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Part 1 - Annual Budget

1.1 Mayor’s Report
KSD MUNICIPALITY BUDGET SPEECH 2012 - 2013

Madam Speaker, Chief Whip, Traditional Leaders, Leaders of Political parties in our
midst, Fellow Councillors, Municipal Manager and the entire administration, King Sabata

Dalindyebo Municipality Community, Media
Ladies and gentlemen;

On this occasion of the adoption of budget, | deem it appropriate to remind us all about
the objects of Local Government as outlined in the Constitution of the Republic of South
Africa Act 108 of 1996 Section 152 subsection 1 & 2, which can be read with the
Municipal Structures Act 117 of 1998, Section 19, sub section 1 & 2.

As a Municipality we must at all times, seek to promote participation by, and
accountability to the local communities we serve. We have the duty to ensure that in the
utilisation of our resources we strengthen community structures such as Ward
Committees, where people get the opportunity to raise their views and concerns with
the Municipality. In pursuing this further, we shall establish Ward Offices and equip

them with human and other resources to ensure access of people to government.

This will enable us to abide with our responsibility of creating accountable and

democratic government for local communities.

The mobilisation of resources will become a primary focus in order to ensure that we
are able to push the programs aimed at uplifting the standard of living for our
communities. Indeed, we will have to pay focus on revenue enhancement. However, we
have set aside resources to strategize on how we can tap on new revenue items. This
will be complimented with the cutting of non-core expenditure and prioritisation of

projects and expenditure items.

The recent launch of IGR will ensure a coordinated allocation of resources among

government departments to avoid the repetition of the same programs on same



communities. The IGR partnership has been witnessed on the implementation of

Presidential Intervention Programme

We have long outstanding debts owing to us by various debtors. We must reengage our
offensive to collect this debt. Currently our debt is seated over R200 Million, and we
intend to cut it by half in the current financial year. This will increase our muscle to cater

for capital expenditure.

In order to address our reputation on Audits, we will invest in putting-up controls and
mechanisms to enforce compliance with policies and regulations to ensure

accountability.

The municipality will develop and review HR systems to ensure effective implementation
within the framework of HRD strategy. Additional to this, an institutional Performance
Management Framework has been developed to ensure improved performance and
productivity of the staff. We will embark on skills development programmes to
capacitate the workforce, councillors and community members to enhance the

municipality’s capacity.

It is essential to review the municipality’s organisational structure in order to align it with
the newly adopted 5yr municipal strategy. We have successfully assembled a strong
administrative team under the leadership of the Municipal Manager. However, we have
budget allocation of R227 million for employee related costs, which is 36% of the total
budget which has shown a 6% increase. This increase will assist in fulfilling our
strategic goal of Human Capital Development and to fulfil the objectives of Local

Government ‘Outcome 9.

Furthermore with regard to the call by the President for job creation, we have made a
significant positive response in creating job opportunities on our Capital &
Environmental Projects through EPWP. In these initiatives all Wards have benefited in
job creation and poverty alleviation. A budget of R2 million has been set aside out of our

operating budget for Community Based Infrastructure & Environmental projects. It is



worth mentioning that we have received an incentive grant or R1 million from

Department of Public Works to top slice our EPWP initiatives.

In order to improve on information management, the municipality will develop and
implement an Integrated Document Management System. This will ensure that the audit
queries that are as a result of lost information and documentation are averted. The
municipal website is being upgraded so as to promote communication and community

consultation.
Basic Service Delivery & Infrastructure

As KSD Municipality has a long term vision derived from Vision 2030 Master plan, it was
then prudent for the attainment of the vision to develop a 5 year Strategic plan. Such
would enable us to develop short to medium term visions towards the attainment of the
five systems constituting the Master Plan. Amongst other things, we shall vigorously
pursue the establishment of local strategic partnerships (as part of IGR), constituting the
framework for implementation of the five Master Plan Systems. Infrastructure is the

basic imperative for success for each of the systems in the Master Plan.

Infrastructure is having a negative impact on all development initiatives and the
economy of Mthatha, especially that, Mthatha is the economic hub of the Region. There
is the continuous decay and collapsing of infrastructure, lack or shortage of capital
injection for maintenance of infrastructure ie. electricity, roads, water and sanitation
which is reaching the climax. In recognition of that imperative, also highlighted in the
Scenario Plan to which the Master Plan was subjected, a presentation of this huge

infrastructure challenge was presented to the Presidency through the Master Plan.

In regards to electricity, we are confronted with infrastructure that has outlived its design
capacity (some 40 years) and overloaded cable system due to high consumption
demand. This is a serious cause for intermittent electricity outages in the Mthatha area.
As a result, we had to elevate electricity, as one of the key catalytic projects of the on-

going Presidential Revitalisation Programme.



However, there is a significant progress in electricity upgrade including; sourcing of
Transformers for Sidwadwa and Thornhill Sub Stations, upgrade of electricity cables (66
KV Cables), upgrading of street lighting and development of Electricity Master Plan
which is 80% complete. The currently funded on-going projects for improvement of
electricity supply to consumers total to R125, 780 million of which 41% of works are
complete. It should be noted that funding is from both KSD Municipality and DOE. Over
and above the allocated budget, we already have commitments to the extent of R128,

390 million for rural electrification over the MTEF.

We have increased our electricity tariff by 11.3% as recommended by NERSA despite
the increase of 13.5% announced by ESKOM. Electricity sales is the largest own

revenue source at R222 million, being 33% of the total revenue.

Property Rates is the second largest own revenue source at R137 million, being 21% of

the total revenue mix.

The third largest source of revenue is ‘other revenues’ which consists of varous items
such as income received from permits and licences, building plan fees, connection fees,
transport fees & advertisement fees. This type of own revenue is at R95 million,

representing 15% of the total revenue mix.

Refuse removal is budgeted at R24 million, representing 3% of the total revenue.
Refuse removal Tariffs have been increased by 7% mainly due to continued failure by
this trading section of the Municipality to break — even. Refuse removal costs triple the

income collectable by the division.

The overall revenue budget is set at R661 million and current expenditure is set at
R652 million and contributions to capital outlay of R8.6 million. Budget revenue
comprises of own revenue amounting to R499 million and Operational Grant Funding of
R162 million. Budgeted Capital Expenditure is set at R119 million of which R90 million
is funded by Capital Grants, R20 million by Loan and R8.6 million out of contributions

from our own generated funds.



It is also worth noting that we should be matching Infrastructure Grant pound for pound
and the Municipality cannot afford that unless we increase our revenue base and have

surpluses to fund the infrastructure challenges
In relation to other capital projects, we shall pay our focus on the following projects:
Roads

e Widening of N2 Mthatha Bridge including improvement of Sprigg Street, Elliot
Street, and all streets connecting Madeira Street.

¢ We have proposed a budget of R177 m over the MTEF, from which we intend to
construct 100 km of roads in various rural wards in the 2012/13 financial year.

e Bridge over Sigikini connecting KSD and Nyandeni with a budget of R17 million,
which we will handle in IGR terms.

e We are currently at the completion of the 72 km target for the current financial
year, having completed 69 km.

e The Mthatha Airport is currently undergoing an upgrade of 3 km runway as part

of the Presidential Revitalisation Program.
Human Settlements and Infrastructure

The 2005 Housing Development Plan (which is under review), reported backlogs
estimated to be 16 385 for urban areas and 44 677 for rural areas. The number of
households living in inadequate shelter is 16 385 in Mthatha and 3 830 in Mqganduli
urban area. The total demand is estimated to be in the order of 22 000 taking into
account an estimate of 10 %. Under the BNG mould the following programmes are

being implemented over the MTEF period:-

Informal Settlement Upgrading Programme (ISUP) valued at R86 Million (6600 sites)

List of Projects include:-

e Mandela Park, Chris Hani & Joe Slovo - 3350 sites
e Phola Park - 1400 sites

¢ Ngangelizwe - 1850 sites



Greenfields Settlements Programme valued at R24 Million (6500 sites)

List of Projects include:-

e Projects A (Maydene Farm) — 2063 sites
e Project B (Transkei United Dairies)- 1795 sites
e Project C (Zimbane Valley)- 2642 sites

In-Situ Upgrading Programme valued at R17 Million (200 houses)

¢ Ngangelizwe alternative technology housing -200 houses

Ractification Programme

List of Projects include:-

e Maydene Farm 969 houses

e Zimbane Valley 1482 houses

e llitha 463 houses

e Waterfall Park ph iv 450 houses

e Waterfall Consolidation phase 233 houses

Multi Purpose Community Centre R28 Million

Two projects:-

¢ Ngangelizwe MPCC -
e Mqanduli MPCC -

Spatial Planning Programme (R3,2 Million)

e Planning and Survey projects- R2,7 Million

e Review of KSD SDF- R500 000

e Geographic Information System- R750 000

e Development Applications Management System R100 000



It is our intention to raise funds and develop Local Spatial Development Frameworks for
Mganduli, Vidgesville and Coffee Bay/ Hole in the Wall Coastal Area. It is also
imperative that a new integrated Land Use Management System should be developed

for the entire municipal area.

Land Administration : The municipality has challenges with regards to land matters

including, land invasion, claims, suitable land for cemetery and waste disposal site. The
interventions to be implemented include speeding up Land Disposal Policy, speedily

resolution and finalisation of pending land claims.

Building Management and Public Advertising: The enforcement of town planning

scheme, municipal by-laws and building regulations still remains a challenge in the
municipality. A process of reviewing policies, by-laws in the area Public and Outdoor
Advertising, Bed and Breakfast and Caravan and Containers with a view of closing gaps

and improving enforcement will be implemented.
Local Economic Development

Almost 69% of the KSD economy contributes to OR TAMBO’s Gross Geographic

product and the following are worth noting:

To respond to the challenges relating to economic development, and take advantage of

inherent and immense potential the following strategic initiatives are to be taken:

e Capacity building programme for entrepreneurs and community project
beneficiaries

e The Special economic zone — an area based economic stimulation receiving DTI
incentives and other public sector assistance

e The Coffee Bay small town regeneration will mainly be dealing with investment
and project preparation and packaging so as to attract investment into the area.

e On the Short term, the overall operating and capital budget for the current year of
R25 million has been set aside.

e The budget is mainly for leveraging financing from public and private

sectors.



e Piloting Mganduli as an agri-business zone that focuses on maize
production processing and marketing as well as livestock improvement
and the horticultural sector. Seventeen coops will be the first target of
technical and financial assistance. Key partners include Department Rural
Development and Agrarian Reform (Provincial) and the DTI : Budget 5.1
million

e To take advantage of the massive infrastructure investment by both the
National and Provincial governments (Medical Hospital Up-grade, NHI
Pilot, Mzimvubu River Development, Rail Linkage), KSD will embark on an
aggressive skilling of our Local Contractors and Artisans - 50 artisans and
25 contractors. Key partner here will be FET college. KSD will ring-fence
some of its construction budget for the training of these emerging
contractors to improve their CIDB rating.

e Special attention on the up-grading and refocusing the Vulindlela Heights
Industrial Park (Light Industry, Manufacturing and Logistics Hub) will be
undertaken to cater for the burgeoning retail sector. A feasibility study to

determine the scope and budget of this project is being conducted.
With regard to Community Services:

¢ New library was officially handed over in Ward 29 and a satellite library has been
established in Ward 24.

e Upgrading of Savoy Park in Ward 7 is in progress and Greening of Qunu, Mvezo
and the Airport is underway.

e Mthatha & Mqanduli landfill sites in Ward 4 and Ward 29 is under rehabilitation so as
to meet Department of Environmental Affairs Minimum Requirement for operating
the landfill site.

e A budget of R2 million is proposed for the rehabilitation of the 2 landfill sites towards
closure.

e Potential sites for the new landfill site have been identified; we will be conducting

feasibility studies to verify whether the land is suitable for the landfill site.



To increase revenue, a Turn-around Strategy for Cost Recovery on Waste is
developed for implementation. This will include hikes on electricity, refuse and other

tariffs.

Public Safety

On Public Safety we intend to make the following interventions:

On Crime Prevention through, visible policing along tourist routes

Management of Public Space to provide safe and secure environment, including
Crime Surveillance (CCTV)

Crime mapping,

And; increase in the number of Municipal policemen.

In a bid to improve road safety; we shall in addition to the upgrade on roads
infrastructure, train Children on Road Safety.

With regard to Fire and Disaster Services, significant progress has been made in
Fire & Disaster Services in Mganduli. A budget has been set aside for

establishment of Disaster and Fire Centre in Mganduli.

Special Programmes

On Youth development we intend to concentrate on the following:

Skills development training.

Job readiness workshops.

Revive KSD Youth Council.

Assist in the establishment of youth Co-operatives.

Establish a fully-fledged Youth Office through a partnership with the National

Youth Development Agency.

Through our Special Programs Unit, we will provide developmental coordination of

services for the people with disabilities and ensure access to a comprehensive, well

organised service delivery systems that will enhance their independence and advance

their integration into the mainstream society.

10



We intend to promote livelihood opportunities that are women biased from

disadvantaged backgrounds towards sustainability and self-reliance on Women.
The following programmes will spearhead our gender offensive:

e Resuscitation of the Gender Forum and implementation of the Gender
Development Strategy.
e Engagement of the community on Days of National Importance.

e Mainstreaming gender issues throughout the organisation.

We will continue with our programmes aimed at empowering Older Persons through the
improvement of access to wellness and recreation opportunities, civil rights campaigns

and capacity building initiatives.
We shall:

e Embark on awareness raising campaigns.
e Sustain older person’s forum.
e Coordinate wellness activities

e Establish and maintain cooperation between older person’s associations.

We have in the current financial year been activists in fighting the scourge of HIV/AIDS.

In a bid to pursue this we will:

e Establish and train Ward Aids Forums.

e Observe government calendar programmes

o Establish relations with the social cluster departments and NGOs

e Mainstream HIV/AIDS programme with the developmental agenda of the
Municipality.

e Revive our HIV/AIDS Strategy.

Thank you
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1.2 Council Resolutions

On the 31 May 2012 the Council of King Sabata Dalindyebo Local Municipality met in the
Council Chambers of King Sabata Dalindyebo Hall to consider the annual budget of the
municipality for the financial year King Sabata Dalindyebo. The Council approved and adopted
the following resolutions:

1. The Council of King Sabata Dalindyebo Local Municipality, acting in terms of section 24 of
the Municipal Finance Management Act, (Act 56 of 2003) approves and adopts:

1.1. The annual budget of the municipality for the financial year 2012/13 and the multi-year
and single-year capital appropriations as set out in the following tables:

1.1.1.

1.1.2.

1.1.3.

1.1.4.

Budgeted Financial Performance (revenue and expenditure by standard
classification) as contained in Table 9 on page 27;

Budgeted Financial Performance (revenue and expenditure by municipal vote) as
contained in Table 10 on page 29;

Budgeted Financial Performance (revenue by source and expenditure by type) as
contained in Table 11 on page 30; and

Multi-year and single-year capital appropriations by municipal vote and standard
classification and associated funding by source as contained in Table 12 on page
32.

1.2. The financial position, cash flow budget, cash-backed reserve/accumulated surplus,
asset management and basic service delivery targets are approved as set out in the
following tables:

1.2.1.
1.2.2.
1.2.3.

1.2.4.
1.2.5.

Budgeted Financial Position as contained in Table 13 on page 34;

Budgeted Cash Flows as contained in Table 14 on page 36;

Cash backed reserves and accumulated surplus reconciliation as contained in
Table 25 on page 34;

Asset management as contained in Table 26 on page 36; and

Basic service delivery measurement as contained in Table 27 on page 38.

2. The Council of King Sabata Dalindyebo Local Municipality, acting in terms of section 75A of
the Local Government: Municipal Systems Act (Act 32 of 2000) approves and adopts with
effect from 1 July 2013:

2.1. the tariffs for property rates — as set out in Table 3 in page 17,
2.2. the tariffs for electricity as set out in Table 4 in page 18

3. The Council of King Sabata Dalindyebo Local Municipality, acting in terms of 75A of the
Local Government: Municipal Systems Act (Act 32 of 2000) approves and adopts with effect
from 1 July 2012 the tariffs for other services.

4. To give proper effect to the municipality’s annual budget, the Council of King Sabata
Dalindyebo Local Municipality approves:

4.1. That cash backing is implemented through the utilisation of a portion of the revenue
generated from property rates to ensure that all capital reserves and provisions,
unspent long-term loans and unspent conditional grants are cash backed as required in
terms of the municipality’s funding and reserves policy as prescribed by section 8 of the
Municipal Budget and Reporting Regulations.
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1.3 Executive Summary

The application of sound financial management principles for the compilation of the
Municipality’s financial plan is essential and critical to ensure that the Municipality remains
financially viable and that municipal services are provided sustainably, economically and
equitably to all communities.

The municipality has embarked on implementing a range of revenue collection strategies to
optimize the collection of debt owed by consumers. Furthermore, the Municipality has
undertaken various customer care initiatives to ensure the municipality truly involves all citizens
in the process of ensuring a people lead government.

National Treasury’'s MFMA Circular No. 51, 54, 58 and 59 were used to guide the compilation of
the 2012/13 MTREF.

The main challenges experienced during the compilation of the 2012/13 MTREF can be
summarised as follows:

. The ongoing difficulties in the national and local economy;

. Aging roads and electricity infrastructure;

. The need to re-priorities projects and expenditure within the existing resource envelope
given the cash flow realities.

. The increased cost of bulk electricity due to tariff increases from Eskom, which is
placing upward pressure on service tariffs to residents.

. Wage increases for municipal staff as well as the need to fill critical vacancies;

. Availability of affordable capital/borrowing.

The following budget principles and guidelines directly informed the compilation of the 2012/13
MTREF:

. The 2011/12 Adjustments Budget priorities and targets, as well as the base line
allocations contained in that Adjustments Budget were adopted as the upper limits for
the new baselines for the 2012/13 annual budget;

. Tariff and property rate increases should be affordable and should generally not exceed
inflation as measured by the CPI, except where there are price increases in the inputs of
services that are beyond the control of the municipality, for instance the cost of bulk
electricity municipality. In addition, tariffs need to remain or move towards being cost
reflective, and should take into account the need to address infrastructure backlogs;

. There will be no budget allocated to national and provincial funded projects unless the
necessary grants to the municipality are reflected in the national and provincial budget
and have been gazetted as required by the annual Division of Revenue Act;

In view of the aforementioned, the following table is a consolidated overview of the proposed
2012/13 Medium-term Revenue and Expenditure Framework:

13



Table 1 Consolidated Overview of the 2012/13 MTREF

Error! Not a valid link.

Total operating budget has grown by 2.8 % or R17.5 million for the 2012/13 financial year when
compared to the 2011/12 Adjustments Budget.

For the two outer years, operational budget will increase by 6.7% (R52 million) and 8% (R55
million) respectively, equating to a total growth of R100 million over the MTREF when compared
to the 2011/12 financial year.

1.4 Operating Revenue Framework

For King Sabata Dalindyebo to continue improving the quality of services provided to its citizens
it needs to generate the required revenue. In these tough economic times strong revenue
management is fundamental to the financial sustainability of every municipality. The reality is
that we are faced with development backlogs and poverty. The expenditure required to address
these challenges will inevitably always exceed available funding; hence difficult choices have to
be made in relation to tariff increases and balancing expenditures against realistically
anticipated revenues.

The municipality’s revenue strategy is built around the following key components:

. National Treasury’s guidelines and macroeconomic policy;

. Growth in the Municipality and continued economic development;

. Efficient revenue management, which aims to ensure a 90 per cent annual collection
rate for property rates and other key service charges;

. Electricity tariff increases as approved by the National Electricity Regulator of South
Africa (NERSA);

. Attempts to achieve a full cost recovery of specific user charges especially in relation to
trading services;

. Determining the tariff escalation rate by establishing the revenue requirement of each
service;

. The municipality’s Property Rates Policy approved in terms of the Municipal Property
Rates Act, 2004 (Act 6 of 2004) (MPRA);

. Increase ability to extend new services and recover costs;

. The municipality’s Indigent Policy and rendering of free basic services; and

. Tariff policies of the Municipality.

The following table is a summary of the 2012/13 MTREF and revenue growth. (Classified by
main revenue source):

Table 2 Summary of revenue classified by main revenue source
Error! Not a valid link.

In line with the formats prescribed by the Municipal Budget and Reporting Regulations, capital
transfers and contributions are excluded from the operating statement, as inclusion of these
revenue sources would distort the calculation of the operating surplus/deficit.
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Revenue generated from rates and services charges forms a significant percentage of the
revenue basket for the Municipality. Rates and service charge revenues comprise
approximately 56% total revenue mix. This increases to R32 million, R38 million and R38
million in the respective financial years of the MTREF. This growth can be mainly attributed to
the increased share that the sale of electricity and rates contributes to the total revenue mix,
which in turn is due to rapid increases in the Eskom tariffs for bulk electricity and rates due to
valuation roll to be conducted in 2012/13 financial year. .

» Electricity sales is the largest own revenue source at R222 million being 33% of the total
revenue mix.

» Property rates is the second largest own revenue source at R137 million being 21 % of
the total revenue mix.

e The third largest sources is ‘other revenue’ which consists of various items such as
income received from permits and licenses, building plan fees, connection fees,
transport fees and advertisement fees. This type of own revenue is at R95 million
representing 15% of the total revenue mix.

» Refuse removal are budgeted for at R24 million representing 3% of the total revenue
mix.

Operating grants and transfers totals R173 million in the 2012/13 financial year. The following
table gives a breakdown of the various operating grants and subsidies allocated to the
municipality over the medium term:

National Treasury continues to encourage municipalities to keep increases in rates, tariffs and
other charges as low as possible. Municipalities must justify in their budget documentation all
increases in excess of the 6 per cent upper boundary of the South African Reserve Bank’s
inflation target. Excessive increases are likely to be counterproductive, resulting in higher levels
of non-payment.

The percentage increase of both Eskom bulk tariffs of 13.5 % is far beyond the mentioned
inflation target. Given that these tariff increases are determined by external agencies, the
impact they have on the municipality’s electricity is largely outside the control of the Municipality.
Discounting the impact of these price increases in lower consumer tariffs will erode the
Municipality’s future financial position and viability. The municipality has hit the ceiling in terms
of the prepaid sales to commercial and that is an area that will need further consultations with
NERSA.

It must also be noted that the consumer price index, as measured by CPI, is not a good
measure of the cost increases of goods and services relevant to municipalities. The current
challenge facing the Municipality is managing the gap between cost drivers and tariffs levied, as
any shortfall must be made up by either operational efficiency gains or service level reductions.
Within this framework the Municipality has undertaken the tariff setting process relating to
service charges as follows.

1.4.1 Property Rates

Property rates cover the cost of the provision of general services. Determining the effective
property rate tariff is therefore an integral part of the municipality’s budgeting process.

15



National Treasury’'s MFMA Circular No. 51, 54, 58 and 59 deal, inter alia with the
implementation of the Municipal Property Rates Act, with the regulations issued by the
Department of Co-operative Governance. The implementation of these regulations was done
in the previous budget process and the Property Rates Policy of the Municipality has been
amended accordingly.

The following stipulations in the Property Rates Policy are highlighted:

The first R15 000 of the market value of a property used for residential purposes is
excluded from the rate-able value (Section 17(h) of the MPRA). In addition to this
rebate, a further R25 000 reduction on the market value of a property will be granted in
terms of the Municipality’s own Property Rates Policy;

100 per cent rebate will be granted to registered indigents in terms of the Indigent Policy.
In this regard the following stipulations are relevant:

- For pensioners, physically and mentally disabled persons, a maximum/total
rebate of 100 per cent will be granted to owners of rate-able property if the total
gross income of the applicant and/or his/her spouse, if any, does not to exceed
the amount equal to twice the annual state pension as approved by the National
Government for a financial year.

- The rate-able property concerned must be occupied only by the applicant and
his/her spouse, if any, and by dependents without income;

- The applicant must submit proof of his/her age and identity and, in the case of a
physically or mentally handicapped person, proof of certification by a Medical
Officer of Health, also proof of the annual income from a social pension;

- The applicant’s account must be paid in full, or if not, an arrangement to pay the
debt should be in place; and

- The property must be categorized as residential.

The Municipality may award a 100 per cent grant-in-aid on the assessment rates of rate-
able properties of certain classes such as registered welfare organizations, institutions or
organizations performing charitable work, sports grounds used for purposes of amateur
sport. The owner of such a property must apply to the Chief Financial Officer in the
prescribed format for such a grant.

Table 3 Comparison of proposed rates to levied for the 2012/13 financial year

Category Current Tariff Proposed tariff
(1 July 2011) (from 1 July 2012)
C C
Residential properties 0.90 0.96
State owned properties 2.49 2.64
Business & Commercial 1.81 1.92
Agricultural 0.90 0.96
Vacant land 0.90 0.96
Industrial 1.81 1.92
Parking Development 0.13 0.14
Public benefit organization properties 1.81 1.92
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The increase in property rates is set at 6% in terms of the NT guidelines.

1.4.2 Sale of Electricity and Impact of Tariff Increases

NERSA has announced the revised bulk electricity pricing structure. A 13.5 per cent increase in
the Eskom bulk electricity purchases by municipalities will be effective from 1 July 2012.

Considering the Eskom increases, the consumer tariff had to be increased by 11.03 per cent as
recommended by NERSA from 1 July 2011. Furthermore, it should be noted that given the
magnitude of the tariff increase, it is expected to depress growth in electricity consumption,
which will have a negative impact on the municipality’s revenue from electricity.

The following table shows the impact of the proposed increases in electricity tariffs:

Table 4 Comparison between current electricity charges and increases.

BUDGET BUDGET BUDGET BUDGET
YEAR YEAR YEAR % YEAR
2011/12 | %INCREASE | 2012/13 | %INCREASE | 2013/14 | INCREASE | 2014/15

DOMESTIC

PREPAYMENT

Domestic Low

demand Charge

(per KWH) BLOCK 1 0.63 11.03% 0.66 11.03% 0.72 11.03% 0.79

Domestic High

demand charge per

(kwh) BLOCK 2 0.72 11.03% 0.82 11.03% | 0.90446 11.03% 0.99

BLOCK 3 0.98 11.03% 1.09 11.03% | 1.20227 11.03% 1.3236
BLOCK 4 1.14 11.03% 1.29 11.03% | 1.42287 11.03% | 1.56626

COMMERCIAL

PREPAYMENT

Energy Charge ( per

KWH)

Small (Tariff 3) 135.95 0.00% 135.95 11.03% 149.89 11.03% 165.32

Big (Tariff 4) 135.95 0.00% 135.95 11.03% 149.89 11.03% 165.32

COMMERCIAL

Conventional

Basic Charge/month 237.79 11.03% 264.02 11.03% 291.21 11.03% 321.2

Energy 1.07 11.03% 135 11.03% 148.9 11.03% 164.23

LARGE POWER

USERS = 100kVA

Basic Charge/month R 727.83 11.03% | R808.11 11.03% 891.34 11.03% 983.14

Energy Charge R

(per KWH) 0.91490 11.03% R1.02 11.03% 1.12 11.03% 1.23
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Demand Charge/
KVA R 161.09 11.03% | R178.85 11.03% 197.27 11.03% 217.58
LARGE POWER
USERS (over
100KVA)

Basic Charge per
month 663.82 11.03% | R737.03 11.03% 812.94 11.03% 896.67

Energy Charge 36.41 11.03% R 40.43 11.03% 44.59 11.03% 49.18
Demand Charge
(per KVA) 161.12 11.03% | R178.89 11.03% 197.31 11.03% 217.63

It should further be noted that NERSA has advised that a stepped tariff structure needs to be
implemented from 1 July 2011. The effect thereof is that the higher the consumption, the
higher the cost per kwWh. The aim is to subsidize the lower consumption users (mostly the
poor). The municipality has hit the ceiling in terms of the prepaid sales to commercial and that
is an area that will need further consultations with NERSA.

The inadequate electricity bulk capacity and the impact on service delivery and development
remains a challenge for the Municipality. The upgrading of the Municipality’s electricity network
has therefore become a strategic priority, especially the substations and transmission lines.

The approved budget for the Electricity Division can only be utilised for certain committed
upgrade projects and to strengthen critical infrastructure (e.g. substations without back-up

supply).

Owing to the high increases in Eskom’s bulk tariffs, it is clearly not possible to fund these
necessary upgrades through increases in the municipal electricity tariff — as the resultant tariff
increases would be unaffordable for the consumers.

1.4.3 Waste Removal and Impact of Tariff Increases

Currently solid waste removal is operating at a deficit. It is widely accepted that the rendering of
this service should at least break even, which is currently not the case. The Municipality will
have to implement a solid waste strategy to ensure that this service can be rendered in a
sustainable manner over the medium to long-term. The main contributors to this deficit are
hiring costs, increases in general expenditure and the cost of remuneration. Considering the
deficit, it is recommended that a comprehensive investigation into the cost structure of solid
waste function be undertaken, and that this include investigating alternative service delivery
models. The outcomes of this investigation will be incorporated into the next planning cycle.

A 7 percent increase in the waste removal tariff is proposed from 1 July 2012. Higher
increases will not be viable in 2012/13 owing to the significant increases implemented in
previous financial years as well as the overall impact of higher than inflation increases of other
services.

The following table compares current and proposed amounts payable from 1 July 2012:

Table 5 Comparison between current waste removal fees and increases

Error! Not a valid link.
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1.4.4 Other direct income

The tariff increase on direct income is budgeted for at 6% in line with the recommendations per
circulars 58 and 59.

1.5 Operating Expenditure Framework

The Municipality’s expenditure framework for the 2012/13 budget and MTREF is informed by
the following:

e Balanced budget constraint (operating expenditure should not exceed operating
revenue) unless there are existing uncommitted cash-backed reserves to fund any
deficit. Funding of the budget over the medium-term as informed by Section 18 and 19 of
the MFMA. Operational gains and efficiencies will be directed to funding the capital
budget and other core services; and strict adherence to the principle of no project plan
no budget. If there is no business plan no funding allocation can be made.

The following table is a high level summary of the 2012/13 budget and MTREF (classified per
main type of operating expenditure):

Table 6 Summary of operating expenditure by standard classification item

Error! Not a valid link.
1.5.1. Employee related costs.

The budgeted allocation for employee related costs for the 2012/13 financial year totals R227
million after an increase of 6%. This equals 36% of the total operating budget. The three year
collective SALGBC agreement has come to an end. Salary increases have been factored into
this budget at a percentage increase of 6 per cent for the 2012/13 financial year after adding
one per cent to the recommended 5% increase assuming that increases will be between 5 and
6%.

1.5.2. Remuneration of councilors

The cost associated with the remuneration of councilors is determined by the Minister of Co-
operative Governance and Traditional Affairs in accordance with the Remuneration of Public
Office Bearers Act, 1998 (Act 20 of 1998). The budget for this expenditure is set at R17 million
after affecting an increment of 6%.

1.5.3. Debt impairment

The provision of debt impairment was determined based on an annual historical costs and no
increase has been made to the 2011/12 budget. The assumption is that the implementation of
the debt collection strategy might yield good results. The budget for the debt impairment is
R16.9 million.

1.5.4. Depreciation and impairment of assets.
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Provision for depreciation and asset impairment has been informed by the Municipality’s Asset
Management Policy. Depreciation is widely considered a proxy for the measurement of the rate
asset consumption. The budget for the 2012/13 financial is set at R24 million after effecting a
5.4 % increase on the 2011/12 adjusted budget.

1.5.5. Finance Charges

Interest on external loans is budgeted for at R6 million after taking into account loans
outstanding at the period of the adjustment budget for the 2011/12 financial year.

1.5.6. Electricity bulk purchases

Bulk purchases are directly informed by the purchase of electricity from Eskom which has been
confirmed by NERSA to be 13.5 %. The annual price increases have been factored into the
budget appropriations and directly inform the revenue provisions. The expenditures include
distribution losses. The budget for the 2012/13 is R169.5 million.

1.5.7. Contracted Services

There are three types of contracted services being security services, debt collection and
management fees. These fees have been increased by 5.4% from the 2011/12 adjusted budget.

e The budget for security services is R4.9 million.
e Collection of arrear debt is R2.8 million.
e Management fees are R3.6 million.

1.5.8. Other general expenditure

Other expenditure comprises of various line items relating to the daily operations of the
municipality. This group of expenditure has also been identified as an area in which cost
savings and efficiencies can be achieved. Growth has been limited to 3 per cent for 2012/13.
This is done to cut none core expenditure and to focus on service delivery and other core
functions of the municipality.

Further details relating to contracted services can be seen in Table 64 MBRR SALl (see page ).

1.5.9. Repairs and Maintenance

During the compilation of the 2011/12 MTREF operational repairs and maintenance was
identified as a strategic imperative owing to the aging of the Municipality’s infrastructure and
historic deferred maintenance and budget for this line item is set at R36 million.

1.5.10 Contributions to capital outlay
This has been budgeted for at a quarter of last year's budget as the municipality has over the
past three years embarked on a massive purchase of furniture and fittings. Any additional

capital expenditure would have to be funded out reserves. The budget for the line item is R8.6
million.
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1.5.11 Free Basic Services: Basic Social Services Package

The social package assists households that are poor or face other circumstances that limit their
ability to pay for services. To receive these free services the households are required to
register in terms of the Municipality’s Indigent Policy.

The cost of the social package of the registered indigent households is largely financed by
national government through the local government equitable share received in terms of the
annual Division of Revenue Act.

The budget for the current year is R8.7 million being R4.3 for free basic electricity and R4.4 for
indigent subsidy.

1.6 Capital expenditure
Table 7 2011/12 Medium-term capital budget per vote

The following table provides a breakdown of budgeted capital expenditure by vote:

Error! Not a valid link.

For 2011/12 an amount of R119. Million has been appropriated for the development of
infrastructure which represents 61 per cent of the total capital budget.

1.7 Annual Budget Tables -

The following pages present the ten main budget tables as required in terms of section 8 of the
Municipal Budget and Reporting Regulations. These tables set out the municipality’s 2012/13
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budget and MTREF as approved by the Council. Each table is accompanied by explanatory
notes on the facing page.

Table 8 MBRR Table Al - Budget Summary

Error! Not a valid link.

Explanatory notes to MBRR Table Al - Budget Summary

1. Table Al is a budget summary and provides a concise overview of the Municipality’s budget
from all of the major financial perspectives (operating, capital expenditure, financial position,
cash flow, and MFMA funding compliance).

2. The table provides an overview of the amounts approved by Council for operating
performance, resources deployed to capital expenditure, financial position, cash and funding
compliance, as well as the municipality’'s commitment to eliminating basic service delivery
backlogs.

3. Financial management reforms emphasises the importance of the municipal budget being
funded. This requires the simultaneous assessment of the Financial Performance, Financial
Position and Cash Flow Budgets, along with the Capital Budget. The Budget Summary
provides the key information in this regard:

a. The operating surplus/deficit (after Total Expenditure) is positive over the MTREF
b. Capital expenditure is balanced by capital funding sources, of which
i. Transfers recognised is reflected on the Financial Performance Budget;
ii. Borrowing is incorporated in the net cash from financing on the Cash Flow
Budget
ii. Internally generated funds is financed from a combination of the current
operating surplus and accumulated cash-backed surpluses from previous
years. The amount is incorporated in the Net cash from investing on the
Cash Flow Budget. The fact that the municipality’s cash flow remains
positive, and is improving indicates that the necessary cash resources are
available to fund the Capital Budget.

4. The Cash backing/surplus reconciliation shows that in previous financial years the
municipality was not paying much attention to managing this aspect of its finances, and
consequently many of its obligations are not cash-backed. This places the municipality in a
very vulnerable financial position, as the recent slow-down in revenue collections
highlighted.

5. Even though the Council is placing great emphasis on securing the financial sustainability of
the municipality, this is not being done at the expense of services to the poor. The section
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of Free Services shows that the amount spent on Free Basic Services and the revenue cost
of free services provided by the municipality continues to increase. In addition, the
municipality continues to make progress in addressing service delivery backlogs.

Table 9 MBRR Table A2 - Budgeted Financial Performance (revenue and expenditure by standard
classification)
Error! Not a valid link.

Explanatory notes to MBRR Table A2 - Budgeted Financial Performance (revenue and
expenditure by standard classification)

1. Table A2 is a view of the budgeted financial performance in relation to revenue and
expenditure per standard classification. The modified GFS standard classification divides
the municipal services into 15 functional areas. Municipal revenue, operating expenditure
and capital expenditure are then classified in terms if each of these functional areas which
enables the National Treasury to compile ‘whole of government’ reports.

2. Note the Total Revenue on this table includes capital revenues (Transfers recognised —
capital) and so does not balance to the operating revenue shown on Table A4.

3. Note that as a general principle the revenues for the Trading Services should exceed their
expenditures. The table highlights that this is the case for Electricity, and Waste water
functions, but not the Waste management function. As already noted above, the
municipality will be undertaking a detailed study of this function to explore ways of improving
efficiencies and provide a basis for re-evaluating the function’s tariff structure.
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Table 10 MBRR Table A3 - Budgeted Financial Performance (revenue and expenditure by
municipal vote)

Error! Not a valid link.

Explanatory notes to MBRR Table A3 - Budgeted Financial Performance (revenue and
expenditure by municipal vote)

1. Table A3 is a view of the budgeted financial performance in relation to the revenue and
expenditure per municipal vote. This table facilitates the view of the budgeted operating
performance in relation to the organisational structure of the Municipality. This means it is
possible to present the operating surplus or deficit of a vote.

Table 11 MBRR Table A4 - Budgeted Financial Performance (revenue and expenditure)

Error! Not a valid link.

Explanatory notes to Table A4 - Budgeted Financial Performance (revenue and
expenditure)

1. Total revenue is R652 million in 2012/13 and escalates to R760 million by 2014/15. This
represents a year-on-year increase of 15.3 per cent for the King Sabata Dalindyebo.

2. Revenue to be generated from property rates is R137 million in the 2012/13 financial year
and increases to R154 million by 2014/15 which represents 12.4 per cent of the operating
revenue base of the Municipality and therefore remains a significant funding source for the
municipality.
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3. Services charges relating to Electricity and refuse removal constitutes the biggest
component of the revenue basket of the Municipality totaling R246 million for the 2012/13
financial year and increasing to R305million by 2014/15.

4. Bulk purchases have significantly increased from R169 million to R224million. These
increases can be attributed to the substantial increase in the cost of bulk Electricity from
Eskom.

5. Employee related costs and bulk purchases are the main cost drivers within the municipality
and alternative operational gains and efficiencies will have to be identified to lessen the
impact of wage and bulk tariff increases in future years.
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Table 12 MBRR Table A5 - Budgeted Capital Expenditure by vote, standard classification
and funding source

Error! Not a valid link.

Explanatory notes to Table A5 - Budgeted Capital Expenditure by vote, standard
classification and funding source

1.

Table A5 is a breakdown of the capital programme in relation to capital expenditure by
municipal vote (multi-year and single-year appropriations); capital expenditure by standard
classification; and the funding sources necessary to fund the capital budget, including
information on capital transfers from national and provincial departments.

The MFMA provides that a municipality may approve multi-year or single-year capital budget
appropriations.

For the purpose of funding assessment of the MTREF, these appropriations have been
included but no commitments will be incurred against single-year appropriations for the two
outer-years.

The capital programme is funded from capital and provincial grants and transfers, public
contributions and donations, borrowing and internally generated funds from current year
surpluses.
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Table 13 MBRR Table A6 - Budgeted Financial Position

Error! Not a valid link.
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Explanatory notes to Table A6 - Budgeted Financial Position

1.

Table A6 is consistent with international standards of good financial management practice,
and improves understandability for councilors and management of the impact of the budget
on the statement of financial position (balance sheet).

This format of presenting the statement of financial position is aligned to GRAP1, which is
generally aligned to the international version which presents Assets less Liabilities as
“accounting” Community Wealth. The order of items within each group illustrates items in
order of liquidity; i.e. assets readily converted to cash, or liabilities immediately required to
be met from cash, appear first.

Table A6 is supported by an extensive table of notes providing a detailed analysis of the
major components of a number of items, including:

e Call investments deposits;

« Consumer debtors;

e Property, plant and equipment;

e Trade and other payables;

* Provisions non-current;

¢ Changes in net assets; and

* Reserves

The municipal equivalent of equity is Community Wealth/Equity. The justification is that
ownership and the net assets of the municipality belong to the community.

Any movement on the Budgeted Financial Performance or the Capital Budget will inevitably impact on

the Budgeted Financial Position. As an example, the collection rate assumption will impact on the cash

position of the municipality and subsequently inform the level of cash and cash equivalents at year end.

Similarly, the collection rate assumption should inform the budget appropriation for debt impairment

which in turn would impact on the provision for bad debt. These budget and planning assumptions form

a critical link in determining the applicability and relevance of the budget as well as the determination of

ratios and financial indicators.
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5. Table 14 MBRR Table A7 - Budgeted Cash Flow Statement

Error! Not a valid link.
Explanatory notes to Table A7 - Budgeted Cash Flow Statement

1. The budgeted cash flow statement is the first measurement in determining if the budget is
funded.

2. It shows the expected level of cash in-flow versus cash out-flow that is likely to result from
the implementation of the budget.

3. The 2012/13 MTREF has been informed by the planning principle of ensuring adequate
cash reserves over the medium-term.




Part 2 — Supporting Documentation

2.1 Overview of the annual budget process

Section 53 of the MFMA requires the Mayor of the municipality to provide general political
guidance in the budget process and the setting of priorities that must guide the preparation of
the budget. In addition Chapter 2 of the Municipal Budget and Reporting Regulations states
that the Mayor of the municipality must establish a Budget Steering Committee to provide
technical assistance to the Mayor in discharging the responsibilities set out in section 53 of the
Act.

The Budget Steering Committee consists of the Municipal Manager and senior officials of the
municipality meeting under the chairpersonship of the MMC for Finance.

The primary aims of the Budget Steering Committee is to ensure:

o that the process followed to compile the budget complies with legislation and good
budget practices;
that there is proper alignment between the policy and service delivery priorities set out in
the Municipality’s IDP and the budget, taking into account the need to protect the
financial sustainability of municipality;
that the municipality’'s revenue and tariff setting strategies ensure that the cash
resources needed to deliver services are available; and
that the various spending priorities of the different municipal departments are properly
evaluated and prioritised in the allocation of resources.

[ ]

2.1.1 Budget Process Overview

In terms of section 21 of the MFMA the Mayor is required to table in Council ten months before
the start of the new financial year (i.e. in August 2010) a time schedule that sets out the process
to revise the IDP and prepare the budget.

The Mayor tabled in Council the required the IDP and budget time schedule on 25 August 2010.
Key dates applicable to the process were:
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TIMEFRAME OBJECTIVE ACTIVITY RESPONSIBILITY TARGET DATE

11 August 2011-
31 August 2011

1July 2011- 30
March 2012

1 November 2011-
30 March 2012

03-31 October
2011

Compilation and approval of
a proposed budget timetable
in line with the budget
reforms from National
Treasury.

Integrated Development Plan
to be reviewed (Detail dates
to be determined and
submitted to Council).

Strategic Alignment
Workshop

Compilation and approval of
operational Plans, a Budget
Policy/Guidelines and tariff
Policy in line with the
Integrated Development Plan
as mentioned in (C) above.

Compllatlon of a proposed
budget timetable.
Approval of proposed
budget timetable by
Mayoral Committee.
Approval of proposed
budget timetable by
council.

The IDP as approved by
council will be used as the
base for the compilation of
the budget.

Completion of a Strategic
Alignment Workshop to
determine objectives for
the 2012/2013 Budget
Process.

Workshop on the
compilation of SDBIP’s.
Compilation of operation
plans by departments.
Review budget
policy/guidelines and tariff
policy.

Submission of SDBIP’s,
budget policy/ guidelines

Municipal
Manager/CFO

Municipal
Manager/Executive
Mayor

Municipal Manager

Municipal
Manager/CFO

Heads of Departments

15 August 2011
22 August 2011

31 August 2011

02 April 2012

No later than 31
October 2011

Date to be
determined

These three tasks are
to run in parallel with
the preparation of
the budget and must
be submitted to




and tariff policy to and Council on 31 March

approval by the Mayoral 2012 when the

Committee. Municipal Manager/ budget is tabled.
Heads of Departments.

Draft operating and capital Heads of Departments to

budgets in line with approved prepare and submit first

draft operating and capital Heads of Departments
budget s in line with the

approved operational plans,

budget guidelines and

secured financing sources.

1 November 2011-
15 December
2011

operational plans, budget
guidelines and secured

financing sources.
15 December 2011

Revision of and approval by Revision of the 2011/2012
Council of the 2011/2012 operational and capital

15 December adjustments budget. budget. CFO/ Heads of 23 January 2012
2011- 27 February Compilation of the MFMA Departments
2012 Sec 72 Report and
submission to the Executive
Mayor.
Approval of 2011/2012 Municipal Manager/
adjustments budget by CFO
Mayoral Committee.
Approval of 2011/2012

adjustments budget by
Council. Municipal Manager/

CFO 20 February 2012

30 January 2012

Municipal Manager/




15 December
2011- 23 January
2012

24 January 2012-
6 February 2012

First draft of the operational
and capital budget for the
2012/2013 to 2014/2015
financial years consolidated
and submitted to the
Mayoral Committee for
discussion.

Second draft of the
operational and capital
budget for the 2012/2013 to
2014/2015 financial years
consolidated and submitted

Finance Department to
consolidate and prepare the
first draft capital and
operating budget in the
following formats:
= High level consolidated
format;
= Lineitem budget;
®  Proposed Tariffs.
Evaluation of and
discussions on first draft by
Mayoral Committee in Line
with operational plans,
budget guidelines and IDP.

Finance Unit, in conjunction

with Advisors, to consolidate

and prepare the second
draft capital and operating
budget.

Executive Mayor

CFO/General Manager
Budgeting/Manager
Budgeting/

Heads of Departments

Municipal Manager/
CFO/ Heads of
Departments.

CFO/General Manager
Budgeting/Manager
Budgeting/Heads of

Departments

27 February 2012

9 January 2012

23 January 2012

31 January 2012




8 February 2012-
15 February 2012

15 February 2012-
5 March 2012

5 March 2012- 12
March 2012

to the Mayoral Committee
for discussion.

Second draft budget
circulated to the different
Portfolio Committees for
comments.

Evaluation and discuss of
proposals from Portfolio
Committees by the Mayoral
Committee.

Third draft of the operational
and capital budget for the
2012/2013 to 2014/2015
financial years consolidated
and submitted to the
Mayoral Committee for
discussion.

Final draft of the operational
and capital budgets for the
2012/2013 to 2014/2015
financial years consolidated

Evaluation of and
discussions on the second

draft by Mayoral Committee.

Evaluation of and discussions
on second draft by Portfolio
committees.

Evaluation and discussions of
proposals from Portfolio
Committees by the Mayoral
Committee.

Finance Department to
consolidate and prepare the
third draft capital and
operating budget.

Evaluation and finalisation of
the draft 2012/2013 to
2014/2015 operational and
capital budgets by the
Mayoral Committee.

Finance Department to
consolidate and prepare
the final draft capital and
operating budgets.
Evaluation of and

Municipal
Manager/CFO

Chairperson of the
Portfolio Committees/
Heads of Departments

Municipal
Manager/CFO

CFO/General Manager
Budgeting/Manager
Budgeting/Heads of

Departments

Municipal
Manager/CFO

CFO/General Manager
Budgeting/Manager

Budgeting/Heads of
Departments

6 February 2012

15 February 2012

5 March 2012

5 March 2012

12 March 2012

22 March 2012




April 2012

1 April 2012- 30
April 2012

30 April 2012- 16
May 2012

16 May 2012- 28
May 2012

and tabled in Council

Draft budget to be consulted
with the Community,
Stakeholders, District
Municipality, Provincial and
National Government.

Final draft of the operational
and capital budgets for the
2012/2013 to 2014/2015
financial years consolidated
and submitted to the
Mayoral Committee for
discussion.

Final draft of the operational
and capital budgets for the
2012/2013 to 2014/2015
financial years consolidated
and submitted to the Council
for approval.

discussions on final draft
capital and operating
budget by Council.

Consultation on final draft
budget through formal
meetings with possible
stakeholders.

Finance Department to
consolidated and prepare
the final draft capital and
operating budgets.
Evaluation of and
discussions on final draft by
Mayoral Committee.

Finance Department to
consolidate and prepare the
final capital and operating
budgets.

Adoption of budget by
Council.

Municipal

Manager/Executive

Mayor 1 April 2012

Executive
Mayor/Municipal
Manager/CFO

30 April 2012

CFO/Heads of
Departments

9 May 2012

Municipal

Manager/CFO 16 May 2012

CFO/Heads
Departments

21 May 2012

Municipal

Manager/Executive 28 May 2012

Mayor




Submission of Approved Finance Department to 13 June 2012
operational and capital submit approved budget to

budget for the 2012/2013 to Provincial Treasury and

2014/2015 financial years to National Treasury.

National Treasury.

28 May 2012- 13
June 2012

Preparations for Finance Department to 30 June 2012
implementation of the finalise all preparations to
ensure proper and timeous
implementation of budget,
29 May 2012- 29 including promulgation of
June 2012 tariffs.
Municipal Manager to submit
draft SDBIP’s and draft
performance agreements of
all section 57 personnel to
Executive Mayor.
Executive Mayor to approve Municipal 30 June 2012
SDBIP’s and note
performance agreements.

approved Budget.

Municipal Manager 15 June 2012

Manager/Executive
Mayor

There were no some deviations from the key dates set out in the Budget Time Schedule tabled in Council.
MFMA deadlines in terms of submission of reports such as midyear assessment and tabling and submission of reports were however
met



2.1.2 IDP and Service Delivery and Budget Implementation Plan

The Municipality’s IDP is its principal strategic planning instrument, which directly guides and
informs its planning, budget, management and development actions. This framework is rolled
out into objectives, key performance indicators and targets for implementation which directly
inform the Service Delivery and Budget Implementation Plan. The Process Plan applicable to
the fourth revision cycle included the following key IDP processes and deliverables:

. Registration of community needs;

. Compilation of departmental business plans including key performance indicators
and targets;

. Financial planning and budgeting process;

. Public participation process;

. Compilation of the SDBIP, and

. The review of the performance management and monitoring processes.

With the compilation of the 2012/13 MTREF, each department/function had to review the
business planning process, including the setting of priorities and targets after reviewing the mid-
year and third quarter performance against the 2011/12 Departmental Service Delivery and
Budget Implementation Plan. Business planning links back to priority needs and master
planning, and essentially informed the detail operating budget appropriations and three-year
capital programme.

2.1.3 Financial Modeling and Key Planning Drivers

As part of the compilation of the 2012/13 MTREF, extensive financial modelling was undertaken
to ensure affordability and long-term financial sustainability. The following key factors and
planning strategies have informed the compilation of the 2012/13 MTREF:

. Municipality growth

. Policy priorities and strategic objectives

. Economic climate and trends (i.e inflation, Eskom increases, household debt,
migration patterns)

. Performance trends

. The approved 2011/12 adjustments budget and performance against the SDBIP

. Cash Flow Management Strategy

. Debtor payment levels

. Loan and investment possibilities

. The need for tariff increases versus the ability of the community to pay for
services;

. Improved and sustainable service delivery

In addition to the above, the strategic guidance given in National Treasury’s MFMA Circulars 51
, 54,58 and 59 has been taken into consideration in the planning and prioritisation process.
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2.1.4 Community Consultation

The draft 2012/13 MTREF as tabled before Council on 30 March 2012 for community
consultation was published on the municipality’s website, and hard copies were made available
at customer care offices, municipal notice boards and various libraries. The opportunity to give
feedback was also communicated on the Municipality’s website, and the Municipality’s call
centre was engaged in collecting inputs via e-mail, fax and SMS.

All documents in the appropriate format (electronic and printed) were provided to National
Treasury, and other national and provincial departments in accordance with section 23 of the
MFEMA, to provide an opportunity for them to make inputs.

Ward Committees were utilised to facilitate the community consultation process public briefing
sessions. Other stakeholders involved in the consultation included churches, non-governmental
institutions and community-based organisations.

Submissions received during the community consultation process and additional information
regarding revenue and expenditure and individual capital projects will be addressed, and where
relevant will be considered as part of the finalisation of the 2012/13 MTREF. Feedback and
responses to the submissions received will be made available on request.

2.2 Overview of alignment of annual budget with IDP

The Constitution mandates local government with the responsibility to exercise local
developmental and cooperative governance. The eradication of imbalances in South African
society can only be realized through a credible integrated developmental planning process.

Municipalities in South Africa need to utilise integrated development planning as a method to
plan future development in their areas and so find the best solutions to achieve sound long-term
development goals. A municipal IDP provides a five year strategic programme of action aimed
at setting short, medium and long term strategic and budget priorities to create a development
platform, which correlates with the term of office of the political incumbents. The plan aligns the
resources and the capacity of a municipality to its overall development aims and guides the
municipal budget. An IDP is therefore a key instrument which municipalities use to provide
vision, leadership and direction to all those that have a role to play in the development of a
municipal area. The IDP enables municipalities to make the best use of scarce resources and
speed up service delivery.

Integrated developmental planning in the South African context is amongst others, an approach
to planning aimed at involving the municipality and the community to jointly find the best
solutions towards sustainable development. Furthermore, integrated development planning
provides a strategic environment for managing and guiding all planning, development and
decision making in the municipality.

It is important that the IDP developed by municipalities correlate with National and Provincial
intent. It must aim to co-ordinate the work of local and other spheres of government in a
coherent plan to improve the quality of life for all the people living in that area. Applied to the
Municipality, issues of national and provincial importance should be reflected in the IDP of the
municipality. A clear understanding of such intent is therefore imperative to ensure that the
Municipality strategically complies with the key national and provincial priorities.
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The aim of this revision cycle was to develop and coordinate a coherent plan to improve the
quality of life for all the people living in the area, also reflecting issues of national and provincial
importance. One of the key objectives is therefore to ensure that there exists alignment
between national and provincial priorities, policies and strategies and the Municipality’s
response to these requirements.

The national and provincial priorities, policies and strategies of importance include amongst
others:

. Green Paper on National Strategic Planning of 2009;

. Government Programme of Action;

. Development Facilitation Act of 1995;

. Provincial Growth and Development Strategy (GGDS);

. National and Provincial spatial development perspectives;
. Relevant sector plans such as transportation, legislation and policy;
. National Key Performance Indicators (NKPIs);

. Accelerated and Shared Growth Initiative (ASGISA);

. National 2014 Vision;

. National Spatial Development Perspective (NSDP) and

. The National Priority Outcomes.

The Constitution requires local government to relate its management, budgeting and planning
functions to its objectives. This gives a clear indication of the intended purposes of municipal
integrated development planning. Legislation stipulates clearly that a municipality must not only
give effect to its IDP, but must also conduct its affairs in a manner which is consistent with its
IDP. The following table highlights the IDP’s five strategic objectives for the 2011/12 MTREF
and further planning refinements that have directly informed the compilation of the budget:

In order to ensure integrated and focused service delivery between all spheres of government it
was important for the Municipality to align its budget priorities with that of national and provincial
government. All spheres of government place a high priority on infrastructure development,
economic development and job creation, efficient service delivery, poverty alleviation and
building sound institutional arrangements.

Local priorities were identified as part of the IDP review process which is directly aligned to that
of the national and provincial priorities. The key performance areas can be summarised as
follows against the five strategic objectives:

1. Provision of quality basic services and infrastructure which includes, amongst others:
o Provide Electricity;

Provide waste removal,

Provide roads and storm water;

Provide municipality planning services; and

Maintaining the infrastructure of the Municipality.

O 0O OO

2. Economic growth and development that leads to sustainable job creation by:
o Ensuring the is a clear structural plan for the Municipality;
o Ensuring planning processes function in accordance with set timeframes;
o Facilitating the use of labour intensive approaches in the delivery of services and
the building of infrastructure.

3. Fight poverty and build clean, healthy, safe and sustainable communities:
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Effective implementation of the Indigent Policy;;

Extending waste removal services and ensuring effective municipality cleansing;
Working with strategic partners such as SAPS to address crime;

Ensuring save working environments by effective enforcement of building and
health regulations;

Promote viable, sustainable communities through proper zoning; and

o Promote environmental sustainability by protecting wetlands and key open
spaces.

00O

O

4. Foster participatory democracy and Batho Pele principles through a caring, accessible
and accountable service by:
o Optimising effective community participation in the ward committee system; and
o Implementing Batho Pele in the revenue management strategy.
5.1 Ensure financial sustainability through:
o Reviewing the use of contracted services
o Continuing to implement the infrastructure renewal strategy and the repairs and
maintenance plan

5.2 Optimal institutional transformation to ensure capacity to achieve set objectives
o Review of the organizational structure to optimize the use of personnel,

In line with the MSA, the IDP constitutes a single, inclusive strategic plan for the Municipality.
The five-year programme responds to the development challenges and opportunities faced by
the Municipality by identifying the key performance areas to achieve the five the strategic
objectives mentioned above.

In addition to the five-year IDP, the Municipality undertakes an extensive planning and
developmental strategy which primarily focuses on a longer-term horizon; 15 to 20 years. This
process is aimed at influencing the development path by proposing a substantial programme of
public-led investment to restructure current patterns of settlement, activity and access to
resources in the Municipality so as to promote greater equity and enhanced opportunity. The
strategy specifically targets future developmental opportunities in traditional dormitory
settlements. It provides direction to the Municipality’s IDP, associated sectoral plans and
strategies, and the allocation of resources of the Municipality and other service delivery
partners.

This development strategy introduces important policy shifts which have further been translated
into seven strategic focus areas/objectives as outlined below:

. Developing dormant areas;

. Enforcing hard development lines — so as to direct private investment;

. Maintaining existing urban areas;

. Strengthening key economic clusters;

. Building social cohesion;

. Strong developmental initiatives in relation to the municipal institution as a whole;
and

. Sound financial fundamentals.

Lessons learned with previous IDP revision and planning cycles as well as changing
environments were taken into consideration in the compilation of the fourth revised IDP,
including:
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. Strengthening the analysis and strategic planning processes of the Municipality;

. Ensuring better coordination through a programmatic approach and attempting to
focus the budgeting process through planning interventions; and
. Strengthening performance management and monitoring systems in ensuring the

objectives and deliverables are achieved.

The 2012/13 MTREF has therefore been directly informed by the IDP revision process and the
following tables provide a reconciliation between the IDP strategic objectives and operating
revenue, operating expenditure and capital expenditure.

2.3 Measurable performance objectives and indicators

Performance Management is a system intended to manage and monitor service delivery
progress against the identified strategic objectives and priorities. In accordance with legislative
requirements and good business practices as informed by the National Framework for
Managing Programme Performance Information, the Municipality has developed and
implemented a performance management system of which system is constantly refined as the
integrated planning process unfolds. The Municipality targets, monitors, assesses and reviews
organisational performance which in turn will be linked directly linked to individual employee’s
performance.

At any given time within government, information from multiple years is being considered; plans
and budgets for next year; implementation for the current year; and reporting on last year's
performance. Although performance information is reported publicly during the last stage, the
performance information process begins when policies are being developed, and continues
through each of the planning, budgeting, implementation and reporting stages. The planning,
budgeting and reporting cycle can be graphically illustrated as follows:
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Identify desired impacts

Assess and adjust Strategic Specify performance
planning indicators

End-year reporting

Monitor and take
corrective action

Set targets and
allocate resources

Figure 1 Planning, budgeting and reporting cycle

The performance of the Municipality relates directly to the extent to which it has achieved
success in realising its goals and objectives, complied with legislative requirements and meeting
stakeholder expectations. The Municipality therefore has adopted one integrated performance
management system which encompasses:

. Planning (setting goals, objectives, targets and benchmarks);

. Monitoring (regular monitoring and checking on the progress against plan);

. Measurement (indicators of success);

. Review (identifying areas requiring change and improvement);

. Reporting (what information, to whom, from whom, how often and for what
purpose); and

. Improvement (making changes where necessary).

The performance information concepts used by the Municipality in its integrated performance
management system are aligned to the Framework of Managing Programme Performance
Information issued by the National Treasury:

2.3.1 Performance indicators and benchmarks

2.3.1.1 Borrowing Management

Capital expenditure in local government can be funded by capital grants, own-source revenue
and long term borrowing. The ability of a municipality to raise long term borrowing is largely
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dependent on its creditworthiness and financial position. As with all other municipalities, King
Sabata Dalindyebo’s borrowing strategy is primarily informed by the affordability of debt
repayments. The structure of the Municipality’s debt portfolio is dominated by annuity loans.
The following financial performance indicators have formed part of the compilation of the
2011/12 MTREF:

. Borrowing to asset ratio is a measure of the long-term borrowing as a percentage
of the total asset base of the municipality.

Capital charges to operating expenditure is a measure of the cost of borrowing in relation to the

operating expenditure.

Borrowing funding of own capital expenditure measures the degree to which own capital

expenditure (excluding grants and contributions) has been funded by way of borrowing.

In summary, various financial risks could have a negative impact on the future borrowing

capamunicipality of the municipality. In particular, the continued ability of the Municipality to

meet its revenue targets and ensure its forecasted cash flow targets are achieved will be critical

in meeting the repayments of the debt service costs. As part of the compilation of the King

Sabata Dalindyebo MTREF the potential of smoothing out the debt profile over the longer term

will be investigated.

2.3.1.2 Safety of Capital

. The debt-to-equity ratio is a financial ratio indicating the relative proportion of
equity and debt used in financing the municipality’s assets. The indicator is based on
the total of loans, creditors, overdraft and tax provisions as a percentage of funds and
reserves.

. The gearing ratio is a measure of the total long term borrowings over funds and
reserves.

2.3.1.3 Liquidity

. Current ratio is a measure of the current assets divided by the current liabilities
and as a benchmark the Municipality has set a limit of 1, hence at no point in time should
this ratio be less than 1.

. The liquidity ratio is a measure of the ability of the municipality to utilize cash and
cash equivalents to extinguish or retire its current liabilities immediately. Ideally the
municipality should have the equivalent cash and cash equivalents on hand to meet at
least the current liabilities, which should translate into a liquidity ratio of 1. Anything
below 1 indicates a shortage in cash to meet creditor obligations. As part of the longer
term financial planning objectives this ratio will have to be set at a minimum of 1.

2.3.1.4 Revenue Management

. As part of the financial sustainability strategy, an aggressive revenue
management framework has been implemented to increase cash inflow, not only from
current billings but also from debtors that are in arrears in excess of 90 days. The
intention of the strategy is to streamline the revenue value chain by ensuring accurate
billing, customer service, credit control and debt collection.

2.3.1.5 Creditors Management

. The Municipality has managed to ensure that creditors are settled within the
legislated 30 days of receipt of invoice. While the liquidity ratio is of concern, by applying
daily cash flow management the municipality has managed to ensure a 100 per cent
compliance rate to this legislative obligation. This has had a favourable impact on
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suppliers’ perceptions of risk of doing business with the Municipality, which is expected
to benefit the Municipality in the form of more competitive pricing of tenders, as suppliers
compete for the Municipality’s business.

2.3.1.6 Other Indicators

. The Electricity distribution losses have been managed downwards from 12 per
cent in the 2010/11 financial year to 10 per cent over the MTREF. The initiatives to
ensure these targets are achieved include managing illegal connections and theft of
Electricity by rolling out smart metering systems, including prepaid meters.

. Employee costs as a percentage of operating revenue continues to decrease
over the MTREF. This is primarily owing to the high increase in bulk purchases which
directly increase revenue levels, as well as increased allocation relating to operating
grants and transfers.

. Similar to that of employee costs, repairs and maintenance as percentage of
operating revenue is also decreasing owing directly to cost drivers such as bulk
purchases increasing far above inflation. In real terms, repairs and maintenance has
increased as part of the Municipality’s strategy to ensure the management of its asset
base.

2.3.2 Free Basic Services: basic social services package for indigent households

The social package assists residents that have difficulty paying for services and are registered
as indigent households in terms of the Indigent Policy of the Municipality.

For the 2012/13 financial year registered indigents have been provided for in the budget.. In
terms of the Municipality’s indigent policy registered households are entitled to 50 kwh of
Electricity, and free waste removal , as well as writing off of their property rates accounts.

2.4 Overview of budget related-policies

The Municipality’s budgeting process is guided and governed by relevant legislation,
frameworks, strategies and related policies.

2.4.1 Review of credit control and debt collection procedures/policies

The Collection Policy as approved by Council in October 2010 is currently under review. While
the adopted policy is credible, sustainable, manageable and informed by affordability and value
for money there has been a need to review certain components to achieve a higher collection
rate. Some of the possible revisions will include the consolidation of accounts In addition
emphasis will be placed on speeding up the indigent registration process to ensure that credit
control and debt collection efforts are not fruitlessly wasted on these debtors.

Most of the indigents within the municipal area are unable to pay for municipal services because
they are unemployed, the registration of Indigents aims to reducing identifying qualifying
indigents and also to provide indigents with free basis services.
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The 2012/13 MTREF has been prepared on the basis of achieving an average debtors’
collection rate of 90 per cent on current billings. In addition the collection of debt in excess of 90
days has been prioritised as a pertinent strategy in increasing the Municipality’s cash levels. In
addition, the potential of a payment incentive scheme is being investigated and if found to be
viable will be incorporated into the policy.

2.4.2 Asset Management, Infrastructure Investment and Funding Policy

A proxy for asset consumption can be considered the level of depreciation each asset incurs on
an annual basis. Preserving the investment in existing infrastructure needs to be considered a
significant strategy in ensuring the future sustainability of infrastructure and the Municipality’s
revenue base.

The Asset Management, Infrastructure and Funding Policy is therefore considered a strategic
guide in ensuring a sustainable approach to asset renewal, repairs and maintenance and is
utilised as a guide to the selection and prioritisation of individual capital projects. In addition the
policy prescribes the accounting and administrative policies and procedures relating to property,
plant and equipment (fixed assets).

2.4.3 Budget Policy

The budget process is governed by various provisions in the MFMA and is aimed at instilling
and establishing an increased level of discipline, responsibility and accountability in the financial
management practices of municipalities. To ensure that the Municipality continues to deliver on
its core mandate and achieves its developmental goals, the mid-year review and adjustment
budget process will be utilised to ensure that underperforming functions are identified and funds
redirected to performing functions.

2.4.4 Supply Chain Management Policy

The Supply Chain Management Policy was adopted by Council in September 2010. An
amended policy will be considered by Council together with the draft budget and proposed
amendments will be extensively consulted on.

2.4.5 Cash Management and Investment Policy

The Municipality’'s Cash Management and Investment Policy was approved by Council in
January 2010. The aim of the policy is to ensure that the Municipality’s surplus cash and
investments are adequately managed, especially the funds set aside for the cash backing of
certain reserves. The policy details the minimum cash and cash equivalents required at any
point in time and introduces time frames to achieve certain benchmarks. There are no proposed
amendments to the policy.

2.4.6 Tariff Policies

The Municipality’s tariff policies provide a broad framework within which the Council can
determine fair, transparent and affordable charges that also promote sustainable service
delivery.
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All the above policies are available on the Municipality’s website, as well as the following budget
related policies:

. Property Rates Policy;

. Funding and Reserves Palicy;

. Borrowing Policy;

. Budget Policy; and

. Basic Social Services Package (Indigent Policy).

2.5 Overview of budget assumptions

2.5.1 External factors

Owing to the economic slowdown, financial resources are limited due to reduced payment levels
by consumers. This has resulted in declining cash inflows, which has necessitated restrained
expenditure to ensure that cash outflows remain within the affordability parameters of the
Municipality’s finances.

2.5.2 General inflation outlook and its impact on the municipal activities

There are five key factors that have been taken into consideration in the compilation of the
2011/12 MTREF:

. National Government macro economic targets;

. The general inflationary outlook and the impact on Municipality’s residents and
businesses;

. The impact of municipal cost drivers;

. The increase in prices for bulk Electricity ; and

. The increase in the cost of remuneration. Employee related costs comprise 36

per cent of total operating expenditure in the 2012/13 MTREF and therefore this
increase above inflation places a disproportionate upward pressure on the
expenditure budget.

2.5.3 Interest rates for borrowing and investment of funds

The MFMA specifies that borrowing can only be utilised to fund capital or refinancing of
borrowing in certain conditions. The Municipality engages in a number of financing
arrangements to minimise its interest rate costs and risk. However, for simplicity the 2012/13
MTREF is based on the assumption that all borrowings are undertaken using fixed interest rates
for amortisation-style loans requiring both regular principal and interest payments. As part of the
compilation of the King Sabata Dalindyebo MTREF the potential of smoothing out the debt
profile over the long term will be investigated.

2.5.4 Collection rate for revenue services
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The base assumption is that tariff and rating increases will increase at a rate slightly higher that
CPI over the long term. It is also assumed that current economic conditions, and relatively
controlled inflationary conditions, will continue for the forecasted term.

The rate of revenue collection is currently expressed as a percentage (90 per cent) of annual
billings. Cash flow is assumed to be 90 per cent of billings, plus an increased collection of
arrear debt from the revised collection and credit control policy. The performance of arrear
collections will however only be considered a source of additional cash in-flow once the
performance has been carefully monitored.

2.5.5 Growth or decline in tax base of the municipality

Debtors revenue is assumed to increase at a rate that is influenced by the consumer debtors
collection rate, tariff/rate pricing, real growth rate of the Municipality, household formation
growth rate and the poor household change rate.

Household formation is the key factor in measuring municipal revenue and expenditure growth,
as servicing ‘households’ is a greater municipal service factor than servicing individuals.
Household formation rates are assumed to convert to household dwellings. In addition the
change in the number of poor households influences the net revenue benefit derived from
household formation growth..

2.5.6 Salary increases

The collective agreement regarding salaries/wages came into operation on 1 July 2009 and
shall remain in force until 30 June 2012. There is at this stage no strong evidence that salaries
will increase by less than 6% or evidence that this will increase at a level below the
recommended 5%. The results will only be known after finalisation of the negotiations between
SALGA and employee trade unions.

2.5.7 Impact of national, provincial and local policies

Integration of service delivery between national, provincial and local government is critical to
ensure focussed service delivery and in this regard various measures were implemented to
align IDPs, provincial and national strategies around priority spatial interventions. In this regard,
the following national priorities form the basis of all integration initiatives:

. Creating jobs;

. Enhancing education and skill development;
. Improving Health services;

. Rural development and agriculture; and

. Fighting crime and corruption.

To achieve these priorities integration mechanisms are in place to ensure integrated planning
and execution of various development programs. The focus will be to strengthen the link
between policy priorities and expenditure thereby ensuring the achievement of the national,
provincial and local objectives.
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2.6 Overview of budget funding

2.6.1 Medium-term outlook: operating revenue

Tariff setting plays a major role in ensuring desired levels of revenue. Getting tariffs right assists
in the compilation of a credible and funded budget. The Municipality derives most of its
operational revenue from the provision of goods and services such as water, Electricity,
sanitation and solid waste removal. Property rates, operating and capital grants from organs of
state and other minor charges (such as building plan fees, licenses and permits etc).

The revenue strategy is a function of key components such as:

. Growth in the municipality and economic development;

. Revenue management and enhancement;

. Achievement of a 90 per cent annual collection rate for consumer revenue;

. National Treasury guidelines;

. Electricity tariff increases within the National Electricity Regulator of South Africa
(NERSA) approval,

. Achievement of full cost recovery of specific user charges;

. Determining tariff escalation rate by establishing/calculating revenue
requirements;

. The Property Rates Policy in terms of the Municipal Property Rates Act, 2004
(Act 6 of 2004) (MPRA), and

. And the ability to extend new services and obtain cost recovery levels.

The above principles guide the annual increase in the tariffs charged to the consumers and the
ratepayers aligned to the economic forecasts.

The proposed budget effects on significant line items for the 2012/13 are:

o Revenue to be generated from property rates is R137 million in the 2012/13 financial
year and increases to R8 million by 2013/14 which represents 6 per cent of the operating
revenue base of the Municipality. Revenue remains relatively constant over the
medium-term. With the implementation of the Municipal Property Rates Act the basis of
rating significantly changed.

o Services charges relating to Electricity and refuse removal constitutes the biggest
component of the revenue basket of the Municipality totaling R249 million for the
2012/13 financial year and increasing to R30 million by 2013/14. For the 2012/13
financial year services charges amount to 37 per cent of the total revenue base..

o Operational grants and subsidies amount to R181 million and R184 million for 2013/14.
. Investment revenue contributes marginally to the revenue base of the Municipality with a

budget allocation of R4 million, R4 million for the respective three financial years of the
2011/12 MTREF.
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2.6.2 Cash Flow Management

Cash flow management and forecasting is a critical step in determining if the budget is funded
over the medium-term. The table below is consistent with international standards of good
financial management practice and also improves understandability for councillors and
management. Some specific features include:

. Clear separation of receipts and payments within each cash flow category;

. Clear separation of capital and operating receipts from government, which also
enables cash from ‘Ratepayers and other’ to be provide for as cash inflow based on
actual performance. In other words the actual collection rate of billed revenue., and

. Separation of borrowing and loan repayments (no set-off), to assist with MFMA
compliance assessment regarding the use of long term borrowing (debt).

2.6.2.1 Cash/cash equivalent position

The Municipality’s forecast cash position was discussed as part of the budgeted cash flow
statement. A ‘positive’ cash position, for each year of the MTREF would generally be a
minimum requirement, subject to the planned application of these funds such as cash-backing
of reserves and working capital requirements.

If the municipality’s forecast cash position is positive The forecasted cash and cash
equivalents for the 2012/13 MTREF shows an average of R28 million for each respective
financial year.

2.6.2.2 Cash plus investments less application of funds

The purpose of this measure is to understand how the municipality has applied the available
cash and investments as identified in the budgeted cash flow statement.

2.6.2.3 Monthly average payments covered by cash or cash equivalents

The purpose of this measure is to understand the level of financial risk should the municipality
be under stress from a collection and cash in-flow perspective. Regardless of the annual cash
position an evaluation should be made of the ability of the Municipality to meet monthly
payments as and when they fall due. It is especially important to consider the position should
the municipality be faced with an unexpected disaster that threatens revenue collection such as
rate boycotts. This measure will have to be carefully monitored going forward.

2.6.2.4 Surplus/deficit excluding depreciation offsets

The main purpose of this measure is to understand if the revenue levels are sufficient to
conclude that the community is making a sufficient contribution for the municipal resources
consumed each year. An ‘adjusted’ surplus/deficit is achieved by offsetting the amount of
depreciation related to externally funded assets.

It needs to be noted that a surplus does not necessarily mean that the budget is funded from a
cash flow perspective and the first two measures in the table are therefore critical.

2.6.2.5 Cash receipts as a percentage of ratepayer and other revenue

This factor is a macro measure of the rate at which funds are ‘collected’. This measure is
intended to analyse the underlying assumed collection rate for the MTREF to determine the
relevance and credibility of the budget assumptions contained in the budget.
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2.6.2.6 Debt impairment expense as a percentage of billable revenue

This factor measures whether the provision for debt impairment is being adequately funded and
is based on the underlying assumption that the provision for debt impairment (doubtful and bad
debts) has to be increased to offset under-collection of billed revenues. The provision has been
appropriated at at constant level this is due to the municipality employing a service provider to
collect arrear revenue.

2.6.2.7 Capital payments percentage of capital expenditure

The purpose of this measure is to determine whether the timing of payments has been taken
into consideration when forecasting the cash position.

2.6.2.8 Borrowing as a percentage of capital expenditure (excluding transfers, grants and
contributions)

The purpose of this measurement is to determine the proportion of a municipality’s ‘own-funded’
capital expenditure budget that is being funded from borrowed funds to confirm MFMA
compliance. Externally funded expenditure (by transfers/grants and contributions) has been be
excluded.

2.6.2.9 Transfers/grants revenue as a percentage of Government transfers/grants available

The purpose of this measurement is mainly to ensure that all available transfers from national
and provincial government have been budgeted for. A percentage less than 100 per cent could
indicate that not all grants as contained in the Division of Revenue Act (DoRA) have been
budgeted for. The Municipality has budgeted for all transfers.

2.6.2.10 Consumer debtors change (Current and Non-current)

The purpose of these measures are to ascertain whether budgeted reductions in outstanding
debtors are realistic. There are 2 measures shown for this factor; the change in current debtors
and the change in long term receivables, both from the Budgeted Financial Position. Both
measures show a relatively stable trend in line with the Municipality’s policy of settling debtors
accounts within 30 days.

2.6.2.11 Asset renewal/rehabilitation expenditure level

This measure has a similar objective to aforementioned objective relating to repairs
andmaintenance. A requirement of the detailed capital budget (since MFMA Circular 28 which
was issued in December 2005) is to categorise each capital project as a new asset or a
renewal/rehabilitation project. The objective is to summarise and understand the proportion of
budgets being provided for new assets and also asset sustainability. A declining or low level of
renewal funding may indicate that a budget is not credible and/or sustainable and future
revenue is not being protected, similar to the justification for ‘repairs and maintenance’ budgets.
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2.7 Legislation compliance status

Compliance with the MFMA implementation requirements have been substantially adhered to
through the following activities:

1.

In year reporting

Reporting to National Treasury in electronic format was fully complied with on a monthly
basis. Section 71 reporting to the Executive Mayor (within 10 working days) has
progressively improved and includes monthly published financial performance on the
Municipality’s website.

Internship programme

The Municipality is participating in the Municipal Financial Management Internship
programme and has employed five interns undergoing training in various divisions of the
Financial Services Department. The municipality has 18 interns of the 18 three are
completing their training at the end of the year. Since the introduction of the Internship
programme the Municipality has successfully employed and trained 3 interns through this
programme. Three additional interns have been appointed with effect from 1 December
2011.

Budget and Treasury Office

The Budget and Treasury Office has been established in accordance with the MFMA. The
department is however understaffed. The process of appointed key staff and the CFO is
underway.

Audit Committee
An Audit Committee has been established and is fully functional.

Service Delivery and Implementation Plan
The detail SDBIP document is at a draft stage and will be finalised after approval of the
2012/13 MTREF in May 2012 directly aligned and informed by the 2012/13 MTREF.

Annual Report
Annual report is compiled in terms of the MFMA and National Treasury requirements.

MFMA Training

The MFMA training module in electronic format is presented at the Municipality’s internal
centre and training is ongoing. There are also staff members that are being trained by
various institutions.

Policies

Amendments to budget related policies have been made and will be tabled with the
adjustment budget and finalised within the next two months..
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2.8 Municipal manager’s quality certificate

I Zama Mngangeni, municipal manager of King Sabata Dalindyebo, hereby certify that the
annual budget and supporting documentation have been prepared in accordance with the
Municipal Finance Management Act and the regulations made under the Act, and that the
annual budget and supporting documents are consistent with the Integrated Development Plan
of the municipality.

Print Name  Zama Mngangeni
Municipal manager of King Sabata Dalindyebo (GT485)

Signature

Date
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