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PURPOSE

To table before Council for consideration, the Draft Medium Term Revenue and Expenditure

Framework for 2019/2020, 2020/2021 and 2021/2022 in terms of Section 16 of the Municipal
Finance Management Act, No 56 of 2003.

. PART 1 - ANNUAL BUDGET

11

MAYOR'S REPORT

In terms of Section 16 of the Municipal Finance Management Act, No 56 of 2003, the Mayor

must table before Council for approval, the Medium Term Revenue and Expenditure
Framework.

Tabling of the IDP and Budget is one of the most important processes in local government.

This budget is aligned to the IDP which marks the second review of the five year plan
adopted by Council of iLembe Municipality in May 2017. The approved budget is as a

financial plan incorporated into these strategies to sustain communities through improved
service delivery.

This draft budget is as our IDP geared towards securing the well-being and dignity of the
communities we serve though providing water, decent sanitation services and access to

economic opportunities within the District. Councii’s commitment to this cause is
encapsulated in the IDP Vision:

“By 2030 iLembe District Municipality will be a sustainable people-centred economic hub
providing excellent services and quality of fife”

As a sphere of government and a District, we have to comply with National Outcomes and
specifically outcome 9 that calls upon us to be a responsive and accountable, effective and
efficient local government. Our strategies are guided by the KZN Provincial Growth and
Development Plan and the National Development Plan “Vision 2030° which is our roadmap
to a South Africa where all will have water, electricity, sanitation, jobs, housing, public
transport, adequate nutrition, education, social protection, quality healthcare, recreation and
a clean environment. They have been clustered in terms of the 5 key performance areas i.e.

iLembe District Municipality Draft MTREF — 2019/2020-2021/2022

Page 2



The main challenges experienced during the compilation of the 2019/2020 MTREF can be
summarised as follows:

¢ The need to prioritise projects and expenditure within the existing resources envelope
given the cash flow which is available;

o Ageing infrastructure, quality and quantity of drinkable water;

¢ The increased cost of bulk water which impacts tariffs charged ;

e Affordability of Capital Projects and funding thereof;

¢ Revenus growth patterns and collectability thereof which impacts on the funding and
implementation of the budget;

o The cumrent constraints within the National and Local economies;

¢ Auvailability of affordable capital or borrowings; and

o Rising and unpredictable fuel, oil and energy prices resulting in challenges on
revenue recoveries.

Our objectives as envisaged in the IDP are aligned to the National and Provincial objectives.
As a sphere of government and a District, we have to comply with National Outcomes and
specifically outcome 9 that calls upon us to be a responsive and accountable, effective and
efficient local govemment. Our strategies are guided by the KZN Provincial Growth and
Development Plan and the National Development Plan “Vision 2030” which is our roadmap
to a South Africa where all will have water, electricity, sanitation, jobs, housing, public

transport, adequate nutrition, education, social protection, quality healthcare, recreation and
a clean environment.

Honourable speaker, we take public participation seriously and committed in delivering on
our promises. Allow me to therefore reflect on what we had set out as our priorities:

o Acceleration of water and sanitation provision in rural communities {Ndwedwe &
Maphumulo),

e Upgrading and replacement of ageing infrastructure within the resources available;
¢ Improve revenue collection and diversification of income by trying to identifying
additional sources of revenue to place less reliance on grants;

¢ Enterprise iLembe to stimulate rural economic development and local economic
development;
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o Promotion of the Save Water Campaign and encouraging consumers to pay for
services through campaigns;

« Enhancing our capacity to respond to natural disasters across the district ;

¢ To strengthen and improve IGR ;

o Facilitation and strengthening of relationships with Amakhosi ;

BASIC SERVICE DELIVERY

Development challenges and key issues that need to be addressed in the iLembe context
revolve around the fact that the communities residing in the rural areas are more severely
affected by poverty and service backlogs than the urban community.

¢ The provision of basic infrastructure is hampered by the topographic constraints, low
densities and low affordability levels, particularly in rural and traditional areas.

o Service infrastructure in iLembe’s urban areas needs upgrading and maintenance.

s Rural areas are affected by a lack of certain basic services and continued service
delivery backlogs.

s Bulk water supply is sometimes a constraint that effects the entire District and is
being attended to with schemes being constructed and maintained.

e 22% of the population do not have access to clean water and obtain water from rivers

and streams. This poses a health risk with further implications regarding the provision
of social services '

To ensure we deliver on the promise of providing excellent services and quality of life, our
people are placed at the centre of service delivery, as our mandate remains providing access to
clean water and drinkable water in a seamless and cost effective manner.

Service delivery should be our focus, backlogs be eradicated, job opportunities must be created,
poverty alleviated and investment promoted to ensure a better life for the communities we serve.
The District has been experiencing rapid growth over the past 15 years and in most cases
infrastructure delivery has lagged significantly behind this growth. The intensification of
residential, commercial and industrial Greenfield developments have necessitated a structured
infrastructure response, especially for water and sanitation. To this end, the iLembe Water and
Sanitation Master plan was developed and adopted by Council in 2017.

The municipality relies on grants and mostly for the eradication of backlogs through development
of infrastructure and basic service projects such as bulk water infrastructure, sanitation,
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refurbishment of aging infrastructure, capacitation of the budget and treasury office as well as
job creation through the expanded public works programme (EPWP).
The total budget allocated to this objective is:

e Capital Infrastructure R 300,9 million
+ Operational Expenditure — R 856, 5 million.

LOCAL ECONOMIC DEVELOPMENT

The District's Local Economic Development {LED) function is being performed by our

development agency Enterprise iLembe. The agency was established and mandated by the
previous Council to perform the following functions:

+ Develop, review and strengthen the local economic development strategy on behalf
of the district and family of municipalities;

¢ Champion a wide range of acfivities which emerge as important from the family of
IDPs and LED Strategies;

» Co-ordinate LED activities to ensure alignment and integration;
« District marketing and promotion of tourism and investment promotion;

¢ Facilitate the identification, packaging and implementation of catalytic projects in key
sectors and new sectors;

s Provide professional and multi-skilled support and networking services to major
investors who wish to invest in the region;
¢ Work with local government to facilitate a business enabling environment; and

+ Implement business, retention and expansion (BR&E) programmes in partnership
with local business

¢ Linked to its functions and Mandate, the key strategic goals of enterprise iLembe are
therefore as follows:

+ Facilitate the packaging & implementation of projects in existing and new sectors;

¢ Market and promote the iLembe District as an Investment, Tourism & Business
Destination

« Research other potential growth sectors in addition to the current four sectors of main
focus

« |dentify, build and co-ordinate partnerships among socio economic stakeholders/

+ Facilitate research that assists with Policy Development and formulation that impacts
the mandate of the Agency
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¢ Influence policy and the regulatory environment for socio economic development and
investment

¢ To ensure sound financial management and viability of the entity.
In terms of delivery, enterprise iLembe has delivered, amongst others, the following projects:

¢ National Schools Nutrition Programme {NSNP) that supply vegetables for more than
400 schools within the District Municipality;

¢ Open Farms Projects: Planting for the NSNP

Further to the Economic development service, the District has aligned its policies to the radical
economic transformation reforms in terms of the PPPFA regulations of April 2018.

BACK TO BASICS

The Back to Basics programme as was launched by the President of the Republic and the
Premier of the Province of KwaZulu Natal, states that in the context of a Development Local
Government, “Local Government is where most citizens’ interface with government, and as
results, its foundational ethos must be about serving people”. The guide goes further to call for
the change in the manner in which we do things if we want different (and better) resuits. A
functiona! municipality is portrayed as being one that:

e Puts people and their concerns first and ensure constant contact with communities;

e Creates conditions for decent living by consistently delivering municipal services to
the right quality and standard;

o Demonstrates good governance and administration;

e Ensures sound financial management and accounting , and prudently manage
resources so as to sustainably deliver services and bring development to
communities; and

¢ Build and maintain sound institutional and administrative capabilities, administered
and managed by dedicated and skilled personnel.

As a District we shall continue aiming for a consistent functional status, in the endeavour to
ensuring that we put our people first on delivery of quality services.

iLembe District Municipality Draft MTREF - 2019/2020-2021/2022

Page 6



MUNICIPAL TRANSFORMATION AND INSTITUTIONAL DEVELOPMENT

—__———_u—__-_-—___—

In our mission statement as iLembe, we express our commitment to invest in our people
because, they are our valuable assets. We have clear human resource development policies
and is compliant in terms of the establishment of the training and development committee that
has the responsibility to approve the workplace skills plan, monitor its implementation and
endorse the annual training report. Will strive to maintain a healthy relationship between the
district as the employer and organized labour, as such we have set official platforms such as the
LPA and the LLF to discuss matters and / or raise concemns.

In the MTREF we will continue supporting our employees through the assistance programme.
The EAP Programme also extends to cover the issues such as alcohol abuse, debt counselling
and related matters using a referral system.

To ensure that our people’s environmental rights as enshrined in the consfitution are not
violated, the environmental management team working with the environmental health teams
continue to deal with all issues that pertain to the environment.

FINANCIAL VIABILITY AND MANAGEMENT
Sound financial management is integral to the success of the local government. We are obliged
to be efficient, effective and prudent in the manner in which we deal with the state resources.

Quality service delivery is dependent on systems that revolves on value for money principles. It
should remain our focused objective:

+ To ensure sound budgeting and compliance principles;

» To ensure sound expenditure management;

e To procure quality goods and services in a cost effective, transparent, competitive,
equitable and efficient manner within the policy framework;

e To strive to obtain and maintain a ciean audit opinion;

+ To ensure sound and effective asset management;

The global economic outlock remains unpredictable, and our Province and District is not immune
from such forces. There is a risk of socio economic instability and increased pressure to deliver

services on time and expected quality. Further to the low revenue patterns, the impact of the drought
can still be felt through high consumer debt and slow growth on collection rate. For the forthcoming
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medium term our collection is estimated to be at 85%, we must work very hard to reach this level of
collection. Given the economic situation, Council will continue maintaining a balance between the
marco economic indicators to guarantee affordable services at the same right reflecting cost
recovery in order to continue maintaining infrastructure and reduce water losses. The increase on
tariff of charges are at 9.6%. We have made provision for free basic services of R 6,3 million an
encourage consumers who qualify for indigent to register for relief. As part of the Vuthela LED

programme, there is also an activity to aligning the District's indigent register with those of the Local
Municipalities.

The total 2019/2020 Budget operational and capital expenditure amounts to R 1.1 billion,
while the total MTREF 2020 -2022final budget amounts to R 3.6 billion.

Honourable Speaker of Council, | hereby table the draft medium term revenue and
expenditure framework for the period 2019/20 to 2021/22 for consideration. After tabling the
draft MTREF at Council the public participation process be initiated.

1.2 RESOLUTIONS

THAT

e The Council consider in terms of Section 24 of the Municipal Finance Act, 56 of 2003, the
Draft Annual Budget of the Municipality for the Financial year 2019/2020; and indicative

allocations for the two projected outer years 2020/2021 and 2021/2022; as set out in the
A Schedules annexured hereto as follows:

Table A2: Budgeted Financial Performance (Revenue and Expenditure by standard
classification)

Table A3: Budgeted Financial Performance (Revenue and Expenditure by municipal
vote)

Table A4: Budgeted Financial Performance (Revenue and Expenditure)

Table A5: Budgeted Capital Expenditure by Vote, Standard Classification & Funding
Source)

Table A6: Budgeted Financial Position
Table A7: Budgeted Cash Flow
Table A8: Cash backed reserves/accumulated surplus reconciliation
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Table A9: Asset Management

Table A10; Basic service delivery measurement

It should be noted that in respect of Capital Expenditure Estimates:

« Instances where information has been provided in terms of Section 19(2)
Municipal Finance Management Act No.56 of 200
budget constitutes projects considera
detailed capital bud

year.

o That Council consider

schedule annexed hereto and marked as Annexure B.

« That the Draft Budget related policies be noted with the respective amendments.

o]
o
o
o]
o
o
o
o
o
o
o]
(o)

OOOOOO

Fixed Assets Management Policy
Inventory Management Policy

Unauthorized, irregutar, Fruitless & Wasteful Expenditure Policy

Borrowing Policy

Funding and Reserves Policy

Long Term Financial Planning

Infrastructure, Investments and Capital Projects
Petty Cash Policy

Austerity measures policy

Banking, Cash Management & Investments Policy
Accounts payables policy

Budget Policy

Credit Control & Debt Collection Policy

indigent Management Policy

Supply Chain Management Policy

Virement Policy

Tariff Policy

Payroll Policy
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o That the draft tariff of charges for 2018/19 financial year be increased by 9.6%
effective from 1 July 2018,

s That in compliance with section 22 of the MFMA, the final budgets be published in the
local press and municipal website. .
o That Council note that the draft service delivery and budget |mplementat|on plan for the
2018/2019 financial year will be tabled 28 days after the budget has been adopted.

EXECUTIVE SUMMARY

In terms of Chapter 4, Section 16 of the Municipal Finance Management Act, No 56 of 2003,
the final Annual operational and capital budgets must be tabled by the Mayor at a council
meeting on or before 31 March of each financial year to give effect to the public participation
process as envisaged in the Municipal Systems Act and the MFMA of 2003. The annual draft

" budget is tabled at Council as per the requirements of the act, and the public will be afforded

an opportunity to comment on the budget through the media advert and public participation
rmeetings.

Saction 24 of the MFMA further requires that the municipal council must at least 30 days
before the start of the budget year consider approval of the annual budget, as the budget
must be approved before the start of each financial year. 1t is in compliance with these
sections that the budget is hereby tabled 90 days prior to the new financial year 2019/2020.

The executive summary report is set out under the following main broad headings:

o Annual budgets:
- Operating budget summary
- Capital budget
o Proposed tariff structures
e Measurable performance objectives for revenue
¢ Municipal entity — Enterprise iLembe
s Service agreements
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¢ New budget regulations and circulars
¢ Budget related policies

o Public input

¢ Publication of budgets

As a requirement of the MFMA 56, of 2003 and MSA 32 of 2000, the budget and IDP
process plan adopted by the Council in August 2016 has been guiding path and has made
possible a highly interactive and consultative process.

The Mid-Year Budget and Performance Assessment report was conducted and presented by
the Accounting Officer to the Mayor of the District, who then submitted the performance
assessment report to Council for consideration at the end of January 2019 and to the

National Treasury and the relevant Provincial Treasury in line with section 54(1) (f) of the
MFMA,

Council resolved that a consolidated adjusted budget process should be initiated and tabled
for the year 2018/19 financial year for both iLembe District and its entity. The adjustments
budget was prepared and this impacted most services where cost containment had to be
applied to ensure the budget is balanced and funded. The adjustments budget was tabled to
Council by His worship, Mayor of llembe District Municipality on 27 February 2019 in line with
section 28 of the MFMA. During this process and where appropriate, funds were transferred
from low-to high priority programs so as to maintain sound financial stewardship. A critical
review was further undertaken to limit spending on non-core items to align the budget with
the District's austerity measures. Approaching the adjustments budget process, a constant
consultation with all departments was maintained while considering the Provincial treasury’s
High Level Assessment on the 2019 Mid-Year budget assessment.

Various challenges were encountered during the course of the financial year. These were
broadly presented before various committees for deliberation and tabled during the
adjustments budget process. Majority of these are of a great concern and have been

considered during the 2019/2020 budget preparation process. On a high level, these
included the following:

+ Revenue growth patterns which impacts on the implementation of the budget as
expenditure further relies on what is collected at the end of the month.
e Sustainability of the prepaid meters.
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e The budget on muiti-year funded projects will be adjusted as a result of variance
between planning cashflow projections versus and implementation cashflow.

¢ Delays in the implementation of projects arising from various project management
challenges issues; and

« Constrained cash flow position whereby there was a risk of other services being
temporarily suspended. '

e Increase on debtors consumer debtors arising from increased billing

The aforementioned challenges are reviewed from time to time through deliberations at

various structures and strategies are in place to deal with same. Implementation is monitored
at the various council portfolio committees.

The directive on the 2019/20 draft annual budget was discussed with all Directorates,
including the Municipal Manager before being tabled for discussion at the Budget and
Steering Committee held on two occasions in March. In terms of the Regulations this must
be done before tabling the annual budget to full council for consideration and allowing for
public participation process. The draft budget is now therefore being tabled to full Council.

The 2019/2020 Medium Term Revenue and Expenditure Framework focuses on the long

and short term objectives and priorities of the District as well as outcomes and outputs,
based on the following IDP Priorities:

e Basic Service Delivery;

e Municipal Institutional Development and Transformation,
s Local Economic Development;

» Municipal Financial Viability and Management;

« Good Governance and Public Participation;

« Safe and Secure environment;

o Spatial Development Framework Analysis; and

« Environmental Management.

National Treasury's MFMA Circular No 10, 13, 19, 42, 48, 51, 54, 58, 59 , 66, 74, 75 and 78,
79, 82, 85, 86, 89, 91, 93 and 94 as well as the Municipal Budget & Reporting Regulations

and the Municipal Finance Management Act were used to guide the compilation of the
2019/2020 MTREF.
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The main challenges experienced during the compilation of the 2018/2020 MTREF can be
summarised as follows:

e The increased cost of bulk water which is pushing the tariffs upwards;

+ The downturn in the National and Local economy,

e Ageing infrastructure, quality and quantity of drinkable water;

e The need to re-prioritise projects and expenditure within the existing resources
envelope given the cash flow realities while maintaining a good level of service;

» Affordability of Capital Projects;

« Revenue growth patterns which impacts on the implementation of the budget.

o Availability of affordable capital or borrowings; and

+ Rising and unpredictable fuel, oil and energy prices resulting in challenges on

revenue recoveries.

e The need to fill vacant posts to eliminate inefficiencies and improve delivery of
services.

The main areas that affected how this budget should be structured;

v

<

The affordability of the cost-reflective tariff per kilo litre calculation {cost based tariffs) which
is not passed on to the consumers;

The effects comprising of benefits and challenges on reinstatement of the sewer tariff
structure, property value based tariffs, compared to the cost reflective tarifff water
consumption based tariffs, and benefit and the impact on collection patterns;

Review of revenue generation calculation projections to ensure that all contributing factors
are taken into account;

Proposal of 9.6 % tariff increase.

Furthermore, a reduction of various variable operating expenditure items was kept at a
minimum to match with the low tariff increase of 9.6 % and the consumer price index as per
the National Treasury’s MFMA budget Circular.

During the adjustments budget process, the Municipal Entity, Enterprise iLembe’s grant
allocation was slightly reduced in order to align its expenditure to the current austerity
measures in place in the District.

The fleet lease agreement was at a bidding process, bringing in a material impact into the
financial state of the District.

The reinstatement of the Regional Bulk Infrastructure Grant allocation after non provision in
the previous year for the current MTREF.

The finalisation of the security contract currently in the bidding process.
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Operating Budget Summary

The proposed operational budget contains detailed information for the 2019/2020, 2020/2021 and
2021/2022 indicative financial years and is summarised below:

DC29 iL: - Table M Consolidated Financial Performance {rewrmue and expenditure)
|

. ; 2019/20 Medium Term Revenue &
Description 201518 *| 201617 2017148 | Cument Year 2018/19 iture Framework
: [ E"’“l L.
Rhousand Audited | Audited Audited Original | Adjusted |Budget Year Budget Year|Budget Year|

Qutcome | Outcome | Outcome | Budget Budget | 2018/20 | +12020121 | 4220212

" Service charges - waterrevenue | 860441 90.225 04062| 113912| 124312 138196 151463| 166,004
‘Service charges - sanitation revgnugl 59,104 46,413 36,189 | 31591 36,402 40,646 44,548 48,825
Rental of faciities and equipment 14 85 % 251 120 128 136 145

Interest eamed - extemal investmen| 4,837 a08| 80| 7250 10088| 4T2| 4702 573
uest eamed -outsianding debtory 18106 18998  15482|  30870| 32579 706 9,13 4289

 Fines, penatties and forfeits 380 659 659 723 4] 868
Licences and permils 70 17 19 21 2
Agency services 1,531 1,624 1,782 1,953 24 2,346
Transfers and subsidies 386,612 386,351 455636 509,101 520,232 606,955 610,768| 665190
Other revenue : 26,11 17,696 26,364 27,606 20,848 28,593 30,529 32,606
Gains on disposal of PPE

Total Revenue (excluding capital 562549 562875| 636520 7294 756,133| 857,642 884,235 964,631
transfers and contributions)

Expend T
Employee related costs 70| es7s0| 2am322| 2e042|  20062) 265163 2874 303385
Remuneration of counciiors 10,269 8,584 8,957 9,952 9,320 9,291 9,941 10,637
Debl impaiment 97,678 40,241 41,676 21,826 18,223 641 19,306 10,579

| Deprediation & asset impaimment 73,494 90,431 82,953 82,285 81,507 85,912 110,551 125,444
Finance charges _ 8,448 9,977 10,566 9,928 7,704 12,405 7822 4,664
Bulk purchases | 62,752 " 75,803 86,506 99,546 120,006 128,057 139,135 166,649
Other malerials | 61,566 64,100 59,513 50,153 14,640 22,315 25,575 26,856
Contracted services 69,857 54,143 78.725 76,532 152,520 146,412 160,381 179,512
Transfers and subsidies 32,584 7,363 28,532 26,087 - - - E
Other expenditure 92,842 71,980 79,438 105,742 116,147 159,530 120,953 130,026
Loss on disposal of PPE 1,128 824 3 v

Total Expenditure 662,323 | 60o.195| 678,579 720092 750,130 | 956,506 877,388 | 958,049
rplus/{Defick) ©O.774) (46320  (420%)  28%2 6,003 1436 6,847 6,582
Transfers and subsidies - capital
{monetary allocations) (National
Provincial and District 147,495 376,564 353,637 336,70 366,079 300,944 283,918 342,707
1Tl SIS TR SULSRX y “ GajAtet
{monetary allocations) (National /
Provincial Deparimental Agencies,
Households, Non-profit Institutions, | 374,763 - - - - - - -
Transfers and subsidies - capital {in-kind - af}

Surplusi(Defict) after capital 422 484 330,244 311,578 39,5712 372,082 302,079 290,765 349,289

transfers & contributions
Taxation _

Surplus/(Deficit) after taxation i240h| B0204| ongie| es2| 08| 02079 20785| 3928
Aftributable to minorities _

Sumplus/(Deficit) attributable to 42484 330244 3MN578) 32 972082| 302079 280,785| 340,280

munie |

Surplus/(Deficlt) for the year [ 42z484| 300244| 3,578 3%0572| 372082 302,079| 290,765| 9289
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The overall operational revenue budget in the 2019/20 amounts to R 857.6 million and the
operational expenditure amounting to R 856.5 million.

Operations are thereby budgeted to achieve a net surplus of R 1.1 million for 2019/20;
R 6.8 million and R 6.5 million for 2020/21 and 2021/22 respectively.

The total surplus including capital transfers and contributions for 2019/20 amounts to
R 302 million; and the two indicative years amount to R 290.7 million and R 349.2 million for
2020/21 and 2021/22 respectively.

Operating Revenue Framework

The following budget principles and guidelines directly informed the compilation of the
2019/2020 MTREF:

As a base, for incremental budget items, the 2018/2019 Adjustment budget estimates
and targets, as well as the base line allocations contained in that adjustment budget
were adopted as the upper limits for the new baseline for the 2019/2020 budget;
Service level standards were used to inform the measurable performance objectives,
targets and backlog eradication;

That tariff increases must be affordable and be measured against the cost of bulk
water. It must be noted however that the proposed tariff is even with the bulk water
increase. Although tariffs need to remain or move towards being cost reflective a
balance should be created for affordable services to consumers at the same it should
take into account the need to address infrastructure backlogs and maintenance
therecf; and

That all grant funded projects will only be implemented provided that a written

confirmation in the form of Division of Revenue Act (“DORA") or otherwise is available
and gazetted.

e The District will primarily make use of conventional metering system.

With the downturn on the economy resulting in a burden to consumers, Service charges

tariffs are proposed to increase by 9.6%. An assessment of the consumer affordability of
tariffs was also considered.
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Operating income

a) Service Charges Revenue — Water

This budget relates to billing of consumers for water. The proposed budget on water service
charges amounts to a net of R 138.1 million (2018/19: R1 24.3 million). The cost of providing -
free basic services is budgeted at R 1.9 million netted off from water service charges
revenue. The basis of this calculation is the increase on tariff of charges by 9.6% and various
strategies in place to improve billing. The R 138.1 million is a net after adjusting for free basic
water services from operating expenditure classification to revenue classification, so as to
off-set the revenue as required by MFMA Circular 79: see below for as per the budget tables;

201920 Medium Term Revenue & Expenditure
Budget Year Budget Year +1 Budget Year +2
21920 ez

Description

140,11

This budget is fairly achievable, considering the 2017/18 audited AFS closed with a billing
amounting to R 130.2 million. Amongst various factors contributing to an improved billing is
data cleansing, performed on a continuous basis and has reaped great resuit. The District
cleaning its debt book through various mechanism, others which involves working with LM's,
This item will be further improved by the different mechanism of reading meter in an

advanced technological manner which increases efficiency and effectiveness while enhance
revenue.

b) Service Charges Revenue - Sanitation
The sewer service charges is budgeted to be R 40.6 million (2018/19: R 36.4m).

Cutrent Year 201819 201920 Medium Term Revenue & Expenciture |
Descsiption Original AMdjusted Budget Year |Budget Year +1| Budget Year 42
: _Budget Budget | 21920 202021 212
R thousand
Service s - sanitation revenus "
Total Service charges - sanitafon revenue 3,51 w2 45,03 54,091]
" Net Service charges - sanitstion revenue AN 36402 088] M8 48,825

iLembe District Municipality Draft MTREF — 2019/2020-2021/2022

Page 16




When compared to the 2018/19 budget year, the draft budget proposes comes with an
increase on this category by R 13.8 million and is attributable to the following:

e The 9.6% taniff increase on sewer charges.

e This amount is a net of free basic sewer services from operating expenditure.
classification to Revenue classification to comply with the MFMA circular.

« On this draft budget, the proposed budget is on property value based tariffs as per
Annexure B.

c) Rental of facilities and equipment

This item relates to hiring of the District's Auditorium to the public. The municipal entity
engage companies utilising their tunnels and it receives rental fees. The total provision on
this item is a consolidated R 128 thousand.

d) Interest Earned on external Investments
Interest on investments are budgeted at R 4.7 million (2018/19 R 10.1m). This refers to the
combination of monies invested by the municipality as well as its entity on various financial

institutions both on call and fixed investments deposit accounts as well as interest on
outstanding debtors.

The municipality currently has a fifteen (15) year loan commitment with ABSA amounting to
R 30 million which expires in May 2020. The loan is secured by a sinking fund investment
with ABSA currently valued at R27 million which will be utilized as part payment against the
loan capital amount. The purpose of this investment is to accumulate sufficient funds to
enable settling the capital amount of the loan at settlement date.

e) Interest earned on outstanding debtors

Interest on outstanding debt is proposed at R 35.7 million (R 32.5 million: 2018/19). Interest
on outstanding debtors is directly linked to the debtors’ book. During the 2018/19 financial
year, the debt book rose extremely. Considering such huge debt book mostly dominant by
the old debt, interest has been increasing simultaneously. It should be stressed that, the
current financial distress facing the country has negatively affected the level of collecting
revenue. This has a bearing on the consumers, however the municipality continuous
embarking on various plans and activities to improve the collection rate.
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f) Fines and Penalties

Fines and penalties is an item related to compliance/ non-compliance, for example illegal
connections, tampering fees. The provision on this item is R 723 thousand.

g) Agency Services

Revenue from agency budget amounts to R1.9 million. This category of item is in relation to
fees collected from concession fees.

h) Transfers Recognised — Operational

The transfers’ recognised Operational budget amounts to R 606.9 milion (2018/19: R
520.2m). The budget on this item is in line with the Division of Revenue Act, Gazette of 2019:

o

o

o o o0 o o O

R 516.5 Equitable share

R 53.4 million Department of Labour Grant

R 21 million MIG Operation for VIP toilets

R 2.4 million Rural asset management programme

R 10 million for Energy Efficiency and side management grant
R 2 million EPWP

R 1 million FMG

R 550 thousand for Development planning — shared service

i) Other Revenue

Other revenue budget amounts to R 28.5 million (2018/19: R 29.8m). The main items as per
supporting tables (SA1) tables are:

o 19.2 million is provided for the Nationat School’s Nutrition Programme.
o R 3.9 million for Private Developers Contribution.
o R 1.8 million for clearance certificates.
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Operating Expenditure Framework

in preparation of the 2019/20 — 2021/22 MTREF, the following were considered:
. Balanced budget constrains which means that operating expenditure should not

exceed operating revenue unless there are existing uncommitted cash-backed
reserves to fund any shortfall or 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,

. Strict adherence to the principle of “no project plans no budget”. If there is no
business plan thus no funding allocation can be made; and

) The implementation of austerity measures on municipal operational expenditure.

. There are limited number of items in the budget, the budget was partly based from
the adjustments budget amounts by effecting the CPI where applicable.

When compared to the adjusted budget, the increase on operational budget is R 106.3
million, and this reflects a 14% increase overall. This increase is mainly due to the
inflationary increase of 5.4% as per the MFMA Budget Circular no. 94, the bulk purchases
increase of 9.6% which was above CPI and the salary increase at average of 7%. The

2019/20 budget is constrained, therefore cost cutting measures should be applied when
during implementation.

a) Employee related cost

The consolidated employee related cost is budget at R 265.1 million (2018: R 229 million).
Employee costs are within the threshold as required on Circular 71, sitting at 31%. Average
estimated percentage increase applied is 6.5% as per the Signed Salary and Wage
Collective Agreement. Furthermore this budget has a provision for vacant posts that were

planned during the 2018/19 financial year which forms part of the last staff establishment
review process.

b) Remuneration of councillors.

This item is budgeted at R 9.2 million (2018/19: R 9.9 million). This budget has already
considered the Gazette on Determination of Upper Limits December 2018 and has resulited

on an increase of 4% according to different salary bands of councillors. The gazette was
implemented from December 2018 as per Council’'s approval.
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c) Repairs and Maintenance (Other Materials)

Repairs and maintenance is budgeted at R 69 million (2018/19: R 36.1 miffion). On this this
budget, the scheduied maintenance will be limited and focus given to the critical
maintenance. In terms of Municipal Budgeting and Reporting Regulations, operational
repairs and maintenance is not considered a direct expenditure driver, but an outcome of
other expenditures such as remuneration, purchases of materials and contracted services.
The other materials amounts to R 22.3 million and forms part of the R 69.2 million split into
contracted services and other materials.

The district is aware of the need to budget for repairs and maintenance according to the
acceptable National Treasury guidelines of 8% of the total PPE. The provision is currently
below norm (2.2%) . Considering the aforementioned financial challenges, hence only R 69
million could be afforded on the operational budget, however when the capital expenditure
on renewal of existing assets is considered the percentage comes to 4% whereby the
replacement/refurbishment costs are to replace/refurbish aged pipelines and pumps. Table
AQ, the budget provision for the renewal of assets may seem low compared to that required

on MFMA circular No. 55, however the capital budget also addresses the refurbishment of
old water infrastructure.

d) Debt Impairment

A proposed provision for bad debts totals to R 26.4 million (2018/19: 19.2 million). Whilst this
expenditure is 2 non-cash flow item, it informs the total cost associated with rendering the
services of the municipality, as well as the municipality’s realistically anticipated revenue.
This is in compliance with GRAP requirements. The bad debt provision has been calculated
based on the 85% revenue collection rate that is budgeted for in the 2019/20 financial year.

¢) Depreciation & Asset impairment

A proposed provision for depreciation, amortisation and asset impairment of about R 85.9
million is informed by the Fixed Asset Policy of the District. The provision on this item is as
per the implementation of GRAP 17 accounting standard which must be complied with. It
should also be noted that this item is a provisional amount.

f) Finance Charges
Finance charges consists primarily the repayment of interest on long-term borrowings and
interest charged on vehicles will be acquired through an instalment lease contract and is set
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at R 12.4 million. This refers to the interest paid on loans in line with loan agreements that
exist, as waell as the lease agreement that the municipality will enter into and which has to be
accounted as finance leases as per GRAP standards.

The municipality currently has a fifteen (15) year loan commitment with ABSA amounting to
R 30 million which expires in May 2020. The loan is secured by a sinking fund investment
with ABSA currently valued at R26.7 million which will be utilized as part payment against the
loan capital amount at the end of the contract. The purpose of this investment is to

accumulate sufficient funds to enable settling the capital amount of the loan at settlement
date.

g) Bulk Purchases

The budget for bulk purchases is appropriated at R 129 million (2018/19: R 120 million).
When compared with the adjusted budget 2019/20 reflecting a 9.6%.

The bulk purchase budget provision is based on the proposed tariff increase of 9.6% from
Umngeni Water. This has a negative impact in the cost of bulk water supply, particularly the
purchasing of water from Umgeni Water is escalating beyond affordability.

With this high bulk purchases, the municipality is required to maintain affordability to
municipal services while keeping the tariffs reflective of costs. The municipalities has to
adopt a tariff setting methodology that achieves an appropriate balance between the
interests of poor households and other customers while ensuring financial sustainability of

the municipality. With this consideration, the service of charges tariff increase is 9.6% which
does not break even.

Capital Unit Charges

In the 2018/19 financial year iLembe District Municipality resolved to commence with
repayments towards the capital unit charges towards the Spring Grove Dam and budget
provision was accordingly made. The Municipality is presently waiting for the agreement from
the Department of water and sanitation to conclude on the matter and commence with
repayment of the capital unit charges. Payment cannot be made in the absence of a signed
agreement. The matter is being regularly followed up. The provision is made in this budget
and will also be provided for in future estimates to continue paying off the capital unit

charges.
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h) Contracted Services

This item is budgeted at R 146.4 million. All existing contracts have been provided for on the
budget. Table SA1 provides a list of all contracted services i.8. security services, plant hire,
vehicle hire, printing rentals, etc. This refers to all contracted services to other parties that
provide services on behalf of the district and its entity. Furthermore this category includes
contracted services for handling repairs and maintenance.

Repairs and maintenance — R 60.7 million

Repairs and maintenance — municipal entity R 11.5 million
Hire for Water distribution R 12.5 million

Grant funded VIP toilets — R 18.2 million

Security — R 27.3 million

Energy Efficiency and Demand Side management grant programme — R 8
million

o o0 0 o 0 ©

o And various contracted services.
it should be noted that the adjustment on contracted services (Table A4) appears higher than

the actual adjustment, this is caused by the alignment of MSCOA, as a result the final A4
table on contracted services shows a budget amounting to R 146.5 million.

i) General expenses

The proposed budget allocation for other expenses amounts to R 159.5 million. The increase
is mainly attributable to the inflationary increase and Enterprise iLembe’s operating
expenditure. A detailed breakdown of this cost can be viewed from the supporting Table
SA1.The main items on this category are:

o R 65. 9 million relating to Enterprise llembe District Municipality other
expenditure, this item includes training budget dedicated to unemployed
youth, funded by the department of Labour.

o R 13 million - Fuel and oil

R 21.9 million for electricity

R 2 million for proper functioning of communication in the district.

R 3.7 million for various youth and sports related items.

R 537 thousand under special programmes

R 5.3 million plant hire

o]

o]

o o o ©O

Other various items
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j) Surplus/Deficit
The adjusted budget shows a surplus of R 1.3 million. Furthermore, the operational
expenditure includes non-cash items to the amount of R 112.3 million, which leaves a
surplus of R 131.3 million when these items are added back. The non-cash items pertains to:
 Depreciation and asset impairment - R 85.9 million
¢ Debt Impairment - R 26.4 miliion

« Free basic services, which is treated as revenue forgone - R 6.2 million

Although this may seem to be available surplus it does not consider creditors from prior year,
but will however cater to funding internally generated capital budget.

It must be noted that, the surplus do not resolve the cashflow and liquidity position
challenges that the municipality is currently facing. Although there has been an improvement
from the past two years since the municipality went through the financial constraint. Caution
should be exercised and Council should continue to striving for an increase in the operating
surplus to ensure financial and service delivery sustainability.

Municipal Standard Chart of Accounts (mSCOA)

A quarterly report is submitted to Council, EXCO and Manco meetings. The District
Municipality complied with the deadline set as per the Municipal Standard Chart of
Accountants regulations, being 1 July 2017. There is a continuous monthly and quarterly
reporting in terms of datastrings. The municipal entity successfully migrated into the same

financial system the District is using as per the requirements of GRAP. Reports on progress
are submitted to Council on a quarterly basis.

The Existing Tariff Structure and Operating Revenue
Tariff-setting is a pivotal and strategic part of the compilation of any municipal budget. When
tariffs and other charges were revised, local economic conditions, input costs and

affordability of services were taken into account to ensure financial sustainability of the
District.

National Treasury continues to encourage municipalities to keep increases in tariffs for
trading services and charges for other municipal own revenue sources within the parameters
of the country's inflation rate. However, municipalites must justify in their budget
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documentation all increases in excess of the upper boundary of the South African Reserve
Bank’s inflation target. The municipality will base its tariff from the proposed tariff increases
of 9.6% from Umgeni Water. The bulk water tariff is way beyond the CPl and this seems
unaffordable to the District, this will however not be passed on to consumers. A letter was

submitted to Umngeni on the draft bulk tariff increase as this unaffordable to both the District
and end consumers.

It must also be noted that the consumer price index “CPP’, is not a good measure of the
cost increases of goods and services relevant to municipalities. The basket of goods
and services utilised for the calculation of the CPI consists of items such as food, petrol, and
medical services, whereas the cost drivers of a municipality are informed by items such as

the cost of remuneration, bulk purchases of water and electricity, plumbing/construction
material, chemicals etc.

The current challenge facing the District is to manage the gap between cost drivers and
tariffs Iévied. Any shortfall must be made up by either operational efficiencies or service
level reductions. Within this framework, the District has undertaken the tariff setting process
relating to service charges as follows:

Sale of Water and Impact of Tariff Increases

Erom time to time, the country faces water shortages and unstable electicity. All
municipalities face challenges with regard to water supply and electricity. As a result of that,
the Nationa! Treasury encourage municipalities to carefully review the level and structure of
their water tariffs. This will ensure that:

« Water tariffs are cost reflective and they include the cost of maintaining and
renewal of purification plants, water networks and the cost associated with
reticulation expansion;

e Water tariffs are structured to protect basic levels of service and ensure the
provision of free water to the poorest of the poor;

e That water tariffs are designed to encourage efficient and sustainable
consumption;

o That water supplied is clean and drinkable.

Better maintenance of infrastructure, new reservoirs construction, expanded reticulation and

cost reflective tariffs to ensure that the supply of water challenges are managed in future to
ensure sustainability.
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The NERSA document proposes a 13.87% per cent guideline increase for municipal
electricity tariffs for 2019/20. The tariff increase for municipalities is 15.63 per cent. That is a
further increase that has and impose a negative impact on the supply of water as water
purification plants, reservoirs, water networks and distribution relies heavily on electricity.

Furthermore . National Treasury advised, municipalities must adopt a tariff setting
methodology that achieves an appropriate balance between the interests of poor households
and other customers while ensuring financial sustainability of the municipality.

In view of the above and other outlined challenges the municipality is proposing a 9.6%

normal increase and a cost reflective increase of 0%, effective from the 1=t of July 2019 to
June 2020.

Cost Reflective Tariffs

Circular 70 requires municipalities to use cost reflecfive tariffs in billing their customers. The
District complied with the said circular from which the year of its first implementation was
2014/15 up to 2016/17. In the current MTREF budget, the District has not imposed the cost
reflective element on the tariff increase. This however burdens the sustainability of the
municipality more on maintenance of infrastructure.

Sanitation and Impact of Tariff Increases
A tariff of 9.6 per cent for sanitation effective from 1 July 2019 is proposed. This is based on
property valuation from local municipalities, namely, KwaDukuza, Mandeni, Ndwedwe &
Maphumulo Municipality’s valuation roll. It should be noted that bulk purchases costs
contribute significant portion of input as well as electricity on waste water treatment input
costs than the CPI. Additional factors also contribute to the proposed tariff increase:

¢ Based on property valuation from local municipalities

¢ Free sanitation will be applicable to registered indigents and the total revenue

anticipated in rendering this service amounts to R 4.3 million.

Although the District Municipality does not have control over the valuation as the document is

maintained and implemented by local municipalities, it was resolved that this basis of
calculation should be on property valuation.
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In view of the above assumptions, deliberations and observations, it is proposed that the

District's tariff and other charges be increased as follows and be advertised to the general
public for comments:

‘Water charges : ) | _ - 9.6% |
Sewer charges _ ' _ - 9.6%
Miscellaneous tariffs . Various (not exceeding 9.6%)
Cost Reflective portion of the tariff 0%
increase - 1)

1.4 The following annual budget tables have been populated and are annexed to this

item
as Annexure A

Table A2: Budgeted Financial Performance (Revenue and Expenditure by standard
classification)

Table A3: Budgeted Financial Performance (Revenue and Expenditure by municipal
vote)

Table A4: Budgeted Financial Performance (Revenue and Expenditure)

Table A5: Budgeted Capital Expenditure by Vote, Standard Classification & Funding
Source)

Table A6: Budgeted Financial Position
Table A7: Budgeted Cash Flow

Table A8: Cash backed reservesfaccumulated surplus recongiliation
Table A9: Asset Management

Table A10:; Basic service delivery measurement
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PART 2 — SUPPORTING DOCUMENTS

21

Overview of the annual budget process with Integrated Development Plan

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 budgset. 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 as well as the chair of the Finance Portfolio Committee, under the
chairpersonship of the Mayor.

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

« 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 IDM'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

o That the various spending priorities of the different municipal departments are
properly valuated and prioritised in the allocation of resources.

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
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2.3

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.

Local priorities were identified as part of the IDP review process which is directly aligned to

that of the national and provingcial priorities. The key performance areas can be summarised
as follows against the five strategic objectives:

o Provision of quality basic services and infrastructure,
s Economic growth and development that leads to sustainable job creation
» Fight poverty and build clean, healthy, safe and sustainable communities

e Foster participatory democracy and Batho Pele principles through a caring,
accessible and accountable service

« Promote sound governance

The 2018/19 budget is linked to the IDP as the review was an aligned process of the budget
as per the budget timetable as approved by Council in August 2017. This has then been

translated to the plan of the municipality for the year, i.e. the service delivery and budget
implementation plan.

An amendment of the Municipal Property Rates Regulations as published in Government
Notice 363 of 27 March 2009, was announced in Government Gazette 33016 on 12 March
2010. The ratios as prescribed in the Regulations have been complied with.

Measurable Performance Objectives

The performance objectives of the significant revenue streams of the District are
recommended as follows:

Water sales Collection ratio in excess of 85%
Sewer charges Collection ratio in excess of 85%
Miscellaneous tariffs Collection ratio in excess of 85%

|
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24 Overview of the Budget Related Policies
The following budget related policies are applicable to the 2019/20 budget process. Policies
are reviewed in the current financial year's 2018/19 budget process, however after tabling of

the draft budget, the policies will be circulated for deliberation. The policies applicable for the
2019/20 financial year are as follows:

o Tariff policy

* Fixed Assets Management Policy

+ Banking, Cash Management & Investments Policy

+ Inventory Management Policy

¢ Indigent Management Policy

¢ Petty Cash Policy

e Credit Control & Debt Collection Policy

¢ Supply Chain Management Policy

¢ Virement Policy

* Unauthorized, lrregular, Fruitless & Wasteful Expenditure
Policy

o Budget Policy

¢ Customer Care and Management Policy

¢ Borrowing Policy

¢ Funding and Reserves Policy

+ Long Term Financial Planning

+ Infrastructure, investments and Capital Projects

» Austerity Measures Policy

¢ Accounts Payable Paolicy

+ Payroll Policy

Listed below is a brief description of the budget-related policies. The policies are attached
thereto.

2.4.1 Supply Chain Management Policy

The comprehensive Supply Chain Management Policy governs, inter alia, the procurement
of goods and services; disposal of goods and selecting contractors to aid the Municipality in
service delivery. This policy sets out the procedures that must be followed for the above
activities in order to comply with all relevant legislation effectively.
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2.4.2 Fixed Asset Management Policy
The Fixed Asset Management Policy governs the acquisition, utilisation, control,
maintenance and disposal of assets of IDM. This policy ensures that assets are managed in

an economical, effective and efficient manner throughout their life cycles, to achieve the
maximum level of service.

2.4.3. Credit Control & Debt Collection Policy

The Credit Control & Debt Collection Policy, adopted by Council, focuses on all outstanding
debt and aims to promote a cuiture of good payment habits amongst debtors. Debtors have
a responsibility towards the payment of their accounts. This policy implements an
appropriate, innovative system of debt collection, which is also cost-effective. The aim of this
policy is to ensure that debt is collected in the shortest possible time, without any
interference in the process, thereby reducing all municipal debt.

The Credit Control & Debt Collection Policy ensures a sensitive, transparent and equitable
approach to debt recovery. It prescribes methods to effectively and efficiently deal with those

who default on payments, whilst taking indigent consumers into consideration and keeping
costs to a minimum.

2.44 Funding & Reserves Policy
The Funding & Reserves Policy is aimed at ensuring that the IDM procures sufficient and
cost-effective funding to achieve its capital expenditure objectives in an optimum manner.

This policy must be adhered to in the procurement of funding, whilst considering the maturity
profile of IDM's assets and liabilities.

This policy sets out the assumptions and methodology for estimating:
e Revenue,

« Revenue that will not be collected;
e Proceeds from the disposal of assets;
s Proceeds from borrowings; and

o Funds to be set aside in Reserves (excluding Reserves held in order to comply with
GRAP standards)
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2.4.5 Cash Management & investment Policy
The Investment & Cash Management Policy ensures that all investments are made in an
effective and efficient manner and generate the best return for IDM. This policy ensures that

all investments made take into account the preservation and safety of the principal and
appropriate liquidity. '

2.46 Virement Policy

The Virement Policy is in place to ensure good budgeting practice, effective financial
management and improved budgetary controls. This policy establishes a framework for
managers to administer their budgets successfully and remain within limitations.

2.4.7 Long Term Financial Planning
A policy has been developed on the Long term financial planning of the Municipality to

achieve IDM's 2027 vision. Council reviews all budget-related policies annually. These
policies are in compliance with all relevant legislation.

2.4.8 Indigent Management Policy

The Indigent Policy ensures that basic services are provided by IDM to all indigent members
of its community in a sustainable manner, within the Councii’s financial capacity. Indigent
households, in terms of this policy, qualify for free basic water (6kl) and sewer. All conditions
stated in this policy must be met before a household may be registered as “indigent”.
Households are required to formally apply for relief and must register each year for indigent
support. The prescribed documentation is available from IDM Offices. IDM currently has

revenue desks to also assist with the process of registration; this is also bone at municipal
offices.

2.4.9 Tariff Policy

The Tariff Policy is the policy for levying fees; rates or taxes for the municipal services
provided by IDM. Tariff calculations are based on the nature of the service provided and treat
all users of municipal services equally, by ensuring that consumers pay in proportion to the
amount of services consumed. This policy covers the Tariff Determination Process and also
the Classification and Pricing Strategies of Services. It highlights the fact that all proposed

tariffs are presented to the community of during the Council’s consultation process in respect
of the MTREF. The aims of this policy are:

0 To promote local economic development’ growth and competiveness
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0O to cater for the indigent households whilst keeping rates affordable
0 to ensure financial sustainability of service delivery

This Policy complies with the MSA.

2.4.10 Borrowing Policy
The Borrowings Policy establishes a framework for incurring debt. It must be noted, however,
that IDM does not raise any short-term debt. The guidelines provided in this policy ensure

that IDM adheres to all statutory requirements regarding long-term debt. This policy aims to
obtain funds at the lowest possible interest rates, and with minimum risk.

2.4.11 Budget Policy

The Budget Policy sets out the principles followed by IDM in drafting the MTREF. This policy
covers the responsibilities of the Mayor; the MM; the CFO and other senior managers in
preparing the MTREF. The operating and capital budget; budget funding; budget transfers;
unavoidable expenditure and the budget preparation process are covered extensively.

2.4.12 Infrastructure, Investments & Capital Projects

This policy deals with investments in Infrastructure and Capital Projects to address the

backlogs in service delivery as well as to promote economic growth within iLembe and
surroundings.

2.4.13 Inventory Management Policy
The policy aims to achieve the following objectives which are to:-

a) Provide guidelines that employees of the Municipality must follow in the
management and control of inventory, including safeguarding and disposal of
inventory.

b) Procure inventory in line with the established procurement principles
contained in the Municipality’s Supply Chain Management Policy.

c) Eliminate any potential misuse of inventory and possible theft.

2.4.14 Petty Cash Policy

This policy aims to regulate the use of Petty Cash Float within IDM and to ensure that in

disbursing petty cash funds the Municipality is within the ambit of Municipal Finance
Management Act (MFMA).
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2.4.15 Unauthorized, Irregular, Fruitiess & Wasteful Expenditure Policy
The objectives of this policy includes amongst other things:
(a) Emphasising the accountability of employees ;
(b) Ensuring that employees have a clear and comprehensive understanding of the
" procedures they must follow when dealing with unauthorised, irregular or fruitless
and wasteful expenditure;
(c) Ensuring that resources made available to employees are utilised efficiently,
effectively, economically and for authorised official purposes;
(d) Ensuring that the Municipality’s resources are managed in compliance with the
MFMA, the Municipal Regulations and other relevant legislation,

(e) Ensure that irregular, unauthorised or fruitless and wasteful expenditure is
detected, processed, recorded, and reported timeously.

2.4.16 Customer Care & Management Policy

Through this policy the municipality’s aim is to ensure that a customer will be able to contact
the municipality conveniently and will be treated courteously, promptly and fairly. The

customer will receive a clear response to any service request or enquiry within a stated
period of time.

2.4.17 Austerity Measures Policy

The aim of this policy is to prescribe cost containment measures for iLembe District
Municipality in line with Treasury Instruction 01 of 2013.

2.4.18 Accounts Payables Policy

This policy is aimed at prescribing a process to be followed for the control and processing of
all payments in terms of the Municipal Finance Management Act, Act no 56 of 2003.
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25 Budget Assumptions

In the compilation of this draft budget, the following influencing factors were considerexd:

Normal inflationary increases and pressures,

That the budget is zero based, incremental and programme based;

‘Inflation is 5.2 % for the 2019/2020, 5.4% and 5.4% for 2020/21 and 2021/2022

respectively.

An estimated as average for salary increase of 6.5% as per the Salary and Wage
Collective Agreement.

That there will be no changes to the powers and functions of the District during
2019/2020 financial year;

That estimated 85 % of revenue budgeted for will be collected;

That all DORA allocations will be received during the 2019/2020 budget year.,
Increase to Tariff of charges by 9.6%

That the austerity measures implementation will still be in operation in the medium
term.

An annual increase of 9.6% from Umgeni Water.

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

National Treasury’s guidelines and macroeconomic policy;

Growth in the District and continued economic development;

Efficient revenue management, which aims to ensure 85% annual collection rate for
key service charges;

Achievement of full cost recovery of specific user charges especially in relation to
trading services;

Determining the tariff escalation rate by establishing /calculating the revenue
requirement of each service; and

Calculation and determination of cost reflective tariffs.

The iLembe District municipality’s indigent Policy and rendering of free basic service;
and tariff policies of the District.
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26  Overview of Budget Funding
DC29 iLembe - Table A7 Consolidated Budgeted Cash Flows
Description |_2017/18 | Current Year 2018119 | 2019/20 Medium Term Revenue &
Budget | Budget | Budget
R thousand ::t:::nde gl::lg‘:tl A;i":';t:td Year Year +1 | Year+2
2019/20 | 2020/21 | 2021/22
CASH FLOW FROM OPERATING ACTIVITIES |
Recelpts
__Property rates - - - -
Service charges 132829 123678 | 137,883 150911 | 166,002| 182,602
Other revenue — 30,210 29,848 31,136 32,678 34,064
‘Government - operating 502,725 | 509,101 518,901 | 645116 644,466| 707273
Government - capital 332,603 336,720 350,299 ( 296,596 | 271,475| 352918
Interest 8.360 11,882 10,183 35073| 38548 42369
Dividends - - - -
Payments
Suppliers and employees (528,560)| (595,732) (709,954) (770,317)| (753,687)| (795,200)
Finance charges : {10,566)  (9.928)  (7.704) (12,403)]  {9,906) (10,102)
Transfers and Grants (26,087} - - - -
NET CASH FROM/USED) OPERATING _ 437,201 | 379,844 | 329456 | 376,113 389,576 [ 513923
CASH FLOWS FROM INVESTING ACTIVITIES
Receipts
Proceeds on disposal of PPE - - - - -
Decrease (increase) in non-cument debtors - - = - -
Decrease (increase) other non-cument receivables 67,395 67,395 80294 | 859141 91928
Decrease (increase) in non-curentinve:  (1,477)]  (2,008)]  (2,008); 27,146 - -
Payments
Capital assets (338,963)] (301,154)] (394,023) (329,838)| (272,062)| (388,960)
NET CASH FROM/USED) INVESTING A (340,440)] (235,767) (328,636)| (222,398)| (186,148)] (297,032)
CASH FLOWS FROM FINANCING ACTIVITIES
Receipts i
Short term loans - - -
Bomrowing long temv/refinancing  ~~ (17,313) = - -
Increase (decrease) in consumer deposits - - L -
Payments _
Repayment of borrowing (10,020)] (25.283);  (4,989) (652,851) (24,648)| (26576)
NET CASH FROM/USED) FINANCING #  (27,334)  (25,283)]  (4,989)| (52,851)] (24,648)| (26,576)
NET INCREASE/ (DECREASE) INCASH 69,518 | 118,793 (4,170)) 100864 | 178779| 190,316
Cash/cash equivalents at the year begif ~ 6,206 | 55670 | 75814 73126 | 173990 | 352770
Cash/cash equivalents at the year end: 75814 174463| 71,644 | 173990 352,770 | 543,085

m
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The budget is funded out of a number of revenue sources, which includes grants, water and

sanitation service charges, investment income and other miscellaneous revenue. This can
be viewed in more detail on table A4.

Section 17 and 18 of the MFMA legislates how a municipal budget shouid be funded.
Additionally, MFMA Circular 42 — Funding a Municipal budget requires an alignment of the

budget and cash backed reserves/ accumulated surplus to ensure that the budget is
appropriately funded.

it should be noted that the District highly reliant on grant funding. The capital budget will be
funded through three funding sources:

o Own Funding — Council

o Grant Funding (National and Provincial)
o Borrowings

Funding of the tabled budget has taken into account the requirements of section 18 of the

MFMA Act no. 53 of 2003. The capitat budget is however not funded through the cash
backed reserves.

The revenue generation projection was re-calculated using the 9.6% increase on tariffs and

the actual service charges revenue as at 28 February 2019 which is the latest actual revenue
in the current financial year.

The current cash flow projections are a depiction of the previous two years which was
estimated that the cash position will eventually pick up (in the two upcoming years). The
progress to an improved funding has been positive with a trend of downslope in between,
however the level of spending slightly moved from the cost containment measures and that
has resulted in the extension of financial recovery. However, based on the provided A

schedules the District's budget is funded. Further details can also be viewed from Table A8
and supporting Table SA10.

As a measure to the severe cash strain, the municipality will continue to implement its
Revenue enhancement strategy in place to improve the revenue collection. The assumption

of 85% collection rate. This calculation is based on the current strategies in place and
decisions taken to align such. '
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Cash Flow

The tabled budget year end cash balance is estimated at R 173.9 million by the end of the
2019/2020, R 352.7 million and R 543 million. As mentioned above, the current cash further
cashflow analysis could be obtained from table A7. With all assumptions above and analysis
made from the current financial year and the audited outcome, the draft budget is funded.

2.7 Expenditure on Grants and Reconciliations of Unspent Funds
An amount of R 907.9 mitlion will be secured through grant funding from National inclusive of

MIG and WSIG, and Regional Bulk infrastructure Grant. Grants allocated as per the DoRA
can be viewed on SA19.
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rting Table SA19 Expenditure on transfers and grant programme ' 1 =]

2017118 Curent Year 2018119 2019120 Medium Term Revenue &
Audited | Orlginal | Adjusted | Ful Year | SV0et 3::9:: 3:'3
Outcome | Budget | Budget | Forecast | ,oemn | 202021 | 2011
Haﬁonnl Govemment. 441,250 | 508,401 | 518357 518,357 | 606.405) €10.219] 664,550
Local Govemment Equitable Share 4197341 468670| 460,670 483670| 516503) 566725| 623,405
~ Finance Management 1250 1,000 1,000 1,000 1,000 100) 4,000
Water Services Operating Subsidy fin : i
Rural Transport Services and Infrastructure 2,266 - 22711 2,711 2408 _2,494_ 2,865
Energy Efficiency and Demand Management 7,000 7.000 700!  10000! 15000} 10,000
EPWP OPERATING PROJECTS 1,731 Tl 1 731 2,019 3
WSIG OPERARING Funded (VIP TOLETS) 5 __
MIG OPERATING Funded ( VIP TOLETS) 18000 300001 21350| 2 150 210001 25000} 27,500
 RASET PROGRAMME - OPEX 2800 2,800 - s
SIBHUDU CAVES AND KWASHUSHU HOTSPRING 12000 1200 = = .
" CORRIDOR DEVELOPMENT PROGRAMME __ 10001 1000 - 3 i
““"SIBHUDU CAVES AND KWASHUSHU HOTSPRING - MAP CONTRIBUTION 350 350 - 2 -
DEPT OF LABOUR UIF GRANT 1485 1185] 53477 o -
KZN COGTA GRANT -Wi_Fi, Blomass, Mini Factories 10,000 [ 10,000 3 £
Provincial Govemment: - - - - 550 550 00
_Development Planning Shared Services - COGTA 550 550 800
Eivironm_ental Management Framework
~ Municipal Govemance & Admin
District Municipaiity: = - - - - _ -
finsert description]
Other grant providers: - 700 T00 T00 - - -
Maphumudo itergrated Energy Grant 700 700 700 = e e
Total operating expenditure of Transfers and Grants: 441250| 509101 519,057 | 519,057 | 606955| 610,769] 685,190
8 2l o n 'nd = - - - i L - SR
National Government: o 302626 | 336720 351499| 351408 | 300944] 203918 342707
Municipal Infrastructure Grant (MIG) 178126 | 158503 | 167.353| 167,353 | 171586 178,918} 192,707
Rural Transport Services and Infrasbructurs 2,21
" Reglonal Bulk Infrastructure 145000 75446| 754461 754467 35000| 30,000] 70,000
" Energy Effiency and Demand Side Management Grant 6,000 - ;
- WSIG ] 62500| 100,500| 100500 [ 100500 90,0007 75,000{ 80,000
" RASET PROGRAMME - CAPEX 2200f 2200 o3 SR ¥
MASSIFICATION _ 8000[ 6000 = % ::
YEP GRANT PROJECT [ 48 = A
EPWP 1,000
Provincial Govemnment: - - - oo T - - -
District Municipality: - - - - - - -
Other grant providers: e - = 18 =1 -
Total capital expenditure of Transfers and Grants 302,626| 336,720| 351,499 | 351499 | 300944 203,918 | 342,707
TOTAL EXPENDITURE OF TRANSFERS AND GRANTS 833876 845821 670556 | 670556 | 907608 894,687 | 1,007,807

These grant will be spent this financial year for the purposes outlined in the memorandum of
agreements and as set out in DoRA and includes DoRA allocations. Further details can be

obtained on budgetary line items as disclosed in budget supporting documentation
supporting table SA18, 19, and 20.
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2.8

2.9

2.10

2.11

Allocations of grants made by the Municipality
The budget related to funds made by the municipality amounts to R 18.2 million. Projects

funded through this relate to the construction of VIP toilets in the Maphumulo, Mandeni and
Ndwedwe areas.

Councilor and board member allowances and employee benefits

The consolidated employee related cost is budget at R 265.1 miltion (2019: R 229 million).
Employee costs are within the threshold as required on Circular 71, sitting at 31%. Average
estimated percentage increase applied is 6.5% as per the Salary and Wage Collective
Agreement. Furthermore the budget includes provision for vacant posts due to replacements
from the posts identified during the staff establishment review. As part of the financial
turnaround strategy, not all vacant posts will be filled

Service Delivery & Budget Implementation Plan (SDBIP)
The Draft Service Delivery and Budget Implementation will be tabled at Council 28 days after

the budget has been tabled, in accordance with the requirements of the Municipal Finance
Management Act.

Capital Expenditure Details
The proposed capital budget reflects a total amount of R 343.6 million in the 2019/20
financial year; R 254.5 million and R 305.9 million for 2020/21 and 2021/22 respectively

(excluding VAT) representing all categories identified as priority areas for capital
expenditure during the review of the 2018-2022 iDP.

The Total capital budget for the entire MTREF amounts {o R 904 million.
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Vot Description 201516 | 2016117 | 201748 | Current Year 2018119 | 2019/20 Medium Term Revenue &
R Audited | Audited | Audited | Original | Adjusted )Budget Year Budgo!leBudgale
fonsand Outcome | Outcome | Outcome | Budget | Budget | 201920 | +12020:21 | +22021/22
26,104 11,558 8216| 68784| 71,294] 67,563 6,653 6,904
" Finance and adminisiration _ 1806] 14558 6216| 68764| 7124} 67,563 6663l 6904
intemal audt 4298
Community and public safety - - - 1,000 1680 -
Community and social services 400 180 -
‘Sport and recreation
Publicsalety
| Housing i
Health 600
Economic and environmental 8 - - - 1,975 4,375 4131
Planning and development - 4375 4,131 s
~ Road transport ] 1,975 :
Environmental protection : ; ;
| Trading services atasi0| 3s0812| 200941 202584 318,173 271910 247885 200,006
| _ Energy sources . b =

“Water management daosa| amsa0| ma2ee| wes| 22260 181958|  ssgesi 20242

Waste water management 30,657 25,603 26,698 54,657 45893 89,951 81,017 76,764
Waste management ' '

Other &
Total Capital Expenditure - Functid 500714 | 362,370 306,157 | 384303) 304023] 343603 2545381 305,010
Funded by: y

" NationalGovemment | 340736 234173| 304204 202800 2%521 261,690 |  246,885| 208,006

Provincial Govemment 7,130 el e
District Municipalty ] Pt E

~_ Other transfers and grants 4,320 - 12,678 - 15y P

Transfors recognised -capital | 349,736 238,494] 304.204| 262800| 318,330 261690 | 246,885 298,006

Borrowing | 15310f 108730 63,149 63.449| 63,149 2,000 2,000

n nerated funds _ 25668| 14146 1,953 8354| 12545] 18764 5,653 5,904
Total Capltal Funding 500,714|  362,370| 306,157 | 364,303] 304023| 343603| 254538| 305910

The proposed budget focuses on the expansion and refurbishment of infrastructure in order
to ensure the District is able to deliver services in a timely manner while creating job
opportunities. Eighty percent (79%) of the capital budget is set aside for service delivery
objective under trading services amounting to R 271.9 miilion. Govermmance and Admin has
been allocated 20% of the total capital budget. Twenty eight percent (28.3%) is allocated to
Renewal and upgrading of Existing Assets as % of total capex while seventy two (72%) is

allocated towards construction of new assets. It should be noted however that majority of
these infrastructure projects are multi-year.
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Trading Services Projects are divided into the following categories:

Water Services

A total of R 171 million has been budgeted for the construction water infrastructure, of which
R 84 million is for refurbishment of water services assets. Table A9 On budget schedules
breaks down expenditure into refurbishment of the existing assets and new assets. All local

municipal areas will benefit from this provision. Renewal of water infrastructure projects
amount to R 87 million.

Water Waste Management

A total of R 88.8 million has been provided on the capital budget to refurbish the existing
assets as well as construction of new waste water assets. As the old infrastructure ages,
there is a demand for provision of more funding to renew the infrastructure in ensuring

continued service delivery. This is done through repairs under operational budget and
refurbishment through the capital budget.

A detailed breakdown of capital projects could be viewed on SA 35. Supporting schedules

SA6 provides a breakdown of an alignment to the District's IDP strategic objectives against
the proposed budget.

Capital Budget Funding

National Grant Funding

Total grant allocation on the Division of Revenue Allocation for the 2019/20 MTREF capital
projects amounts to R 300.9 milion. The allocation provided in the Regional Bulk
infrastructure Grant amounts to R 35 million excl. vat, it remains a multiyear project. Included
in the total grant allocation is (projects are on table SA37- detailed capital budget):

o Municipal Infrastructure Grant R 171.5 million

o Water Service Infrastructure Grant R 90 million,

o Youth Empowerment Programme R 4.3 million

Internally generated Funding
The projects on this funding amounts to R 18.7 million, budget as previously mentioned in
order to ensure the budget is funded while also ensuring sustained service delivery. The

increase is aftributable to the ICT compulsory project, Technical services related to Umvoti
Water works refurbishment and Sundumbili pumpstation.
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Borrowings

This source is funding is allocated for the purchase of municipal fieet. The Wesbank fleet
lease agreement ended in 2017/18 financial year, as a result it was resolved that an
instalment sale agreement was to be entered into. An amount of R 63.1 miillion is hereby

appropriated in the capital budget. This budget is rebudgeted in the new financial year due to
the lengthy bidding process.

The Total Expenditure for 2020 is as follows:

R ‘000

OPERATIONAL EXPENDITURE 856,506
CAPITAL EXPENDITURE 343,303
TOTAL 1,199,908

The District’s consolidated expenditure budget amounts to R 1.2 billion in the 2019/20 budget year.

2.13 Contracts having future budgetary implications

The municipality currently has a contract with Siza Water, which is a 30 year agreement. This
has been reflected accordingly on supporting table SA33.

Contracted Services

An amount for contracted services of about R 146.4 million is proposed. The budget for this
item has resulted in a decrease that forms part of the intervention to contain costs in order to

respond to the current financial challenges. A breakdown of all the contracted services can
be viewed on the supporting table SA1.
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2.14 Other Supporting Documents

The following supporting schedules have been populated (where applicable) and are
annexed hereto:

SA1: Supporting Detail to Budgeted Financial Performance

SA2: Matrik Financial Performance Budget (revenue source/expenditure type and dept.)'
SA3: Supporting detail to Budgeted Financial Position

SA4: Reconciliation of IDP, Strategic Objectives and Budget (Revenue)

SAS5: Reconciliation of IDP, Strategic Objectives and Budget (Operating Expenditure)

SAB: Reconciliation of IDP, Strategic Objectives and Budget (Capital Expenditure)
SAT7: Measurable Performance Objectives

SAB8: Performance Indicators and Benchmarks

SA9: Social, Economic and Demographic Statistics and Assumptions
SA10: Funding Measurement

SA11: Property Rates Summary

SA12a: Property Rates by category (current year)

SA12b: Property Rates by category (budget year)

SA13: Property Rates by Category

SA14: Household Bills

SA15: Investment Particulars by Type

SA16: Investment Particulars by Type

SA17. Borrowing

SA18: Transfers and Grant Receipts

SA19: Expenditure on Transfers and Grant Programme

SA20: Reconciliation of Transfers, Grant Receipts and Unspent Funds
SA21: Transfers and Grants made by the Municipality

SA22: Summary Councillor and Staff Benefits

SA23: Salaries, Allowances and Benefits (political office bearers/councillors/senior
managers)

SA24: Summary of Personnel Numbers

SA25: Budgeted Monthly Revenue and Expenditure

SA26: Budgeted Monthly Revenue and Expenditure (Municipai Vote)

SA27: Budgeted Monthly Revenue and Expenditure (Standard Classification)
SA28: Budgeted Monthly Capital Expenditure (Municipal Vote)

SA29: Budgeted Monthly Capital Expenditure (Standard Classification)
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SA30: Budgeted Monthly Cash Flow

SA32: List of External Mechanisms

SA33: Contracts having Future Budgetary Implications

SA34a: Capital Expenditure on New Assets by Asset Class

SA34b: Capital Expenditure on the Renewal of Existing Assets by Asset Class
SA34c: Repairs and Maintenance Expenditure by Asset Class
SA34d: Depréciation by Asset Class

SA35:; Future Financial Implications of the Capital Budget

SA36: Detail Capital Budget

SA37: Projects Delayed from Previous Financial Years

SA38 - Supporting Table Consolidated detailed operational projects

2.14.1 Revenue collection

The 2018/19 collection rate was sitting at an average of 67%. Progress on the collection rate
is still a standing item at various structures of management and Finance Portfolio Committee.

Revenue collection is a priority in the District, this subject is often discussed on municipal
structures. Revenue collection is a priority in the District, this subject is discussed on
municipal structures. There is cumrently a Revenue and Expenditure Management Steering
committee was established to effectively discuss and implement revenue enhancement and
protection, debt collection and cost containment measures as well as how modern strategies

can be maximised in the course of conducting municipal business in order to enhance
operational efficiencies.

With the economic volatility and increase on billing revenue collection remains static in
2018/19, in the region of 70%. The highest rate during the first six months was 71%. The

year to date average collection rate achieved positive results, sitting at 71% at mid-year
ended 31 December 2019.

The following are practical activities aligned to improving the collection rate:

o There are some strategies in place that have been put that will ensure revenue growth
and enhancement.

o There are areas that the municipality has identified during the Thuma Mina programme
that need to be read or prioritised as a matter of eradicating illegal connections.

s —————
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o The issue of faulty prepaid meters as well is an issue and there are more conversions
being and to be carried out that will ensure that meters are read and billed.

o The issue of housing projects that are taking place within the district but have not yet
made applications for water services, those have been identifies and those are to be
billed. IDM staff will now sit in the PSC meeting at each LM so that we don’t have

_ revenue loss when it comes to housing projects.

o There are handheld devices that will be procured and will enhance revenue as meters

will now be read using advanced handheld devices. This will ensure that the meter is
read and is taken on the system if there wasn't any.

o Additional meters that are picked up on the ground that had previously not been on the
system are identified and will be taken on and read on a monthly basis.
o Contracted services to deal with the backlog in regards to outstanding new

connections. This is being done and will ensure additional meters are now taken on
and are read and bilted.

o There are areas that will now have consistent water supply which will mean that meters
will be read frequently and billed frequently.

o Legalizing illegal connections, by way of identifying and eradicating such and also
installing corrective measures and meters and have them read consistently.

Implementation of the credit control policy
The credit control is being enforced in the following manner:
« Businesses are being restricted/disconnected when payment is not received,
« Restrictions are also being done for residential consumers
« Outstanding debt is also being handed over to a debt collector,
o For government debt, National and Provincial Treasury and Provincial Co-

operative Governance and Traditional Affairs (COGTA) is assisting with
collection;

Data Cleansing

e The consumer data that the district has, is compared to that of the family of

municipalities within the district in order to check consistency in information and
billing.

e Where there are discrepancies, a physical verification is performed,
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e Water and sewer accounts have been consolidated, which allows the district to
disconnect or restrict when payment is not received, as well as allocation of
payments to both sewer and water accounts.

+ The cleansing of data will assist in improving the quality of billing information.

Indigent Support

The Indigent benefit is functional at IDM and the Register is growing Steadily and the
growth is low. Our policy grant us the right to use the Local Municipalities register.

« Economic profiling and risk analysis of households is done periodically,

« This analysis is also used to identify people who are possibly indigent and those
targeted households will be visited in order to ascertain whether those people are
really indigent (they will be requested to fill the application forms and submit all
relevant documentation and will be assessed according to the criteria of being
indigent).

e There is an exercise done through Vuthela Programme.

2.45 Municipal Entity — Enterprise iLembe
iLembe District municipality has one municipal entity, Enterprise iLembe which focuses
mostly on the local economic development within the district. The budget for the municipal
entity for the 2019/2020 financial year is R 33.8 million. It must be noted that the municipality

has to submit a consolidated budget together with the entity. The Entity budget could be
further viewed on SA31.

216 Service Agreements

Adequate provision has been made on the operational budget to meet the expected
expenditure for the followmg sugnlﬁcant service providers:

F ..l|||'|:||[ , ,”_'_"n

CICS (Pty) Ltd Soﬂware mamtenanoe contract
KwaDukuza Municipality Electricity

Telkom Tele-communication

Siza Water Water and sewer

Umgeni Water Water

Capital Office Automation Lease of printers and photocopiers
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217

218

219

Public Consultation and Publication of 2019/20 Draft Budget

In terms of section 22 of the MFMA and in accordance with chapter 4 of the Municipal
Systems Act, the Accounting Officer of the municipality must make public the draft annual
budget, invite local community to submit representations in connection with the budget.

After the budget is tabled, public participation meetings will be set in order to allow the
communities and other stakeholders to comment on the draft budget and to allow the Mayor
of the District the opportunity to respond to such inputs before the budget is finalised in May.

The tabled budget will be submitted to national and Treasury as per the requirements of the
MFMA.

Cost Containment Measures

iLembe District Municipal Council adopted a policy on cost containment in May 2015. The
municipality thereafter started implementing the policy with effect from 1st of July 2015. The
municipality has reprioritised its expenditure in line with the policy and this is reviewed by
management on a monthly basis. Amongst the measures implemented thus far is the cutting
down on travel, printing and telephone costs, overtime and at some point filling of newly
created posts were put on hold. The municipality has further taken a vigorous step in phasing
out usage of consultants and insourcing most of services that were previously outsourced to
consultants more particularly from engineering services function. A comprehensive cost

reduction strategy to map out future plans to deal with the issue of containing costs within
affordable levels is continuously reviewed.

Progress on the implementation of a Recovery Plan /Financial Turnaround Strategy

In December 2016, Council adopted the financial turnaround strategy (together with a
Recovery Plan) that was set to address financial challenges that embroiled the municipality,
effectively post the period of severe drought that had enguifed iLembe District and other
parts of the Kwazulu Natal Province between 2014 and 2016. Given the severity of the
situation, at the time of launching the Recovery Plan, it was fully understood that it would
take at least three years for the Municipality to come out of the trap.

The Recovery Plan had a dedicated focus on the following four pillars:

¢ Revenue enhancement and protection;
+ Effective credit control and debt collection;
o Cost containment / austerity measures; and

« The use of modern technologies to maximise operational efficiencies.
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To date, although the municipality has not yet fully recovered, bearing in mind that this was a
medium term objective. To this end, it becomes important to highlight some of the
achievements as briefly outlined below:
3. CONSULTATIONS

° Chief Financial Officer & The Accounting Officer

e HisWorship, the Mayor, Clir S Gumede

. All Directorates

. The National Treasury & The Provincial Treasury

. The Budget Steering Committee

4. RESOLUTIONS/RECOMMENDATIONS

Recommends THAT

e The Council consider in terms of Section 24 of the Municipal Finance Act, 56 of 2003, the
Draft Annual Budget of the Municipality for the Financial year 2019/2020; and indicative

allocations for the two projected outer years 2020/2021 and 2021/2022; as set out in the
A Schedules annexured hereto as follows:

Table A2: Budgeted Financial Performance (Revenue and Expenditure by standard
classification)

Table A3: Budgeted Financial Performance (Revenue and Expenditure by municipal
vote)

Table A4: Budgeted Financial Performance (Revenue and Expenditure)

Table AS5: Budgeted Capital Expenditure by Vote, Standard Classification & Funding
Source)

Table A6: Budgeted Financial Position
Table A7: Budgeted Cash Flow

Table A8: Cash backed reserves/accumulated surplus reconciliation
Table A9: Asset Management

Table A10: Basic service delivery measurement

It should be noted that in respect of Capital Expenditure Estimates:
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¢ Instances where information has been provided in terms of Section 19(2) (b) of the
Municipal Finance Management Act No.56 of 2003, the consideration of capital
budget constitutes projects consideration for the specific projects as reflected in the
detailed capital budget. Where information in terms of section '19(2) (b) is not

provided, specific project approval be sought from council during the course of the
year.

¢ That Council consider draft amendments to its Tariffs of Charges as depicted on the
schedule annexed hereto and marked as Annexure B.

+ That the Draft Budget related policies be noted with the respective amendments.

Fixed Assets Management Policy

Inventory Management Policy

Unauthorized, Irregular, Fruitless & Wasteful Expenditure Policy
Borrowing Policy

Funding and Reserves Policy

Long Term Financial Planning

Infrastructure, Investments and Capital Projects
Petty Cash Policy

Austerity measures policy

Banking, Cash Management & Investments Policy
Accounts payables policy

Budget Policy

Credit Control & Debt Collection Policy

Indigent Management Policy

o 0 o 0 o 0o o0 ©o o0 © o0 ©

o]

Supply Chain Management Policy
Virement Policy

Tariff Policy

Payroll Policy

o o0 o0 0o o©
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e That the draft tariff of charges for 2018/19 financial year be increased by 9.6%
effective from 1 July 2019.

« That in compliance with section 22 of the MFMA, the final budgets be published in the
local press and municipal website.

» That Council note that the draft service delivery and budget implementation plan for the
2018/2019 financial year will be tabled 28 days after the budget has been adopted.

SIGNATUR AUTHOR

------- [) WsdevisAsEnsEEEsEBRAAS

MANAGER BUDGET & COMPLIANCE
S CHONGUENE

SUPPORTED / NOT SUPPORTED

------ YASEASEENSESESUSENSRIRRARRSeS

CHIEF FINANCIAL OFFICER
M CHANDULAL

e

~——

MUNICIPAL MANAGER
NG KUMALO

_——
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ILEMBE DISTRICT MUNICIPALITY
ILEMBE -UMASIPALA WESIFUNDA

EXTRACT FROM THE MINUTES OF THE MEETING OF COUNCIL OF ILEMBE DISTRICT MUNICIPALITY HELD
IN THE BOARDROOM, EXECUTIVE COMMITTEE SUITE, ILEMBE HOUSE, MAHATMA GHANDI STREET,
KWADUKUZA ON WEDNESDAY, 27 MARCH..2019, COMMENCING AT 12H00

Present: Councillors; AR MakRathini {Speaker) (Chairperson), S8 Gumede:(Mayor), MD Shandu (Deputy
Mayors), A.Gapaul, AM Baardman, AM Gwala, MW Hubner, TS Jaff, T Khumalo, IP Dube, MA
Mapfiumulo, TS Ngidi, MV Mhlongo, ZM Mhiongo, HN Ngcobo, ME Ngidi, SZ Nyatikazi, MS Ntuli,
SR NS Oudhram, MV Shezi, R Singh, DM Sithole, JG Van Whye, IN'Vilakazi, § Zondi and GN
Zupgu.

Absent: NC Nene, MD Mpofu {both with apologies), MS Singh (LOA}, Inkosi SA Hiongwa, fnkosi NA
Bhengu, Inkosi S Kumalo, Inkosi MW Qwabe and Inkosi DZ Gumede

Officials; Mr NG Kumalo (Municipal Manager), Mr M Chandulal {(Senior Manager: Finance), MrT Shezi
{Manager: Expenditure), Mr B Shezi (Senior Manager: Technical Services), Mr T Makhoba (Senior
Manager: Corporate Services), Mr S Ngubane (Acting Senior Manager: Community Services), Ms
K Pillay {(Manager: PMS), Ms MB Khumalo (Manager: Support Services), Mr S Chonguene
{(Manager: Budgetand Compliance), Mr LK Mncube (Manager: Planning and IDP), Mr MD Gumede
(Manager: Revenue), Mr S Mthembu (Enterprise iLembe: CFO), Ms NP Tshembeni {Principal
Admin) and MK Nxumalo (Committee Officer)

Traditional Leaders: Inkosi VT Ngcobo

Also in Attendance: Mr P Daniels and Mr N Mhlungu {Both from |EC)

Also in Attendance: Nil

C526
DRAFT MEDIUM TERM REVENUE AND EXPENDITURE FRAMEWORK (MTREF) 2019/2020-
2021/2022: Report dated 27 March 2019 by Manager: Budget and Compliance

Through the Chairperson Senior Manager: Finance took members through the report which it purpose
was to' iable before Council for consideration the Draft Medium Term Revenue and Expefiditure
Framewark f6¢.2019/2020 — 2021/2022 in terms of section16 of the Municipal Finance Managemient Act,
No 56 of 2003 4t was then unanimously;

RESOLVED

1. The Council consider intérms of Section 24 of the Municipal Finance.Act, 56 of 2003, the Draft
Annual Budget of the Muhigipality.for the Financial year 2018/2019; and indicative allocations
for the two projected outer years 2018/2020 and 2020/2021; as set out in the A Schedules
annexured hereto as follows:

Table A2: Budgeted Financial Performance (Revenue and Expenditure by standard classification)

Table A3: Budgeted Financial Performance {Revenue and Expenditure by municipal vote}
Table A4: Budgeted Financial Performance (Revenue and Expenditure}

{lembe House, 59/61 Mahatma Ghandhi Street, KwaDukuza 4450, South Africa
Tel:+27 32 437 9300 Fax: +27 32 437 9587
P.0 Box 1788, KwaDukuza 4450
All correspondence to be addressed to the Municipal Manager




Table AS5: Budgeted Capital Expenditure by Vote, Standard Classification & Funding Source)

Table A6: Budgeted Financial Position

Table A7: Budgeted Cash Flow

Table A8: Cash backed reserves/accumulated surplus reconciliation

Table A9: Asset Management

Table A10: Basic service delivery measuremernt

It should be noted that in respect gf Capital Expendi}ur_e Fﬁimales:

« Instafices Where information has been provided in terms of Se&lﬁn 19(2) (b) of the
.Mﬂ;‘kczzl Finance Management Act No.56 of 2003, the consideration of capital budget
‘constitutes projects consideration for the specific projects as reflected, in‘the detailed
capital budget. Where information in terms of section 19(2) (b) is not proviged, ‘specific
project approval be sought from council during the course of the year.

o That Council consider draft amendments to its Tariffs of Charges as depicted on the
schedule annexed hereto and marked as Annexure B.

o That the Draft Budget related policies be noted with the respective amendments.

o Fixed Assets Management Policy

o Inventory Management Policy

o Unauthorized, Irregular, Fruitless & Wasteful Expenditure Policy
Borrowing Policy

[

Funding and Reserves Policy

Long Term Financial Planning

Infrastructure, Investments and Capital Projects
Petty Cash Policy

Austerity measures policy

c ¢ ¢ 0o o 0O

Banking, Cash Management & Investments Policy
Accounts payables policy

Budget Polig

Credit Control & Debt Collection Policy

Indigent Management Policy

Supply ChainjManagemerit Policy

Virement Pt-lli%

Tariff Policy

Payroll Policy

@ O 0

o O 0 O

0]

e That the draft tariff of charges for 2018/19 financial year be increased by 9.6% effective
from 1 July 2019.
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¢ That in compliance with section 22 of the MFMA, the final budgets be published in the
local press and municipal website.

s That Council note that the draft service delivery and budget implementation pian for the
2018/2019 financial year will be tabled 28 days after the budget has been adopted.

Ol

MR NG KHUMALO
MUNICIPAL MANAGER
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Quality certificate

| NG KUMALO, municipal manager of ILEMBE DISTRICT MUNICIPALITY,
hereby certify that the 2019/2020- 2021/2022 DRAFT MTREF 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.

Name: NG KUMALO

Municipal Manager of ILEMBE DISTRICT MUNICIPALITY

Signature:

Date: O-~o0~-20 9
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