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REPORT QN THE ADM BUDGET ADJUSTMENTS FOR, THE FINANCIAL
YEAR 2011/20]2

[File No. 5/1/R]
[Author: Chief Financial Officer: YZ/sck]
ADJUSTMENT TO THE 2011/2012 BUDGET
PURPOSE

To seek the Executive Mayor’s approval for:
1) An adjustment to the 2011/12 budget, to increase the provision for bad debts by

RO4 758 592,
AUTHORITY
The Municipal Finance Management Act 56 of 2003 (MFMA).
LEGAL/STAT ITORY REQUIREMENTS

Section 29 of the Municipal Finance Management Act dealinig with unforeseen and unavoidable

expenditure stipulates:

(1) The mayor of municipality may in emergency or ather exceptional circumstances
authorize unforeseeable and unavoidable expenditure for which no provision was
made in an approved budget.

(2) Any such expenditure —
q) Must be in accordance with an framewark that may be preseribed;
b) May not exceed a prescribed percentage of the approved anviual budger;
c) Must be reported by the mayor to the municipal council at its next meeting; and
d) Must be appropriated in an adjustments budgel.

(3) If such adjustments budget is not passed within 50 days after the expenditure was
incurred, the expenditure Is unauthorized and section 32 applies.

@ASQNING{EACKGRDEND

During the audit of the 2011/12 ennual financial statements, the Auditor General did a
rensonability test on the existing Provision for Bad Debts, resulting in an adjustment to this

provision being necessary.
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Audit Qutcome

The outcome as per Communication of Audit Finding Number 24, Item 2, dated 7 November
2012, is that the existing provision for bad debts is under stated by an amount of R94 758 392,

This unforeseen, unavoidable expenditure was not provided for in the 2011/12 approved budget,
and therefore needs to be provided for in terms of an adjustment to the budget to avoid
unauthorised expenditure, Section 29 of the MFMA allows for the Mayor to approve such
expenditure, and it will be included in the agenda of the next Council meeting, scheduled for 14
Dacember 2012.

The increase in the provision is not a physical outflow of cash. It will be fimded from the
reserves, which are cash backed, The level of resetves as at end of June 2012, amounted to RB17

402 704, as supported by Annexure 3, the reconciliation of reserves as at 30 June 2012.

STAFF IMPLICATIONS

There are no staff implications.

FINANCIAL JMPLICATIONS

An inerease in the Provision of Bad Debts for 2011/12 financial year in the amount of
R94 758 592.

OTHER PARTIES CONSULTED
Office of the Auditor General
CONCLLU ™N

The approval of the adjustment to the 2011/12 budget to cover the additional provision for bad
debts will evoid unauthorized expenditure.
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ANNEXURES

Annexure 1: Communication of Audit Finding Number 24

Annexure 2: Extract of the MFMA

Annexure 3: Reconciliation of reserves and commitments back by cash/investments

Annexure 4: Approval Memo

RECOMMENDATIONS

e That Council ratifies the approval of the Executive Mayor of the adjustmernt to the
provision of bad debts in the amount of R94 758 592, 1o be funded from reserves.
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AUYUDITOR-GENMERAL
FOWTH A FRICA

The Chief Financial Officer
Amathole District Municipality
PO Box 320

East Landon

£200

7Navember 2012

Reference: Communication Ng. 24 of 2012

Dear Mr Zote

Communicatlon of audit findIngs from the regularity audlt of theAmathole District
Municlpality for the year ended2012-06-30

1. In performing the audit of receivables, accumulated surplus and bad debts, the matters
datailed in the annexure came to our attention.

Requlred

"1 2. You are requested to indicate your agresment with the facts stated in these findings. Should
you disagres with the findings, provide documentary evidence to the contrary for each
flnding.

3. All comments/evidence should be provided to us within 3 working days of the date of this
latter.

Yours sincerely

Michelle Wait
Audlt Manager
ELOB

Enquiries: Michells Wait
Telephone:  (043) 709 7200
Fax: (043) 708 7300

Email: michellgpf@agsa.co.2a

Acknowledgement of recelpt by management:

Received by Data

Avdliting e build public confidence
— S Auditoronarat Republic of South Alrice
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Aorevure 3.

Receivablasg

1. Provision for bad debt: understatement

Audlt finding

In terms of 862(1)(c)(i) of the Municipal Finance Management Act No 56 of 2003, the accounting
officer of a municipality Is responsible for managing the financial administration of the municlpality,
and must for this purpose take all reasonable steps to ensure -

(¢) that the municipality has and maintains effective, efficient and transparent systems -

(i) of financial and risk management and internal contral,

During the audit of the provision for doubtful debts the following large difference between the
amount disclosed per financial statements and the auditors reasonability test was noted:

The reasonability tast was performed by tracking age analysis balances at year end for current, 30,
60, 80,120 and 150 days after 30 June 2012 and comparing estimated receipts to debtors
balances tested in order to obtain a recoverability ratio.

The recoverability ratic for the tested year end balances up to 150 days equated to 20.22%,
leaving a ratio of 79.78% as possibly unrecoverable.

The amount recalculated as the estimated provision for doubtful debts was calculated as follows:

Debtors per Age Analysis x 79.78% = Impairment Expense (R166 371 326.15)
Amaunt recognised by ADM:; RB87 495 634 (less the R15 882 899.55 proposed journal reversal)
Differance: R4 758 581.70 understatement in provision for bad debt.

Management failed to review and compare the final pravision amount included in the financial
statements and reascnability tast to ensure that the provision appears reasonable.

Basad on the reasonability test the provision for doubtful debts may be understated resulting in
receivaples being overstated in the financial statements.

Internal control deficiency

Financial and performance management. Implement proper record keeping in a timely manner to
snsure that complete, relevant and accurate information ls accessible and available to support
financial and performance raporting.

Recommendation

Management should review and compare the final provision amount included in the financial
stgtements and reasonability test to ensure that the provision appears reasonable

Management response

Name: Nkosinathi Soga
Position: Senior Manager — Revenue

Date: 12/11/2012
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28. Munlcipal adjustments budgets.—(1) A rmunlelpality meay ravise an approved annual
budget through an adjustments budget.

¢2y Ar adjustments budget—

(a)

(b)

(e}

(a0

{2)

{F)

4=}

must adjust the revenue and expanditure estimates downwards If there !s material
under-collection of revenue during the current year;

may appropriate additlonal revenugs that have become available over and abave
those anticipated ln the annuzl budget, but enly to revise or accelerate spending
pragrammas already budgeted for; :

may, within a prescribed framework, authorise unforeseeable and unavaldable
expenditure recornmendad by the mayar of the municipality;

ray autharise the utllisation of projected savings In one vote towards spanding
under anothar vote;

may suthorise the spending of funds that wars unspent at the end of the past
financia! year where the under-spending coutd not raasonably have been foreseen
at the tima to include projectad roll-overs when the annual budget for the current
year was approved by the councll;

may correct any arrors in the annual budgat; and

e
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(@)

must be In accordance with any framewark that may ba prescribed;
(8)

may not excead a prescribed percentage of the approved annual budgst;
(<)

must ba reparted by the mayor to the municipal counchl at Its next meating; and
=)

must be appropriated In an edjustmants budget,

{3) If such adjustments budgat Is net passed within 60 days after the expenditure was
Incurred, the expendlture is unauthorised and section 32 applies.

31. Shifting of funds between multl-year appropriations.—When funds for a capital
programma are appropriated in terms of gection 16 (3) for more than one flnanclal year,
expenditure for that programme during a financlal year may axceed the amount of that year's
appropriation for that programme, provided that—

(@)
the Increase doas not exceed 20 per cent of that year's appropriation far the
programme;
4=
the Increase is fundad within the following year's appropriation for that programme;
(e
the municipal manager certiflas that—

. M
actual revenua for the flnancial yaar |s expected to exceed budgeted revenug;
and

' {in
sufficlent funds are avallable for the increase without Incurring further
horrowlng beyend the annual budget [Imit;

{d) - _
prior written approvai | abtained from the mayor for the increase; and
(el

the docurrents referred to In paradraphs (c) and () are submitted to the relevant
pravinglal treasury and the Audltar-General,

22, Unpauthorisad, lrregular or frultless and wasteful expanditura,—(1) Without
limiting Habliity 1n terms of the common law or other lagislation—-

(a)
a politlcal office-bearer of a municipallty I1s liable for unauthorlsed expendlture if
that offlca-bearer knowlngly ¢r after having been advised by the accounting offlcer
of the municipality that the expanditure is llkely to result In unauthorisad
expenditure, Instructad an official of the municlpality to incur the expanditure;

=)/
the accounting offlcer 1= llable for yrauthorised expenditure dellberately or
negligantly Incurrad by the accounting offlcar, subject to subsectien (3;

{c

any polltical office-bearer ar officla! of a municipallty who daliberately or negilgantly
committed, made or autharlsed an irregular expenditure, 1s llabla for that
axpenditura; or
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¥ AMATHOLE DISTRICT MUNICIPALITY
40 Cambridge Street » East London * South Africa » 5201

PO Box 320 » East London *» 5200
Tel: +27 (0) 43 701 4000 « fax: +27 (0) 43 742 0337

MEMORANDUM
TO: The Executive Mayor FROM: - Chief Financlal Officer
cc
SUBJECT RUDGET ADJUSTMENT FOR UNFORESEEN AND UNAVOIDABLE
EXPENDITURE 2011/2012
REF: 1/1/R DATE: 22 November 2012
PURPOSE

To seek the Executive Mayor's approval for:
¢ Anadjustment to the 2011/12 budget, to increase the provision for bad debts by
R94 758 592.
A RITY

The Municipal Finance Mansgement Act 56 of 2003 (MFMA).

LEGAL/STATUTORY REQUIREMENTS

Section 29 of the Municipal Finance Mansgement Act dealing with unforeseen and unavoidable
expenditure stipulates:

(1) The mayor of a municipality may in emergency or other exceptional cireumstances
authorize unforeseeable and unavoidable expendiiure for which no provision was
made it an approved budget.

(2) Any such expenditure —
@ Must be in accordance with an framewark that may be prescribed;
b) May not exceed a prescribed percentage af the approved anvival budget;
¢) Must be reported by the mayor to the municipal council at its next meeling; and
d) Must be apprapriated In an adiustments budget.

e

10
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(3) If such adjustments budget s not passed within 68 days after the expenditure was
incurred, the expenditure Is unauthorlzed and section 32 applies.

CHKGROUND

During the audit of the 2011/12 ammual financial statements, the Auditor General did a
razsonability test on the existing Provislon for Bad Debts, resulting in an adjustmant to this

provigion being necessary.
Audit Outcome

The oulcome as per Communication of Audit Finding Number 24, ltem 2, dated 7 November

20012, is that the existing provision for bad debts ig under stated by an amount of R94 758 592.

This unforeseen, unavoidable expenditure was not provided for in the 2011/12 approved budget,
and therefore needs to be provided for in terms of an adjustment to the budget to avoid
unauthorised expendilure. Section 29 of the MFMA allows for the Mayor to approve such
expenditure, and it will be included in the agenda of the next Council meeting, scheduled for 14
December 2012,

The increase in the provision is not a physical cutflow of cash. It will be funded from the
reserves, which are cash backed. The level of reserves as at end of June 2012, amounted (o R817

402 704, as supported by Annexure 3, the reconciliation of reserves as at 30 June 2012,

STAFF IMPLICATIONS

There are no staff implications.

FINA, IMPLICATION

An increase in the Provision of Bad Debts for 2011/12 financial year in the amount of
R94 758 592,
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CORCLUSION

The approval of the adjustment to the 2011/12 budget to cover the additional provision for bad
debts will aveid unauthorized expenditure.

RECOMMENDATIONS

» It is recommended that the Executive Mayor approves the adjustment to the provision of
bad debts in the amount of R94 758 592, to be funded from reserves
¢ This matter be reported w Council on 14 December 2012

ANNEXURES

Annexure 1) Communioation of Audit Finding Number 24
Annexure 2! Extract of the MFMA

Annexurs 3: Recongiliation of reserves and commitments back by cash/investiments

[ %]

—r

YIMILE ZOTE:
CHIEF FINANCIAL OFFICER
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COMM BY MUNICIPAL MANAGER

CHRIS MAGWANGQANA S Nty
MUNICIPAL MANAGER RECDMN_]&% NOT RECOMMENDED

o

COMMENTS BY THE MAYOR

NOMASIKIZI KONZA
EXECUTIVE MAYOR
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The Chief Financial Officer
Amathole District Munisipality
PO Box 320

East London

5200

7 November 2012

Raferenca; Communicatlon No. 24 of 2012

Dear Mr Zote

Municipality for the year ended 2012-08-30

detailed in the annexure came to our attentlon.
Required

finding.

latter,

Yours sincerely

' Michelle Wait
Audit Manager
ELOB

Enguires: Michelle Wait
Telephone:  (043) 708 Y200
Faoc {043) 708 7300

Emsii: michellep@agss.co za

Acknawlsdgement of receipt by management;

Raceived by

Audiling to build public confidence

-~

-
e W X
o

AUDITO R-GEMNERAMAL
EQ UTH AFRICA

Communication of audit findings froem the regularity awiit of the Amathole District

1. In performing the audlt of recelvables, assumulated surplus and bad debis, the matiers

2, You are requested to indicats your agreemant with the facts stated in these findings. Should
you disagree with the findings, provide documentary evidence to the cantrary for each

3. All comments/evidence shauld be provided to us within 2 working days of t‘he data of this

Datm

Avditor-Ganeral Repohlic of South Affeg



2012 HMaow

26 9:33 HP LASERJET FAX 0437222169

e.

15

A acexure L

2, Provislon for bad daebt: understatemsnt

Audit finding

n tanne of 362(1)(c)(1) of the Municipal Filiance Management Act No 56 of 2003, the aceounting
officer of & municlpality Is respansible for managing the financial administration of the municipallity,
and must for this purpose take all regsonabls steps to ensure «

(c) that the munlicipality has and meintaing effective, efficlent and transparent systems -

(i} of financial and risk management and internai controf;

During the audit 6f tha provisian for doubtful debts the followtng largs difference beatween the
amount disclosed per financial statements and the audlitors reasonabfiity teat was noted:

The reascnabllity test was performed by tracking age enalysis balances at year end for current, 30,
80, 80,120 and 150 days after 30 June 2012 and comparing estimated recelpts to debtors
balances tested in order to obtaln a rescoverabiilty ratio,

The recoverability ratio for the testad ymar and balancas up to 150 days equatsd to 20.22%,
leaving a ratio of 79,78% as possibly Lnrecoverable.

The amount recalculated as the estimated provision for doubtful debts was caleulated as follows:

Dabtors per Age Analysis x 79.78% = Impairment Expensza (R186 371 328.15)

Amount reco M: RB7 485 634 (less the R15 882 899,55 praposed jourral revarsal)

Differencst R84 758 581.70 Ynderatatement In provision for bad dakt,

Management failad to revisw and compare tha final pravision amount Included In the financial
statements and reasonabllity test to ensure that the provision appoars reasonable,

Based on the reagsonabllity test the provision for doubtful dabte may be undarstated resulting in
receivables being overstated In the financlal statements, -

Intarnal control deficlency
Financlal and performance management: Implamant proper record keaping In a timely manner to

ensure that complete, ralavant and eccurate Information |s accasaible and avallable to support
financial and parformancs reporting.

Recommandation

statements and reasonability test to ensure that the provislon appears reasonable

Managemant should review and compare tha final provision amount Included In the ﬂr;g#’ Gté?

Management response \ﬁb \£9-

Audltor's conciusion _ ﬁ{\OEZJ 6// @
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28, Munlcipal adfustments budgets.—(1) A municlgallty may ravise an approved anaual
budget through an adjustments budgat,

(21 An adjustments budget—

(2)
must adfust tha ravenue and expendliture estimates downwards If there s matarlal
undar-cellection of revenue during the current yaar;

)]
may appropriate additional revenues that have bacome avallable pver and above
those anticipated In the annual budget, but enly ko revise or accelsrate spending
programmas already budgeted for;

)
may, within a prescribed framework, authorlse unforeseeable and unavaidable
expenditurs recommanded by the mayer of the municipality;

(&) _
may authorige the utilisation of projected savings In one vots rowards spending
under ancther vate;

{2

may authorise the spending of funds that were umspent at the end of the past
REY financial year whara the under-spending could not reasonably have heen foresean
( i at the time to include projected roil-overs when the annual budget far the currant
year was anproved by the councll:

{fl

rmey carrect any errers In the arnual budgat; and

@)
may provide for any other expenditure within a prascribed framewark,
(3) An adjustrments budget rmiust be In & prascribad form,

{(4) Only the mayor may table an adjustments budget in the muntictpal councll, but an

adiustriants budget In terms of gubgection () (b to [4) may anly be tabled within any prascrised
[Imitatiorts as to timing or frequency.

{5) When an zdjustments budget Is tabled, it must bs accompanled by—

{2}
an explanation how the adjustmeants budget affects the annual budgat;
(&)
a motivation aof any materlal changes to the annusi budgaet;
L ()
[ an axplanation of the Impact of any increased spending an the annual budget and
the annual budgets for the next twe Minancial years; and
()

any other supporting documentation that may be prescribad.

{6} Municipal tax and tariffs may not be incressed durtng a flnanclal yeer.

[Svb-a. (§) substiuted by g_13 of Act o, 12 af 2007.]
Werding of Sections

{7) Sections 22 (&), 243 (3) and 24 (3) apply In respect of an adjustment=s budgat, and in
such appllcatian 2 reference n those sectlons to 8n annual budgest must be read as s refarance to
an adjustments budget.

29. Unforesean and unavoidable expenditura.—{1) The mayer of a munlcipaility may In
emargency ar other exceptionsl clrcumstapcas authorlse unforesesable and  unavoidable
expenditure for which no provision was made in an approved budget,

{2) Any such expenditure—
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must be In accordance with any framework that may be prescribed;
may nat exceed 2 pregscribed percentage of the appreved annuz! budgat;
must be reperiad by the meyor kv the munldpal councll at its next meeting; and

rmust be appropriated in an adjustmeants budget.

(3) 1 such adjustments budget s not passed within 60 days after the expenditura was
incurred, the axpenditure ls unauthorised and gection 32 applies.

1. Shifting of funds betwean multl-year apprepriations,—When funds for a capltal
‘programme are approprlated In terms of section 18 (31 for more thas ooz financlal year,
expenditure for that programme during a financlal year may exceed the amount of that year's
appropriation for that programme, pravided that—

(=)

(&)

(el

(a)

(e}

the Increase does not axceed 20 per cent of that year's appropriation for the
programme;

the Increase Is funded within tha following year's appropriation far that programma;

the municipel manager certifies that—

{1}
actual revenue for the financial year s expected to exceed budgetad revanus;
and

()

sufficient funds are avallable far the Intrsase without incurking furthar
harrowing beyond the sanual budoat [imit;

priar written appraval s obtaines frorm the mayor for tha increase; and

the dotuments referred to In paragraphs () and (&) are submitted to the relavant
provincial treasuny and the Auditor-Genaral,

32. Unauthorised, Irregular or fruitless and wasteful axpendlture.-—-(1) Without
[Imiting ligbllity In terms of the commeon law or other legisletlon—

(2)

(&)

(e

a political afffce-bearar of a municipality |s liable for unavtharised expenditure If
that office-besrer knewingly or efter having been advised by the accounting officer
of the municipality that the expendifure |5 Hkely to result In unauthorised
expenditure, instructed an official of the municlpallty to Incur the expenditure;

the accounting officer is (labla for unauthorlsed expenditura deflbarately or
negltgently incurred by the acesunting efficer, subject to subsection (39;

any palitical offlca-bearer or officlal of a munlcipality whao deltberately or raegligently
committed, made aor zuthorlsed an Trragular expenditure, Is lable for that
exnendlture; or
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