
The Ugu District Municipality regressed from an unqualified audit opinion with other matters in the 2015/16
financial year to a qualified audit opinion with findings in the 2016/17 financial year.

It should be noted that the budget performance figures published by National Treasury are preliminary
figures and do not take the year-end reconciliations into consideration. The figures could also change during
the preparation and the audit of the 2017/18 Annual Financial Statements.

4.1.1 Overview of Ugu District Performance

Table 4.1(a) Operating Revenue - 2017/18

R'000 Original Budget Adjusted Budget Unaudited Actual % Generated

uMdoni 267 549 347 238 260 695 75.1
uMzumbe 148 387 148 387 143 080 96.4
uMuziwabantu 151 105 162 106 187 696 115.8
Ray Nkonyeni 830018 830018 813030 98.0
Ugu DM 912678 912678 575579 63.1
Total 2309 736 2 400 426 1980 080 82.5

Source: NT Igdatabase
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Table 4.1(b) Operating Expenditure - 2017/18

R'000 Original Budget Adjusted Budget Unaudited Actual % Spent
uMdoni 266 829 287812 229121 79.6
uMzumbe 193 456 193 456 141 862 733
uMuziwabantu 161 345 168 730 140 795 834
Ray Nkonyeni 928 646 928 646 524 376 56.5
Ugu DM 913431 913 431 740 555 81.1
Total 2463708 2492076 1776 709 71.3
Source: NT Igdatabase
Table 4.1(c) Capital Expenditure - 2017/18
R'000 Original Budget Adjusted Budget Unaudited Actual % Spent
uMdoni 74070 75 446 59 849 79.3
uMzumbe 79081 79 081 42 332 535
uMuziwabantu 79 112 71492 42 649 59.7
Ray Nkonyeni 132788 132788 125 385 94.4
Ugu DM 362 325 362 325 219742 60.6
Total 727 376 721132 489 958 67.9
Source: NT Igdatabase
Table 4.1(d) Debtors Age Analysis (Total) - 2017/18
0 - 30 Days 31- 60 Days 61- 90 Days Over 90 Days
R'000 Total
Total % Total % Total % Total %
uMdoni 2867 4.2 2302 3.4 1538 22 61660 90.2 68 367
uMzumbe (2) - - - - - 15718 100.0 15716
uMuziwabantu 3323 16.2 1917 9.3 1102 54 14178 69.1 20 521
Ray Nkonyeni 48 396 18.3 21985 8.3 34 467 13.1 158 924 60.3 263772
Ugu DM - - - - - - - - -
Total 54 583 14.8 26 204 71 37107 10.1 250 481 68.0 368 375
Source: NT Igdatabase
Table 4.1(e) Debtors by Customer Group (Total) - 2017/18
Organs of State Commercial Household Other
R'000 Total
Total % Total % Total % Total %
uMdoni 23279 34.1 5793 85 32033 46.9 7262 10.6 68 367
uMzumbe 9750 62.0 3254 20.7 - - 2712 17.3 15716
uMuziwabantu 5211 25.4 4856 23.7 8940 436 1514 74 20 521
Ray Nkonyeni 19 680 75 44 875 17.0 190 148 721 9068 34 263772
Ugu DM - - - - - - - - -
Total 57 920 15.7 58 778 16.0 231122 62.7 20 556 5.6 368 375
Source: NT Igdatabase
Table 4.1(f) Creditors Age Analysis (Total) - 2017/18
R000 0 - 30 Days 31- 60 Days 61- 90 Days Over 90 Days Total
Total % Total % Total % Total %
uMdoni 410 11.2 716 195 1096 29.9 1445 39.4 3668
uMzumbe (16.008) 98.8 51 (0.3) 45 (0.3) (287) 1.8 (16 199)
uMuziwabantu - - - - - - - - -
Ray Nkonyeni 48 508 100.0 - - - - - - 48508
Ugu DM 11535 93.1 140 1.1 - - 710 57 12 385
Total 44 446 91.9 907 1.9 1141 24 1868 39 48 363

Source: NT Igdatabase
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4.1.2 Analysis per municipality: uMdoni Local Municipality

Table 4.1 (g) Operating Revenue and Expenditure Performance - uMdoni Local Municipality
Original Adjusted | Unaudited % of Comments
R'000 Budget Budget Actual Budget
Generated /
Spent

Operating Revenue
Property Rates 80304 78204 89 865 114.9 | The municipality has affributed the over-generation of revenue to the under-estimation
of the budget during the Adjustments Budget process.

~

Senice Charges' 9096 9670 6133 63.4 | The municipality has attributed the under-generation of this line ittm to the errors in the

MFMA Section 71 reports.

w

Transfers recognised - operational 115500 180907 132592 73.3 |The Adjusted Budget of R180.9 million reported by the municipality in the Adjustments
budget returns does not agree to the Adjusted Budget of R143.2 million reflected in the
2017/18 Approved Adjustments budget. Therefore, the performance for this line item is
92.6 percent which the municipality affributed to the year-end accruals that were not

processed at the ime of the MFMA Section 71 reporting.

©

Other sources of Revenue? 62649 78 456 32105 40.9 | The reported under-performance in this line item is mainly due to the inclusion of the
Reserves in the Other revenue budget during the 2017/18 Adjustments budget
process. The municipality was advised by Provincial Treasury not to include the
Accumulated surplus under Other revenue as this income has already been accounted
for in the previous years. Therefore, this error has distorted the budgeted income to be
generated for the period. Furthermore, the municipality has also atfributed the under-
generation of revenue in this line item to the Interest earned - external investments
which generated R1.4 million or 11.2 percent against the Adjusted Budget of R12.2
million. The municipality indicated that the poor performance of Interest earned -
external investments was due to the fact that all the grants were fully spent resulting in
less funds available for Investments.

Total Operating Revenue 267 549 347 238 260 695 7541
Operating Expenditure
Employee related costs 97 603 107733 83153 7.

N

The municipality attributed this under-spending to the funded vacant posts notfilled
during the year due to slow recruitment process.

Remuneration of councillors 12611 - 13 946 - | The municipality incorrectly reported the Adjusted Budget for this line item as Nil instead
of R14.4 million as reflected in the 2017/18 Approved Adjustments budget. This was
due to an error in the completion of the 2017/18 Adjusted Budget returns that were
submitted to the Local government database which were not corrected despite the
municipality being advised to make the corrections during the 2018/19 verification
process. Therefore, the performance in this line item is 96.7 percent.

Debtimpairment 1575 - - - |The municipality incorrectly reported the Adjusted Budget for this line item as Nil instead
of R1.6 million as reflected in the 2017/18 Approved Adjustments budget. This was due
to an error in the completion of the 2017/18 Adjusted Budget returns that were
submitted to the Local government database which was not corrected despite the
municipality being advised to correct it during the 2018/19 verification process.
Furthermore, the municipality indicated that the lack of spending under this line item
was due to Debtimpairment being processed at year end during the 2017/18 AFS
preparation process. This was despite the municipality being advised by Provincial
Treasury to report the Debtimpairment expenditure on a monthly basis.

by

Depreciation and assetimpairment 36000 36000 26545 73.7 |The municipality atiributed the low expenditure to the fact that the comprehensive
calculations are only performed at the end of the financial year and therefore a higher

amount will be reflected in the 2017/18 AFS.

Bulk purchases = = = =
Contracted services 23996 69 826 33996 48.7 | The municipality attributed the low expenditure fo the savings generated from the
implementation of Cost containment measures.

Other expenditure items® 95 044 74 252 71481 96.3
Total Operating Expenditure 266 829 287 812 229121 79.6
Operating surplus/(deficit) 720 59 426 31574 The municipality has reported an Operating surplus of R31.6 million. However, the

inclusion of the expenditure on Debtimpairment and Depreciation and asset
impairment could resultin an Operating deficit.

Source: NT Igdatabase
1 Includes Services Charges - electricity, water, sanitation, refuse and other
2 Includes Rental of facilifes and equipment, Interest earned - external investments, Interest earned - outstanding debtors,
Dividends received, Fines, Penalties and Forfeits, Licences and permits, Agency services, Other own revenue and Gains on disposal of PPE
3 Includes Finance charges, Transfers and grants, Other material, Other expenditure and Loss on disposal of PPE
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Table 4.1 (h)

Capital, Cash and Conditional grant Performance

- uMdoni Local Municipality

Original | Adjusted | Unaudited %of  |Comments
Budget Budget Actual Budget
R000 Generated /
Spent
Capital Revenue

Transfers recognised - capital 53599 75446 58683 77.8 | The Adjusted Budget of R75.4 million reported by the municipality in the Adjustments
budget returns does not agree to the Adjusted Budget of R53.6 million reflected in the
2017/18 Approved Adjustments budget resulting in the incorrect performance being
reported. Therefore, the performance on this line item is 109.5 percent which the
municipality attributed to the errors in the MFMA Section 71 reports.

Public contributions and donations - - 1022 - |The municipality reported R1 million for Public contributions and donations which was
not budgeted for during the Adjustments budget process. The municipality indicated
that this was as a result of an error in the MFMA Section 71 reports.

Borrowing - - - -

Internally generated funds 20471 - 145 - |The municipality incorrectly reported the Adjusted Budget for this line item as Nil
instead of R20.7 million as reflected in the 2017/18 Approved Adjustments budget
which resulted in the incorrect performance being reported. Therefore, the
performance on this line item is 0.7 percent. The municipality indicated that this was
as a result of an error in the MFMA Section 71 reports and this error will be rectified
during the preparation of the 2017/18 AFS. Furthermore, the municipality indicated
that it has postponed some of the Capital projects which were funded by Internally
generated funds due to the lower collection of billed revenue than originally
anticipated.

Total Capital Revenue 74070 75 446 59 849 793

Capital Expenditure

Governance and Administration 1000 7193 2598 36.1 [The municipality has atfributed the under-spending on this line item to the fact that the
municipality postponed some of the Capital projects which were funded by Internally
generated funds due to the lower collection of billed revenue than originally
anticipated.

Communityand Public Safety 3675 3647 1656 454 |The municipality has attributed the under-spending on this line item to the fact that the
municipality postponed some of the Capital projects which were funded by Internally
generated funds due to the lower collection of billed revenue than originally
anticipated.

Eco. & Environmental Senices 1422 3122 36 594 1172.1 | The municipality has attributed the over-spending on this line item to incorrect
budgeting during the Adjustments budget process. This is despite the municipality
being advised by Provincial Treasury to budget for Roads under Eco. &
Environmental Services during the Mid Year Budget and Performance Assessment
process.

Trading Senices - 61485 19001 30.9 [The municipality did not budget for Trading services in the 2017/18 Approved
Adjustments budgetand the Adjusted Budget amount of R61.5 million reflected under
this line item was as a result of the error in the Adjustments budget returns that were
submitted to the Local government database. Furthermore, the municipality indicated
that the unaudited actual amount of R19 million was as a result of an error in the
MFMA Section 71 reports.

Other 67973 - - -

Total Capital Expenditure 74070 75446 59 849 79.3

Cash Receipts and Payments

Cash/cash equiv. at the year begin: 199 386 199 386 11748 The cash flow opening balance of R11.7 million does not agree to the Cash and cash
equivalents closing balance of R205.7 million as per the 2016/17 audited AFS. The
municipality has indicated that it will rectify this error during the preparation of the
2017/18 AFS.

Cashl/cash equiv. at the year end: 176 263 176 263 (71781) Based on the error noted above, the Cash and cash equivalents at the year end
amount of negative R71.8 million is not correct and may vary significantly after
correction.

Net Increase/(Decrease) in cash held (23123) (23123) (83 529)

Total Avail.| Unaudited | % Spent Amount
National Conditional Grant AL (EE] Uity
expenditure (Overspent)
by munis.

Financial Management Grant 4245 4245 100.0% -

Expanded Public Works Programme 1000 1000 100.0% =

Integrated Grant

Municipal Infrastructure Grant 31161 35124 112.7% (3963)The municipality reported R35.1 million or 112.7 percent for Municipal Infrastructure
Grant (MIG) against the original allocation of R31.2 million. The municipality attributed
this variance to the fact that the rollover expenditure for MIG was incorrectly reported
under this line item. The municipality has however indicated that it will rectify this error
during the preparation of the 2017/18 AFS.
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Table 4.1 (i)

Trade and other receivables, Trade and other payables and Key ratios

- uMdoni Local Municipality

Amount %of | Comments
R'000 total debt/
payables

Debtors

Debtors as at 30 June 2017 53 679

Debtors as at 30 June 2018 68 367 The Debtors balance has increased by R14.7 million or 27.4 percent from R53.7
million as at 30 June 2017 to R68.4 million as at 30 June 2018. This is an
indication that the municipality is not collecting debtors which will have an adverse
effect on the cash flow.

Byage analysis

0-30 days 2867 4.2%

31-60 days 2302 34%

61-90 days 1538 2.2%

>90 days 61660 90.2%| The municipality has R61.7 million or 90.2 percent of Debtors that are in the "Over
90 days" category as at 30 June 2018. This raises concerns regarding the
municipality's ability to collect its billed revenue. The municipality runs a risk of not
being able to meetits obligations as they fall due. The municipality needs to
develop an action plan to improve revenue and debtors collection. The plan should
be regularly monitored to ensure the objectives thereof are met.

Total by age analysis 68 367 100.0%
By customer group

Organs of state 23279 34.1%

Commercial 5793 8.5%

Households 32033 46.9%|The Households category owed R32 million or 46.9 percent of total Debtors which is
atfributed to the culture of non payment within the municipal area.

Other 7262 10.6%

Total by customer group 68 367 100.0%
Creditors
By age analysis

0-30 days 410 11.2%

31-60 days 716 19.5%

61-90 days 1096 29.9%

>90 days 1445 39.4%

Total by age analysis 3668 100.0%|A total amount of R3.3 million of the municipality's Creditors was outstanding for
more than 30 days as at 30 June 2018. This constitutes non-compliance with
Section 65(2)(e) of the MFMA. The municipality indicated that the Creditors in the
"over 30 days" categories were as a result of disputes and late submission of
invoices.

Norm/ | % Actual
Key Ratios Range
Expenditure management

Remuneration as a % of Total operating expenditure 25% - 40% 42.4%|The municipality attributed the high ratio to the fact that the Council decided to
absorb the employees who were previously contracted through the service provider
into the Parks section. However, this ratio is distorted by the understatement of Debt
impairment and Depreciation and assetimpairment as discussed in Table 4.1(g).

Contracted services as a % of Total operating expenditure 2% - 5% 14.8%|The municipality affributed the high ratio to the new mSCOA classification as some
of the expenditure that was previously classified under Other expenditure is now
classified as Contracted services in the MFMA Section 71 reporting. However, this
ratio is distorted by the understatement of Debtimpairment and Depreciation and
assetimpairment as discussed in Table 4.1(g).

Grantdependency

Own sources of revenue to total operating revenue - 49.1%|This ratio suggest that the municipality is dependent on grants to fund some of the
Operating expenditure.

Own funded capital expenditure - 0.2%| The municipality indicated that the low ratio was due to the fact that it postponed
some of the Capital projects which were funded by Internally generated funds due to
the lower collection of billed revenue than originally anticipated.

Asset Management

Capital Expenditure to T otal expenditure 10% - 20% 20.7%|This ratio is distorted by the understatement of Debtimpairment and Depreciation

and assetimpairment as discussed in Table 4.1(g).
Efficiency
Net operating surplus margin =or>0% 12.1%|This ratio is distorted by the understatement of Debtimpairment and Depreciation

and assetimpairment as discussed in Table 4.1(g).
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4.1.3 Analysis per municipality: uMzumbe Local Municipality

Table 4.1 () Operating Revenue and Expenditure Performance - uMzumbe Local Municipality

Original | Adjusted | Unaudited %of | Comments
Budget Budget Actual Budget
Generated /
Spent

R'000

Operating Revenue

Property Rates 4158 4158 5550 133.5 [The municipality generated R5.6 million or 133.5 percent of revenue against the
Adjusted Budget of R4.2 million for Property rates. The municipality has atfributed this
over-generation of revenue to the budget which was understated, thus resulting in the
Property Rates revenue being higher than the Adjustments Budget.

Senvice Charges' 20 20 35 175.8 |The municipality generated R35 000 or 175.8 percent of revenue against the Adjusted
Budget of R20 000 for Service charges - refuse revenue. The municipality indicated that
the over-generation of Service charges - refuse revenue was as a result of the under-
estimation of the Adjusted Budget amount of R20 000 during the Adjustments Budget
process.

~

Transfers recognised - operational 132449 132449 127 665 96.4 | The municipality generated R127.7 million or 96.4 percent of revenue against the
Adjusted Budget of R132.4 million for Transfers recognised - operational. The
municipality has atfributed the under-generation of this line item to the year-end

accruals not being processed at the ime of the MFMA Section 71 reporting.

o

Other sources of Revenue? 11760 11760 9830 83.6 | The municipality has attributed the under-generation of this line item to the Interest

earned - external investments which generated R6.4 million or 55.1 percent against the
Adjusted Budget of R11.6 million. The municipality indicated that the poor performance
of Interest earned - external investments was due to the fact that all the grants were fully

spentresulting in less funds being available for Investments.

Total Operating Revenue 148 387 148 387 143 080 96.4
Operating Expenditure
Employee related costs 52674 52674 46614 88.

o

The municipality reported expenditure of R46.6 million or 88.5 percent against the
Adjusted Budget of R52.7 million for Employee related costs. The municipality attributed
this under-expenditure to the implementation of cost cuting measures which included a
decision to only fill critical vacant posts.

Remuneration of councillors 14773 14773 15352 103.9 | The municipality reported expenditure of R15.4 million or 103.9 percent against the
Adjusted Budget of R14.8 million for Remuneration of councillors. The municipality
indicated that the over-expenditure was due to incorrect budgeting for this line item
during the Adjustments Budget process.

Debtimpairment 435 435 - - |The municipality has not reported on Debt impairment against an Adjusted Budget
amount of R435 000, thus understating the Operating expenditure for 2017/18. The
municipality indicated that the Debtimpairment for the year is being processed as part
of the year-end journal enfries during the preparation of the Annual Financial
Statements (AFS). This is despite the municipality being advised by Provincial
Treasury fo report the expenditure on a monthly basis.

w

Depreciation and assetimpairment 35000 35000 14118 40.3 | The municipality reported expenditure of R14.1 million or 40.3 percent against the
Adjusted Budget of R35 million for Depreciation and assetimpairment. The municipality
attributed the low expenditure to the fact that the comprehensive calculations are only
performed at the end of the financial year and therefore a higher amount will be
reflected in the 2017/18 AFS. This is despite the municipality being urged throughout
the financial year in the IYM assessments, Mid-Year Budget and Performance
Assessments as well as the Adjustments Budget process, to report the Depreciation

and assetimpairment on a monthly basis.

Bulk purchases - - - -
Contracted senices 2600 2600 13967 537.2 |The municipality reported expenditure of R14 million or 537.2 percent against the
Adjusted Budget of R2.6 million for Contracted services. The municipality attributed the
over-expenditure to the new mSCOA classification as some of the expenditure that was
budgeted under Other expenditure is actually classified as Contracted services in the
MFMA section 71 reporting.

Other expenditure items 87973 87973 51810 58.9 |Refer to the comment above.
Total Operating Expenditure 193 456 193 456 141 862 73.3
Operating surplus/(deficit) (45 069) (45 069) 1218 The municipality has reported an Operating surplus of R1.2 million. However, the

inclusion of the expenditure on Debtimpairment and Depreciation and asset
impairment would most likely resultin an Operating deficit.

Source: NT Igdatabase
1 Includes Services Charges - electricity, water, sanitation, refuse and other
2 Includes Rental of faciliies and equipment, Interest earned - external investments, Interest earned - outstanding debtors,
Dividends received, Fines, Penalties and Forfeits, Licences and permits, Agency services, Other own revenue and Gains on disposal of PPE
3 Includes Finance charges, Transfers and grants, Other material, Other expenditure and Loss on disposal of PPE
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Table 4.1 (k) Capital, Cash and Conditional grant Performance

- uMzumbe Local Municipality

Original Adjusted | Unaudited % of Comments
) Budget Budget Actual Budget
R1000 Generated /
Spent
Capital Revenue

Transfers recognised - capital 41012 41012 42332 103.2 | The municipality indicated thatan amountof R10.5 million has been
incorrectly included under this line item instead of Internally generated funds.
Therefore, the unaudited actual for Transfers recognised - capital is R31.8
million or 77.6 percent The municipality atrributed the low Capital revenue
performance to the fact that the budget for this line item was overstated during
the Adjustments budget process as itwas notin line with the 2017 adjusted
DoRA and the adjusted Provincial allocations.

Public contributions and donations - - - -

Borrowing - - - -

Internally generated funds 38 068 38068 - - | The municipality indicated that the correct unaudited actual for Internally
generated funds is R10.5 million, indicating a performance of 27.6 percent
The poor performance of this line item was attributed to the delays in the
implementation of the capital projects.

Total Capital Revenue 79 081 79 081 42 332 53.5

Capital Expenditure

Governance and Administration 4765 4765 2768 58.1 | The municipality reported Capital expenditure of R2.8 million or 58.1 percent
against the Adjusted Budget of R4.8 million for Governance and
Administration. The municipality has affributed the under-spending on this line
item o the year-end accruals not being processed at the ime of the MFMA
Section 71 reporting.

Community and Public Safety 350 350 6818 1948.1 | The municipality indicated that the over-expenditure under this vote was due
to the misallocation of Road transport expenditure to Community and Public
Safety instead of Eco. & Environmental Services. The municipality has
however indicated that it will rectify this error during the preparation of the
2017/18 AFS.

Eco. & Environmental Services 73 966 73 966 32746 44.3 [ The municipality attributed the under-spending to the misallocation of Capital
expenditure as indicated above and to the delays in the implementation of the
capital projects.

Trading Services - - - -

Other - - - -

Total Capital Expenditure 79 081 79 081 42 332 53.5

Cash Receipts and Payments

Cash/cash equiv. at the year begin: 190 000 190 000 158 888 The cash flow opening balance of R158.9 million does not agree to the Cash
and cash equivalents closing balance of R169.2 million as per the 2016/17
audited AFS.

Cash/cash equiv. at the year end: 135910 135910 199 243 Based on the error noted above, the Cash and cash equivalents at the year
end amount of R199.2 million is not correctand may vary after the correction
of the error.

Net Increase/(Decrease) in cash held (54 090) (54 090) 40 355
Total Avail.| Unaudited [ % Spent Amount
National Conditional Grant 201718 Actual Unspent
expenditure (Overspent)
by munis.
Financial Management Grant 1900 1900 100.0% -
Expanded Public Works Programme 1291 1291 100.0% -
Integrated Grant
Municipal Infrastructure Grant 34624 34624 100.0% -
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Table 4.1 (I)  Trade and other receivables, Trade and other payables and Key ratios - uMzumbe Local Municipality

Amount %of | Comments
R'000 total debt /
payables
Debtors

Debtors as at 30 June 2017 12 004

Debtors as at 30 June 2018 15716 The Debtors balance has increased by R3.7 million or 30.9 percent from R12
million as at 30 June 2017 to R15.7 million as at 30 June 2018. This is an indication
that the municipality is not collecting debtors which will have an adverse effect on the
Cash Flow.

Byage analysis

0-30 days () - |The municipality has affributed the negative balance to Debtors paying their
accounts in advance. These amounts will only be allocated as and when the debt
becomes payable.

31-60 days - -

61-90 days - -

>90 days 15718 100.0%| The municipality has R15.7 million or 100 percent of Debtors that are in the Over 90
days category as at 30 June 2018. This raises concerns regarding the
municipality's ability to collect its billed revenue. The municipality runs a risk of not
being able to meet their obligations as they fall due. The municipality needs to
develop an action plan to improve revenue and debtors collection. The plan should
be regularly monitored to ensure the objectives thereof are met.

Total by age analysis 15716 100.0%

By customer group

Organs of state 9750 62.0%|The municipality reported R9.8 million or 62 percent of its debtors outstanding from
Organs of state. The municipality has attributed this debt to unverified properties,
farm land and forests which are assumed to be belonging to the state.

Commercial 3254 20.7%

Households - -

Other 2712 17.3%|The municipality indicated that this category mainly relates to agriculture, public
benefit organisations and vacant land.

Total by customer group 15716 100.0%

Creditors

Byage analysis
0-30 days (16 008) -
31-60 days 51 -
61-90 days 45 -
>90 days (287) -

Total by age analysis (16 199) - |The municipality atfributed the negative amounts to the errors encountered during
the upgrading of the financial system as some Creditor fransactions were not
successfully migrated. Furthermore, the municipality indicated that these errors are
being corrected during the 2017/18 AFS preparation process and that the correct
balance for Creditors is R3.1 million sitiing in the "0 - 30 days" category.

Key Ratios ::r:;/ % Actual

Expenditure management
Remuneration as a % of Total operating expenditure  25% -40% 43.7%|The municipality atributed the high ratio to the labour intensive mechanisms used
to deliver municipal services and the implementation of the Expanded public works
programme which is also labour intensive.
Contracted senvices as a % of Total operating 2% -5% 9.8%| The municipality attributed the ratio in excess of the norm to the new mSCOA
expenditure classification as some of the expenditure that was previously classified under Other
expenditure is now classified as Contracted services in the MFMA section 71
reporting.
Grant dependency
Own sources of revenue to total operating revenue - 10.8%| This ratio suggest that the municipality is highly dependent on grants to fund most of
the Operating expenditure.
Own funded capital expenditure - -
Asset Management
Capital Expenditure to Total expenditure 10% - 20% 23.0%|This ratio is distorted by the understatement of Debt impairment and Depreciation
and assetimpairment as discussed in Table 4.1(j).
Efficiency
Net operating surplus margin =or>0% 0.9%| This ratio is distorted by the understatement of Debtimpairment and Depreciation

and assetimpairment as discussed in Table 4.1(j).
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4.1.4 Analysis per municipality: uMuziwabantu Local Municipality

Table 4.1 (m) Operating Revenue and Expenditure Performance - uMuziwabantu Local Municipality

Original | Adjusted | Unaudited %of  |Comments
Budget Budget Actual Budget
Generated /
Spent

R'000

Operating Revenue
Property Rates 15073 23642 31442 133.0 | The municipality has affributed the over-generation of Property rates to the under
estimation of the Adjusted Budget amount of R23.6 million during the Adjustments

Budget process.

~

Senice Charges' 36416 36016 30028 83.4 | The municipality has atfributed the under-generation of revenue to over-budgeting of

Service charges during the Adjustments Budget process.

Transfers recognised - operational 87476 87664 140 564 160.3 [The municipality has attributed the over-generation of revenue to the incorrect journals
on various votes thus duplicating grantincome recognised. The municipality has
however indicated that it will rectify these errors during the finalisation of the 2017/18
Annual Financial Statements (AFS) in order to reflect 100 percent revenue recognised
for this line item.

Other sources of Revenue? 12140 14784 (14 338) - |The municipality has attributed this negative amount of R14.3 million to errors and
misallocations in the MFMA Section 71 reports and these errors will be rectified during
the finalisation of the 2017/18 AFS in order to reflect 97 percent revenue generated for
this line item.

Total Operating Revenue 151105 162 106 187 696 115.8
Operating Expenditure
Employee related costs 60735 60735 55973 92.

(%)

The municipality attributed the under expenditure on Employee Related Costs to the
vacancies for the senior management positions such as the Municipal Manager and
the Chief Financial Officer which are currently filled at an acting capacity. Furthermore,
the Director - Planning and Director - Corporate Services positions were notfilled in the
2017/18 financial year.

Remuneration of councillors 8646 8646 8111 93.8
Debtimpairment 186 186 - - |The municipality did not account for Debtimpairmentin the MFMA Section 71 reports
for the period ended 30 June 2018 despite having budgeted R186 000 for this line
item. This was despite the municipality being advised by Provincial Treasury to report
the Debt Impairment expenditure on a monthly basis. The municipality indicated that
Debtimpairment figures were not finalised at the ime of MFMA Section 71 reporfing
and will be incorporated in the 2017/18 AFS.

Depreciation and assetimpairment 10869 13869 - - |The municipality did not account for Depreciation and asset limpairment at the end of
the 2017/18 financial year despite having budgeted R13.9 million for this item. This was
despite the municipality being advised by Provincial Treasury to report the Depreciation
and assetimpairment on a monthly basis. The municipality indicated that the asset
verification process was not finalised at the ime of reporting for MFMA Section 71 and
the final amount for Depreciation and assetimpairment will be incorporated in the
2017/18 AFS.

Bulk purchases 30852 30852 30968 1004
Contracted services 3369 3321 3243 97.7
Other expenditure items® 46688 51121 42499 83.1 | The municipality has attributed the under-spending on Other Expenditure ltems to the
2017/18 year-end accruals which have not yet been finalised and the savings from the
cost-cutting measures that were implemented during the 2017/18 financial year.

Total Operating Expenditure 161345 168730 140 795 834
Operating surplus/(deficit) (10 240) (6 624) 46900 The municipality reported an Operating surplus of R46.9 million which may be
overstated as the municipality has indicated that Transfer Recognised - Operational is
overstated and Other Expenditure items such as Debtimpairment and Depreciation
and assetimpairment have not been taken into accountin the total Operating
expenditure. The correct operating performance amount will be reported in the 2017/18
AFS.

Source: NT Igdatabase
1 Includes Services Charges - electricity, water, sanitation, refuse and other
2 Includes Rental of faciliies and equipment, Interest earned - external investments, Interest earned - outstanding debtors,
Dividends received, Fines, Penalties and Forfeits, Licences and permits, Agency services, Other own revenue and Gains on disposal of PPE
3 Includes Finance charges, Transfers and grants, Other material, Other expenditure and Loss on disposal of PPE
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Table 4.1 (n)

Capital, Cash and Conditional grant Performance

- uMuziwabantu Local Municipality

Original | Adjusted | Unaudited %of  |Comments

) Budget Budget Actual Budget

R000 Generated /
Spent
Capital Revenue

Transfers recognised - capital 22501 22501 42136 187.3 | The municipality received additional funding of R5 million for the
Municipal Infrastructure Grant as per the KZN Government Gazette No.
41519 published on the 23 March 2018. However, the Adjusted Budget
remained unchanged at R22.5 million in the MFMA Section 71 reports for
the period ended 30 June 2018. Furthermore, the municipality has
atributed the over generation of revenue to errors and misallocations
reported in the MFMA Section 71 reports and these will be rectified during
the finalisation of the 2017/18 AFS in order to reflect 100 percent revenue
recognised for this line item.

Public contributions and donations - - - -

Borrowing - - - -

Internally generated funds 56611 48 991 513 1.0 [The municipality has attributed the under-generation of revenue to
misallocations that have been erroneously reflected under Transfers
recognised - Capital and these will be rectified during the finalisation of the
2017/18 AFS in order to reflect at least 40 percent revenue recognised for
this line item. Furthermore, under-generation of revenue was aftributed to
the delay in the tender process for the construction of municipal offices
amounting to R25 million which was to be funded from this line item.

Total Capital Revenue 79112 71492 42 649 59.7

Capital Expenditure

Governance and Administration 3350 7210 3941 54.7 |The municipality has attributed this under-spending to errors and
misallocations in the MFMA Section 71 reports which will be rectified
during the finalisation of the 2017/18 AFS.

Communityand Public Safety 11310 4950 420 8.5 | The municipality has attributed this under-spending to errors and
misallocations in the MFMA Section 71 reports which will be rectified
during the finalisation of the 2017/18 AFS.

Eco. & Environmental Senvices 64 452 51001 25771 50.5 [The municipality has attributed this under-spending from the Planning &
Development vote to the delay in the tender process for the construction
of municipal offices amounting to R25 million which was budgeted from
this line item.

Trading Senices - 8331 12517 150.2 {The municipality has attributed this over-spending to errors and
misallocations in the MFMA Section 71 reports which will be rectified
during the finalisation of the 2017/18 AFS.

Other - - - -

Total Capital Expenditure 79112 71492 42 649 59.7

Cash Receipts and Payments

Cash/cash equiv. at the year begin: 107 432 129931 - The municipality has not reported on Cash/ cash equivalents at year
begin in the MFMA Section 71 reports while the audited 2016/17 AFS
reflected an opening balance of R129.9 million.

Cash/cash equiv. at the year end: 48786 79207 9146

Net Increase/(Decrease) in cash held (58 646) (50 724) 9146

Total Avail.| Unaudited | % Spent Amount
National Conditional Grant 2017118 Actual Unspent/

expenditure (Overspent)
by munis.

Financial Management Grant 1900 1900 100.0% -
Expanded Public Works Programme 1006 1006 100.0% -
Integrated Grant
Municipal Infrastructure Grant 28685 28684 100.0% 1
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Table 4.1 (0) Trade and other receivables, Trade and other payables and Key ratios - uMuziwabantu Local Municipality
Amount %of | Comments
R'000 total debt/
payables

Debtors

Debtors as at 30 June 2017 18083

Debtors as at 30 June 2018 20521 The municipality reported R20.5 million for Debtors as at 30 June 2018 which is a
R2.4 million or 13.5 percentincrease from the 2016/17 financial year. The
municipality atributed the increase in Debtors to the culture of non-paymentin the
municipal area and indicated that it has approached a third party to assistin the
collection of long outstanding debts.

By age analysis

0-30 days 3323 16.2%

31-60 days 1917 9.3%

61-90 days 1102 54%

>90 days 14178 69.1%| The municipality reported R14.2 million or 69.1 percent for Debtors outstanding for
over 90 days of which, R6 million or 42.4 percent of these Debtors relates to
Households; R2.8 million or 19.6 percent relates to Commercial and R4.3 million or
30.6 percentrelates to Organs of State. The municipality has attributed this long
outstanding ageing Debtors to a culture of non-payment within the municipal area.

Total by age analysis 20 521 100.0%
By customer group

Organs of state 5211 25.4%

Commercial 4 856 23.7%

Households 8940 43.6%|Households owed R8.9 million or 43.6 percent of the total Debtors. The municipality
atributed this percentage to a high unemploymentrate and the overall socio-
economic environment within the municipal area.

Other 1514 74%

Total by customer group 20 521 100.0%
Creditors
Byage analysis

0-30 days - -

31-60 days - -

61-90 days = =

>90 days - -

Total by age analysis - - |The municipality did not submit their Month 12 return for Creditors and are therefore
reflecting a nil balance.
Key Ratios Norm/ | % Actual
Expenditure management

Remuneration as a % of Total operating expenditure 25% -40% 45.5%|The municipality attributed the high ratio to labour intensive mechanisms used to
deliver municipal services and the implementation of the Expanded Public Works
Programme which is also labour intensive. However, this ratio is distorted by the
understatement of Debt impairment and Depreciation and assetimpairment as
discussed in Table 4.1(m).

Contracted services as a % of T otal operating expenditure 2%-5% 2.3%

Grantdependency

Own sources of revenue to total operating revenue - 25.1%| This ratio suggest that the municipality is highly dependent on grants to fund most of
the Operating expenditure. However, this ratio is distorted by thenegative Other
sources of revenue reported and discussed in Table 4.1(m).

Own funded capital expenditure - 12%

Asset Management

Capital Expenditure to Total expenditure 10% - 20% 23.2%|This ratio is distorted by the understatement of Debtimpairment and Depreciation

and assetimpairment as discussed in Table 4.1(m).
Efficiency
Net operating surplus margin =or>0% 25.0%| This ratio is distorted by the understatement of Debtimpairment and Depreciation

and assetimpairment as discussed in Table 4.1(m).
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4.1.5 Analysis per municipality: Ray Nkonyeni Local Municipality

Table 4.1 (p) Operating Revenue and Expenditure Performance

- Ray Nkonyeni Local Municipality

R'000

Original
Budget

Adjusted
Budget

Unaudited
Actual

% of
Budget
Generated /
Spent

Comments

Operating Revenue
Property Rates'

Senice Charges®

Transfers recognised - operational

Other sources of Revenue®

Total Operating Revenue
Operating Expenditure
Employee related costs

Remuneration of councillors

Debtimpairment

Depreciation and assetimpairment

Bulk purchases

Contracted services

Other expenditure items*

Total Operating Expenditure
Operating surplus/(deficit)

358 959

166 659

217740

86 659

358 959

166 659

217740

86 659

295710

151763

232375

133183

824

911

106.7

153.7

The municipality has atributed the under-generation of revenue to the new General
Valuation Roll (GVR) that was effected on the 1 July 2017. This new GVR has been
subjected to appeals and objections from the public thus resulting in under-
performance for this line item.

The municipality has atributed the under-generation of revenue to the increase in
number of indigent applicants relating to refuse removals. As a result, the anficipated
revenue generated from Service charges - refuse revenue decreased.

The municipality has attributed the over-generation of revenue to the incorrect journals
on various votes thus duplicating some of their grantincome in the process. The
municipality has indicated that it will rectify these errors during the finalisation of the
2017/18 Annual Financial Statements (AFS).

The over-generation of revenue under this line item is mainly attributed to Other own
revenue which reported R107.3 million or 165.5 percent of revenue against the
Adjusted Budget of R40.4 million. This over-generation of revenue was not anticipated
by the municipality during the preparation of the 2017/18 Adjustments Budget.

830018

384 257

26255

3200

70658

80712

50412

313151

830018

384 257

26255

3200

70658

80712

50412

313151

813030

208 577

15900

2163

4970

81245

74816

136 705

98.0

60.6

70

100.7

1484

437

The municipality has indicated that the actual expenditure of R208.6 million or 54.3
percent reported against the Adjusted Budget of R384.3 million is incorrect. The
municipality indicated that the expenditure for Employee related costs was not finalised
on the municipality's VIP payroll system at the fime of reporting for MFMA Section 71.
As a result, the Employee related costs appears understated. However, after correcting
the misallocations, the final expenditure for the 2017/18 financial year is R356.8 million
which amounts to 92.8 percent of the Adjusted Budget.

The municipality has indicated that the actual expenditure of R15.9 million or 60.6
percent reported against the Adjusted Budget of R26.3 million is incorrect. The
municipality indicated that the expenditure for Remuneration of councillors was not
finalised on the municipality's VIP payroll system at the time of reporting f