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ABBREVIATIONS AND ACRONYMS

Adjustments Budgets — Prescribed in Section 28 of the Municipal Finance Management Act, this is
the formal means by which a municipality may revise its budget during a financial year.

Allocations — Money received from Provincial and National Treasury.
Budget — The financial plan of a municipality.

Budget related policy — Policy of a municipality affecting, or affected by, the budget. Examples include
tariff policy, rates policy and credit control and debt policy.

Budget Steering committee — Committee established to provide technical assistance to the Mayor in
discharging the responsibilities set out in Section 53 of the MFMA.

Capital Expenditure — Spending on municipal assets such as land, buildings and vehicles. Any capital
expenditure must be reflected as an asset on a municipality’s balance sheet.

Cash Flow Statement — A statement showing when actual cash will be received and spent by the
municipality, and the month end balances of cash and short-term investments.

CPI — Headline Consumer Price Index
DMTN — Domestic Medium Term Note

DORA — Division of Revenue Act. Annual legislation which shows the allocations from national to local
government.

DORB — Division of Revenue Bill. Annual legislation tabled in parliament, but not enacted, which shows
the allocations from national to local government.

Executive Management Team — A team comprising the Municipal Manager and the Executive
Directors. It reports to the Municipal Manager.

Equitable Share — A general grant paid to municipalities. It is predominantly targeted at assisting
municipalities with the costs of free basic services.

GDFI - Gross Domestic Fixed Investment

GFS — Government Finance Statistics. An internationally recognised classification system that
facilitates comparisons between municipalities.

IDP — Integrated Development Plan. The main strategic planning document of a municipality.
KPI — Key Performance Indicators. Measures of service output and/or outcome.

MFMA - Municipal Finance Management Act (No 53 of 2003). The principal piece of legislation relating
to municipal financial management.
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MTREF — Medium Term Revenue and Expenditure Framework, as prescribed by the MFMA. It sets out
indicative revenue and projected expenditure for the budget year, plus two outer financial years.

MYPD — Multi Year Price Determination
NT — National Treasury

Operating Expenditure — The day-to-day expenses of a municipality such as general expenses, salaries
& wages and repairs & maintenance.

Portfolio Committee — In line with Section 79 of the Structures Act, the Municipality’s Portfolio
Committees process policies and bylaws relating to the functional areas within their terms of reference,
and are responsible for implementation monitoring of these, as well as oversight of the functional
areas. Portfolio Committees are also responsible for assessing and monitoring services delivery,
ensuring that annual budgets are spent wisely, and that there is no wastage or corruption.

Rates — Local Government tax based on assessed valuation of a property.
TMA — Total Municipal Account
SCM - Supply Chain Management

SDBIP — Service Delivery Budget Implementation Plan. A detailed plan comprising quarterly
performance targets and monthly budget estimates.

SFA — Strategic Focus Areas. The main priorities of a municipality as set out in the IDP. Budgeted
spending must contribute towards achievement of these Strategic Focus Areas.

Vote — One of the main segments into which a budget is divided, usually at directorate level.
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Part 1 - Annual Budget

I Mayor’s Report

During the State of the National Address the President remarked we are one people committed to working
together to find jobs for our youth; to prepare our children for a world of change and progress and build towns
and cities where families may be safe, productive and content.

We must build a society defined by decency and integrity, that does not tolerate the plunder of public resources,
nor the theft by corporate criminals of the hard-earned savings of ordinary people.

There is a lot that divides us. We remain an unequal society, in which poverty and prosperity are still defined
by race and gender. We have the responsibility to build a new nation, to confront the injustices of the past and
inequalities of the present under difficult conditions.

The economy has not grown at the pace needed to create enough jobs to lift people out of poverty. Public
finances have been constrained, limiting the ability of government to expand its investment in economic and
social development. Despite these challenging conditions we have managed by working together to achieve
some progress in improving the lives of people. We need to take additional measures to reduce poverty and
meet the needs of the unemployed.

Public employment programmes have created more than 3.2 million work opportunities and in the context of
widespread unemployment continue to provide much needed income, work experience and training.

Measures have been taken to reduce the cost of living for the poor. Government’s free basic services
programme currently supports more than 3.5 million indigent households. However, to break the cycle of
poverty we need to educate the children of the poor.

As we enter a new era we need to build on these achievements, confront the challenges we face and accelerate
progress in building a more prosperous and equitable society. There is a great sense of optimism among our
people who are hopeful about the future.

Business confidence among companies has improved and investors are looking for new opportunities. We need
to seize this moment of hope and renewal and work together to ensure that it makes a meaningful difference
in the lives of our people.

The country is set on a new path of growth, employment and transformation. Tough decisions have to be made
to close our fiscal gap, stabilise our debt and restore state-owned enterprises to health. As the centre of the
national agenda in 2018 is the creation of jobs especially for the youth. Measures will be embarked on to
address the unemployment challenge.
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Through measures like preferential procurement and the black industrialists programme, a new generation of
black and women producers that are able to build enterprises of significant scale and capability will be
developed. Black professionals will be supported to deal decisively with companies that resist transformation,
use competition policy to open markets up and invest in the development of businesses in townships and rural
areas. Radical economic transformation requires that we fundamentally improve the position of black women
and communities in the economy, ensuring they are owners, managers, producers and financiers.

The most pressing challenge is youth unemployment. As a matter of urgency young people need to be drawn
into productive economic activity. The youth are already forming a greater portion of the labour force on
infrastructure projects and primary beneficiaries of programmes such as the installation of solar water heaters
and the war on leaks. Working together with business, organised labour and community representative’s
opportunities are being created for young people to be exposed in the world of work through internships,
apprenticeships, mentorship and entrepreneurship.

Infrastructure investment is key to our effort to grow the economy, create jobs, empower small businesses and
provide services to our people. Valuable lessons have been learnt from building all new infrastructure which
will inform the way forward. We will focus on improvements in our budget and monitoring systems, improve
the integration of projects and build a broad compact on infrastructure with business and organised labour.

The growth of the economy will be sustained by small businesses and it is a shared responsibility to grow this
vital sector of the economy. At least 30% of public procurement will be set aside to SMME’s, cooperatives and

township and rural enterprises.

We are also working on expanding economic opportunities for people with disabilities.

Tourism is another area which provides the country with incredible opportunities to shine. We have the most
beautiful country in the world and the most hospitable people. This year support for destination marketing in
key tourism markets will be supported and measures will be implemented to reduce regulatory barriers and
develop emerging tourism businesses. All South Africans are called on to open their homes and hearts to the
world.

The country however still remains gripped by one of the most devastating droughts in the century which has
severely impacted on the economy, social services and agricultural production. Everyone is called on to use
water sparingly as we are a water-scarce country that relies on this vital resource to develop our aspirations.

In improving the quality of life of all South Africans, we must intensify our efforts to tackle crime and build safer

communities.

This year government is turning the tide on corruption in our public institutions. The criminal justice institutions
have been taking initiatives that will enable us to deal effectively with corruption. We must fight corruption,
fraud and collusion in the private sector with the same purpose and intensity, remembering every time
someone receives a bribe there is someone who is prepared to pay it. Both must be dealt with in an effective
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manner. Professional bodies and regulatory authorities are urged to take action against members who are
found to have acted improperly and unethically.

We know the challenges our people face when interacting with government, in too many cases they get poor
or no service at all. Public servants must adhere to the Batho Pele principles of putting people first. Everyone
in public service must undertake their responsibilities with efficiency, diligence and integrity. A new discipline
must be instilled to do things correctly, completely and timeously. All public servants are called upon to become
agents of change.

During the budget speech the Minister of Finance declared this a year of change, renewal and hope. The
challenge is to build a South Africa in which all people have a decent standard of living, access to economic
opportunities and opportunity to pursue their dreams. These core aspirations informed the Budget to enable
and advance with a profound sense of optimism, purpose and resolve.

All of us who have the honour to serve as public representatives and officials should be prepared to subject
ourselves to public scrutiny. To ensure the sustainability of the nation’s finances the budget is carefully
balancing a variety of important priorities. Fast growth is needed to reduce unemployment, poverty and
inequality and relieve pressure on the fiscal framework. Tough trade-offs were made to ensure that the budget
is a platform for renewal, inclusive growth and job creation. There are risks and spending pressures that need
to be carefully navigated but the budget presents a roadmap to maintaining the integrity of public finances,
while protecting social services.

The year past has been very difficult, characterised by slow economic growth, recession, rating downgrades
and heightened concern regarding the governance and sustainability of key state-owned companies.

The outlook and recovery are matched by a renewed sense of optimism that government can and will work
effectively. The responsibilities include creating the right environment for investment, creating sustainable
employment, dealing decisively with governance and financial failures and addressing the concentrated and
inequitable structure of the economy. We need to provide investors with the certainty required to increase
investment. Raising the level of investment and improving the ease of doing business will support job creation.
Private sector investment and job creation are critical to reducing unemployment.

Government must ensure the youth are equipped with sufficient skills and crucially look at policies that involve
funding youth owned businesses. Through funding small businesses unemployment will be cut. The structure
of the economy needs to be transformed to allow for new ideas, businesses and economic activities to emerge
and thrive.

The increasing of VAT was unavoidable to ensure the integrity of public finances was maintained. The current
zero-rating of basic food items such as maize meal, brown bread, dried beans and rice will limit the impact on

the poorest households.

It can be seen how quickly citizens’ trust can be eroded by perceptions of poor public governance.
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South Africa is a water-scarce country and the climate is changing in ways that make rainfall patterns far less
predictable. We need to save water. South Africa is among the highest levels of capita per daily domestic water
consumption levels in the world but also some of the highest levels of inequality in reliable access to water.
National government will continue to work with municipalities to respond effectively to the water crisis.

Local government continues to face significant financial management and governance challenges. Too many
municipalities do not charge tariffs that reflect the full cost of the services they deliver in particular for water
services. Many municipalities do not collect the funds that are owed to them and do not adopt credible budgets.
This is resulting in not being able to pay their own creditors.

National government already provides extensive capacity support to municipalities but over the period ahead
the effectiveness of the different support measures will be reviewed and a new instrument will be introduced
to assist the turnaround of some of the most troubled municipalities.

All urban stakeholders are urged to work imaginatively to transform township economies. Let us think beyond
car washes and spaza shops, important as they are and find ways to foster productive, high value economic
activity in townships owned and managed by township residents. Factories, workshops, tech hubs and locally-
owned retail operations need to be established in our townships. By revitalising the township economy and
reconfiguring urban centres the unequal spatial planning of our cities will be transformed.

Transformation of the financial services sector is critical as the allocation of capital greatly influences patterns
of ownership and production in the economy. South Africa has a strong financial regulatory system and deep
and liquid capital markets that are critical strengths.

The Public Audit Act is being amended due to the worrying trend rising in unauthorised, irreqular, fruitless and
wasteful expenditure.

Public procurement worth hundreds of billions of rand annually is a critical lever to change the production and
ownership patterns of the economy to empower black people, women and youth. For this reason, amendments
to the Preferential Procurement Regulations became effective in April 2017.

Key changes include:

e Targeted procurement from designated groups, including township and rural enterprises, black
women and youth enterprises, cooperatives and people with disabilities, among others

e Compulsory sub-contracting to designated groups in all projects or contracts above R30 million.
Nothing prevents organs of state from applying sub-contracting provisions in projects or contracts
below R30 million.

® Designation of sectors and industries for localization to support industrial development, localization
and job creation.

It further enables government to use public procurement strategically to advance transformation, achieve

efficiencies and improve governance. Treasury will increase collaboration with all law enforcement agencies to
strengthen efforts to fight fraud, corruption and abuse of SCM system across all spheres to government in order
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to restore the integrity of supply chain management. In recent years a large number of deviations from normal
procurement processes has reduced the credibility of the supply-chain management system. Deviations can
result in anti-competitive practices that open the door to corruption and limit transformation by preventing
small businesses from doing business with the state. In future only in rare, well-justified cases will deviations
be allowed.

Payment of suppliers on time is regulated by the PFMA and the MFMA. The Director-General of National
Treasury will issue a directive to all government departments and public institutions, instructing them to pay
suppliers on time, or be charged with financial misconduct. This must be monitored by accounting officers and
National Treasury will strengthen oversight mechanisms in this regard. We will work with colleagues in all
spheres of government to improve performance of public entities on this critical issue.

Value for money and efficiency in spending remain critical in our drive to ensure the effective management of
public resources. The strategic procurement framework is being rolled out that provides for a differentiated
approach of procurement based on the characteristics of each commodity. A differentiated approach can
achieve efficiencies through economies of scale, reduced duplication and more transparent pricing.
Government is considering centralised procurement of certain commodities however compromising
competition and support for local economic development will be avoided.

Management of public finances must continue to remain at the core of a capable and people-centred state.
South Africa continues to set the gold standard for budget transparency. Looking to the future, true to the
South African budget reform approach we are not seeking the easy way out and our efforts will not be
superficial. We are prioritising public participation and taking National Treasury to the people. An online
budget data portal has been launched aimed at making the use of all budget information easier. Government
seeks to build an active citizenry that engages in discussions that are meaningful, together with government,
regarding service delivery and policies that affect every citizen.

Given difficult circumstances and choices that had to be made to steer the course and maintain the trajectory
of the policy objectives and sustain public finances, tough calls and decisions were made.

Incredible perseverance, humanity, selflessness and courage are the core values we must embody to meet our
current challenges. Let this be the year of renewal, revitalization and a step change in progress in fostering
inclusive economic growth which rolls back unemployment, poverty and inequality.

Let us work together to create a better life for every citizen and inhabitant of our beloved country. Let each of
us lend a hand.

The theme for the State of the Province address for 2018 was “Leading with integrity towards growing an
inclusive economy, for integrated, targeted and effective service delivery to improve quality of life,”

We must remain focussed on targets we set for ourselves, ensuring not to get side tracked by electioneering
campaigns and lose sight of what we have to do, to serve our people to the best of our ability. Our ability to
lead with integrity will be measured by the levels of maturity we display as well as the levels of stability we can
secure for our people.
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We must do everything within our power to play our part in restoring hope, dignity and renewal in our economy
by ensuring that good governance practices are implemented, linked with sound and prudent financial and
fiscal management, leading with integrity as we contribute to a climate conducive for investment confidence.

KZN resolves to remain firm in delivering a province that can contribute optimally to the realisation of the
country’s vision as advocated in the National Development Plan and the 14 outcomes of the Medium Term
Strategic Framework to ensure better and faster implementation.

The Province is focused on ensuring it is still on track for the Vision 2035 which is “A prosperous Province, with
a healthy, secure and skilled population, living in dignity and harmony, and acting as a gateway to Africa and
the World”.

This is not just a government strategy and plan but a collective commitment and a social compact between
government, business, labour and civil society to pursue the NDP objectives.

It has been difficult to grow an inclusive economy and create jobs within the context of slow international and
national economic growth. More will have to be done to address unemployment and in particular youth

unemployment.

Inclusive, expanded and sustained economic output is a fundamental driver for job creation and shared
economic growth. There must be focus on key drivers and sectors of the economy of KZN and increasing access
to new entrants in a manner that will create employment.

The agricultural sector has gone through challenging times with unintended consequences due to the recent
drought and poor land reform implementation.

KZN is excited about prospects of growing a shared economy in our tourism sector through strong public,
private collaboration in building the required tourism infrastructure, to create an environment where local and
foreign visitors would love to work, live and play. Investment is required to develop low-end tourism
infrastructure in rural areas. We must move from the point where our communities are mere observers in the
tourism sector, to where they can become active participants and true ambassadors for our Country.

SMIME and cooperative development and support programmes provide the mainstay of the quest for
entrepreneurship development to broaden participation in a growing economy. Agreements for partnerships
with tertiary institutions have been concluded to provide business development training.

In times of poor economic performance and sluggish employment creation and rising unemployment
government cannot be a passive observer ensuring that it procures and renders services. The Expanded Public
Works Programme and other government-led job creation programmes provide an important bridging
opportunity for new entrants to the labour market. These programmes provide experiential work opportunities
for in-service training to enable members of marginalised communities, in particular women and the youth, to

prepare themselves for real, meaningful and sustainable employment.
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A new programme called Sukuma 10 000 is being launched in this financial year. The programme will be
coordinated in the Office of the Premier cutting across all spheres of government, private sector, tertiary
institutions, parastatals and other quasi-government organisations, aiming at creating 10 000 new job
opportunities. The program targets the youth, women and people with disabilities across the Province and
participants have committed to contribute to a portion of this target form their various employment creation
programmes to ensure that by the end of the next financial year 10 000 currently unemployed youth will have
employment.

A Youth Development Fund will be launching in 2018 and Provincial government will be allocating at least R50
million to capitalise the fund. The fund will provide seed funding for qualifying youth business development
and will be able to accept private sector corporate social investment contributions.

Whilst the Province is excited about the prospects of economic growth it remains equally concerned about the
persistent gap between skills demand and supply.

One of the primary goals of the government is the eradication of poverty and inequality to ensure that welfare
services are delivered timely, effectively and efficiently. It has been noted that although poverty is decreasing
there is more work that needs to be done to reduce the number of grant dependent persons and households.

Provincial government aims to attend to all the challenges outlined and reconfirming their commitment to the
ward-based approach to attend to matters of the communities via Operation Sukuma Sakhe. Remaining
committed to fast tracking and improving the efficiency of implementation of the Poverty Eradication Master
Plan, the Social Cohesion and Moral Regeneration Strategy, the KZN Crime Prevention Strategy as well as
strategies and plans to accelerate access to land and housing.

The complimentary programmes of Poverty Eradication and Radical Agrarian Socio-Economic Transformation
Programme have been linked with Operation Sukuma Sakhe to ensure an integrated, targeted and effective
service delivery approach to prioritise the most impoverished wards and households in a structured manner.
The implementation of the Poverty Eradication Program has established a footprint in 119 of the poorest wards
in the Province.

The present outbreak of Listeriosis has grown into an epidemic which is worrying. Everyone is called upon to
heed the advice of the World Health Organization and the Department of Health on how to avoid the further
spread of this disease.

Strategic infrastructure development is essential for sustaining both the social and economic growth and
development needs of the Province. The focus will be on expanding and maintaining infrastructure required for
both social and economic development. The ability to facilitate the coordination of infrastructure delivery will
be improved and the monitoring of progress made through the Provincial Infrastructure Master Plan and a
process of registering and monitoring the implementation of Catalytic Projects. To achieve this an appropriate
portion of the budget needs to be allocated to the development, operation and adequate maintenance to
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extend the lifespan of these strategic assets. We must ensure that our infrastructure planning is robust enough
and avoid a situation where we discourage potential investors as a result of poor infrastructure planning.

Government is currently concerned about the stability of our water infrastructure. Not only is most of the
infrastructure old, there is also a serious disconnect between the various delivery agents in the water sector.
Bulk infrastructure for water is funded by the National Department of Water and Sanitation and its Water
Boards, whilst reticulation infrastructure is the responsibility of the Water Services Authority at local
government level. We need to ensure that we provide at least 75 litres of water per person per day and that
we can sustain our economic growth.

As far as energy is concerned, the reticulation of service to household and businesses is rolling out at a steady
pace and that we currently have adequate power on the grid to satisfy demand. There is however concern
about the slow process of licencing renewable energy generation. This is placing the energy security at risk and
has had a negative impact on the manufacturing of such technologies and has therefore been
counterproductive to our industrialisation programmes.

Development must be sustainable and the Province’s environmental assets and natural resources must
therefore be well protected and continually enhanced through synergistic development practices.

Of concern is the onslaught of our wildlife resources such as rhino poaching and the unsustainable harvesting
of our marine resources. These criminal activities are not only posing a risk to our environment but also to our
economy and the livelihoods of our communities who rely on the tourism activities attracted by these natural

resources.

The Province remains committed to honour the climate change resolutions emanating from various COP
agreements and the Province remains steadfast in the resolve to pursue a green growth path and embrace the
green economy. The Provincial Climate Change Council must assist in ensuring the balance is maintained
between development and conservation as well as to focus on opportunities in the green economy.

When we fail in providing governance that is responsive to the needs of our people and if policies are not
aligned or impractical and if we squander state resources we fail in our hands. The people of KZN must have
confidence in governance structures and must be satisfied with the levels of governance and service delivery.
We are committed to being a competent and caring government placing people at the centre.

The Province has created “Team Government” to perform better and step up our ability to manage our
departments in a manner that will meet the good governance standards measured by the Auditor-General. As
Government we need to improve on the current situation. We are committed to effectively combating fraud
and corruption and reducing unauthorised, irregular, fruitless and wasteful expenditure. Zero tolerance is being
applied to those who are found guilty of these transgressions.

Provincial Government will be starting lifestyle audits of officials in high risk positions starting with Supply
Chain Management Units in collaboration with SARS.
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Currently the standard of paying suppliers within 30 days is not being met and special measures are being
implemented to improve the reporting on payments and to ensure that appropriate consequence management
steps are taken as and when required.

Government is instilling a culture where integrity will be at the core of everything we do, committing to a
public-private coalition dedicated to combating fraud and corruption and promoting good governance. It must
be noted that we are not portraying a view that all government officials are corrupt or inefficient, there are
officials who are more than willing to go the extra mile to serve our people in the true spirit of Batho Pele. It is
further our responsibility to develop the capacity of our developmental state, not necessarily by appointing
more people but by ensuring we improve efficiencies.

Provincial Government has been providing support across all municipalities via the Back to Basics Programme
and based on the reports urgently need to attend to the following local governance matters:

® Improving the level of functionality of public participation structures;

* Managing relations between Municipal and Traditional Leadership structures;

e Fliminating unfunded budgets in municipalities;

* |mproving revenue collection and debt management;

® Increasing the number of municipalities with clean audits;

* Improving financial provision for Operation and Maintenance of critical infrastructure;

® [Eliminating municipalities defaulting on payment arrangements with ESKOM,;

® Preventing water losses; and

* |mproving technical capacity to manage growth and development
The reduction of spatial inequalities and increased spatial access to goods and services for all sections and
sectors of the community remains a key priority. Focus will be placed on promoting spatial equity and
integrated land use management towards balanced urban and rural development.

We are all concerned about the state of fiscal and financial affairs. We understand we have no control over the
global economy and current market trends that are inhibiting our growth potential.

There is a need to reduce state expenditure and stringent measures have been implemented to ensure that
requests to fill vacancies are assessed against the backdrop of priorities. Municipal budgets have also been
affected by the factors and municipal equitable shares had to be revised. This has aggravated the pressure on
prudent financial management to achieve an equitable balance between community expectations and the
ability to deliver.

Public finances of the Province are in good and safe hands and we must remain positive amid the current
challenging situation, knowing we are sacrificing for a brighter future.

We also take very seriously our duty to report to our communities on progress with implementation of these
programmes and plans that are aimed at improving the quality of lives for the community.
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In concluding the State of the Province address a call for peace, calm and reason was requested as government
prepares for the 2019 National and Provincial Elections, nurturing optimism and supressing negativity and
realise that no challenge is beyond our reach.

Let us all commit to eradicate poverty, inequality and unemployment in the Province by:
® Fostering peace, stability and unity;
® Growing a shared economy to improve the lives of all our people;
e Developing our skills to become active participants in this economy;
® Rendering effective and efficient services to our communities;
e Developing our infrastructure and expand our gateway status;
® Protecting our environment;
e Developing all corners of the Province according to it’s potential; and

® Rendering good, clean and accountable governance as we lead with integrity

Funding for the Youth Development Fund will be prioritised during the tabling of the Adjustments Estimate.
The country’s current economic climate determines the affordability in terms of the level and speed at which
plans are rolled out. Local economic risks remain high around projected revenue collection and debt service
burdens.

A fair portion of the provincial contribution to fiscal consolidation is borne by poor performing conditional
grants and infrastructure grants that can absorb a delay in the implementation of planned projects.

All cost cutting measures must continue to be adhered to. Every little saving helps to protect service delivery
spending in times of continuous budget cuts.

CoGTA will continue to co-ordinate, support, promote and enhance governance, administration and public
participation in local government, as well as provide support and build capacity within traditional institutions.
The department’s role is to promote informal integrated planning and development. This includes developing
traditional master settlement plans in consultation with Amakhosi to achieve structured planning in rural
areas. CoGTA will further support municipalities with the development of nodal plans for towns and to
accommodate growth in small town nodes.

The Department of Arts and Culture will continue to uphold its core mandate of ensuring cultural advance of
all people in the province through hosting various cultural events and provision of reading and writing material.
The department will also focus on the transformation of existing museums to better portray the diverse cultures
of the province.

Provincial Treasury will continue to provide technical support in the development of the Provincial
Infrastructure Master Plan. Treasury will further continue to monitor spending of departments with the aim of
keeping provincial spending within the budget, focusing in particular on infrastructure spending. Various
oversight bodies will continuously be kept informed of the provincial budget performance.
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Treasury will continue to enforce compliance with all SCM prescripts in municipalities and establish and
maintain a strategic link between financial management reforms and procurement processes. Comprehensive
compliance assessments will be undertaken to ensure that incidents of irreqular expenditure relating to SCM
processes are reduced.

From the 2018/2019 financial year the Municipal Finance unit becomes a stand-alone programme and will
continue to be responsible for municipalities’ budgets, accounting and reporting as well as the Municipal
Support Programme.

Despite budget cuts the province remains committed to the people of KZN ensuring they protect government’s
key priority programmes as far as possible so as not to lose sight of the vision of ensuring a better life for all.

Fiscal discipline has helped in the past and will again help to deal with budget cuts, remaining focused on key
priority programmes. Together we must take joint ownership of the cost-cutting measures. Efficiencies in
spending must be improved to enable more funds to be directed to core service delivery programmes for the
benefit of the people.

At the Strategic Planning Session, the municipality developed the vision “To be the progressive, prosperous and
sustainable economic hub of Zululand by 2035”

The mission statement developed “By creating a conducive environment focused on agricultural, industrial,
tourism development in order to attract investment and provision of sustainable basic service delivery”

The Abaqulusi Municipality undertakes to conduct its daily duties incorporating the following core values:
® Integrity
e Transparency
® fairness
® Competitiveness
®  Honesty
e (Courage
®  Accountability
®  Fthical

e Time bound

The goals set by the Abaqulusi Municipality include but are not limited to:
® Reducing levels of infrastructure backlogs by providing basic services, facilities and maintaining
existing infrastructure
®  Empowering and capacitating institutional structures and promotion of transparent cooperative
governance
®  FEnsure sound financial management and accountability
®  FEnsure transparency, accountability and community involvement in municipal affairs

® To promote socio-economic growth and job opportunities
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e Toredress the spatial imbalances and promote sustainable environmental planning

Abaqulusi Municipality is committed as the sphere of government closest to the people to ensure it delivers

effective service delivery to improve the quality of life

Although the municipality has some financial challenges and to ensure a better and safe life for all and in
keeping with the cost containment measures regulated by the National Treasury, the municipality will be
adopting a bold and radical approach in its revenue enhancement and expenditure programs. As a matter of
urgency, the municipality will be considering the following:

Clean up and compile a credible consumer database

Disconnect fraudulent consumers, in all respects

Provide and replace water meters in areas where there are no meters

Ration water to consumers

Migrate to solar street lighting

Clean up the indigent register

Source funding from National Departments

Consider developing a regional shopping mall and satellite zonal shopping centres
Devise effective, tried and tested ways of increasing revenue on parking lots

Explore possibilities of municipal commuter ranks

Bill plots that are not looked after and infected with rodents and snakes

Rehabilitate our environment

Improve tourist attractions

Make a foot print on local economic development

Deal with employment costs specifically overtime

Review all by-laws, policies and standard operating procedures to ensure alignment with mSCOA
Use funds for purposes they are meant for and have time-lined implementation plans
S&T usage needs verification and approval. Fraudulent claims should stop

Ward IDP
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Highlights

v During the current financial year, the level of the dams increased and the municipality was able to
supply and bill consumers for water

Appointment of a permanent Municipal Manager and all Section 56 Directors

Back to Basics — the municipality is fully functional in terms of the categorisation

2" year of transacting on mSCOA

Disconnecting of electricity meters tampered and increase in revenue

D NN N NN

Reviewed and adopted organisational structure

| would like to express my appreciation to the members of the Executive Council for their valuable inputs.
Collectively difficult by informed decisions were made on how best to serve our community. Thank you to all
members of this Council, including all representatives of all political parties and all members of the
administration for their contributions made. A budget is defined as “a plan for spending money wisely” and the
administration under the Municipal Manager, the CFO and his team are trying to install strict fiscal discipline.
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I would further like to thank all members of the public who assisted and took part in putting the municipality
on the winning path. Every input, suggestion and all active participation is valued. Abaqulusi Municipality is an
example of what can be achieved with a partnership of an active and participating community and a
responding Council. We must never forget that this is the purpose of local government and that we are mere
servants placed here to serve our community. | would also like to thank all sectors of the community who still
need upgrading of services and facilities who have been patiently waiting with us to achieve it. Trust us we are
equal to the task.

Mr Speaker | am humbled by the huge task entrusted to me as leader of this Council and the opportunity to
table this Draft Budget to better serve our people. My team and | would like to ensure every citizen of Abaqulusi

that we shall work tirelessly and leave no stone unturned to create a community of excellence for all with the
funds entrusted to us. Trust us we will gradually achieve this

Thank you
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I Council Resolutions

On 28 March 2018 the Council of Abaqulusi Local Municipality met in the Council Chambers of
Abaqulusi Municipality to consider the draft annual budget of the municipality for the financial year
2018/19. The Council noted the following draft resolutions:

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

1.1. The Annual Budget of the municipality for the Financial Year 2018/19 and the Multi-Year and
Single-Year Capital appropriations as set out in the following tables:

1.1.1.

1.1.2.

1.1.3.

1.1.4.

Budgeted Financial Performance (revenue and expenditure by standard classification)
as contained in Table 18 on page 50;

Budgeted Financial Performance (revenue and expenditure by municipal vote) as
contained in Table 19 on page 53;

Budgeted Financial Performance (revenue by source and expenditure by type) as
contained in Table 21 on page 57; and

Multi-year and single-year capital appropriations by municipal vote and standard
classification and associated funding by source as contained in Table 22 on page 61.

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

tables:

1.2.1.

1.2.2.

1.2.3.

1.2.4.

1.2.5.

Budgeted Financial Position as contained in Table 23 on page 63;
Budgeted Cash Flows as contained in Table 24 on page 66;

Cash backed reserves and accumulated surplus reconciliation as contained in Table 25
on page 68;

Asset management as contained in Table 26 on page 71; and

Basic service delivery measurement as contained in Table 27 on page 75.

2. The Council of Abaqulusi Local Municipality, acting in terms of Section 75A of the Local
Government: Municipal Systems Act (Act 32 of 2000) approves and adopts with effect from 1 July
2018 the proposed tariffs of Abaqulusi Municipality

3. To give proper effect to the municipality’s annual budget, the Council of Abaqulusi Local
Municipality approves:

3.1. That cash backing is implemented through the utilisation of a portion of the revenue
generated from property rates to ensure that all capital reserves and provisions and unspent
conditional grants are cash backed as required in terms of the municipality’s funding and
reserves policy as prescribed by Section 8 of the Municipal Budget and Reporting Regulations.
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4. The Council of Abaqulusi Local Municipality approves and adopts with effect from 1 July 2018 all
budget related policies.

6. The MFMA Circular No 72 indicates that all municipalities must formulate service Level Standards
which must form part of the 2018/19 tabled MTREF budget documentation. The Service Level
Standards need to be tabled before the Council for formal adoption.

The setting of standards is an integral part of the service delivery value chain. It provides
transparency in understanding performance indicators and strengthens the entire performance
management system. In addition, it ensures accountability on the part of the officials responsible
for providing the service.

Local government is mostly classified in the service delivery and governance category and as such
needs to be clear on what the public at large can expect as a service delivery standard. Rate payers
must be placed in a position by which they are able to measure the service outputs against the
predetermined service standards. This also serves as a performance rating instrument at an
organisational and individual level.

It is for this reason that the municipality must adopt service standards as part of our strategic
objectives and report on the achievements.

The service standards must at a minimum incorporate the administrative, technical and economic
development categories of the municipality.

The following are to be considered for use:

Administrative service standards
¢ Turnaround time in dealing with correspondence received
e Turnaround time in opening a consumer account

Technical service standards
e Turnaround time in dealing with reported incidents (water leakage, potholes, power
outages, etc.)

e Turnaround time in restoring water and electricity connectivity

Economic development service standards

. Turnaround time in processing rezoning applications
. Turnaround time in processing building plans
. Turnaround time in processing special business applications
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I 1.3 Executive Summary

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

The Municipality’s service delivery priorities were reviewed as part of this year’s planning and
budget process. Where appropriate funds will be transferred from low- to high priority
programmes so as to maintain sound financial stewardship. A critical review will also be
undertaken of expenditure on non-essential and ‘nice-to-have’ items. 2018/19 MTREF was
drafted in context of an economy that is not projected to grow supported.

The draft budget for the 2018/19 MTREF period is based on the realisation that revenues and
cash flows are expected to remain under pressure in 2018/19 and the municipality must adopt
a conservative approach when projecting expected revenues and cash receipts. The
municipality must further in terms of MFMA Circular 89 & 91 carefully consider the
affordability of tariff increases especially in relation to domestic consumers which makes up
the bulk of the municipality’s revenue base whilst considering the level and quality of services
versus the associated cost.

The draft budget was compiled by ensuring that the financial management processes are
transparent, aligned to the accountability cycle and facilitate good governance that is
accountable to the local community. Public perception shows high levels of unhappiness with
service delivery and perceived corruption at municipalities and sound leadership is required
as well as measures put in place to address mismanagement by implementing effective
systems to measure, monitor and evaluate performance.

The draft budget supports the provision of basic services to the communities, facilitating social
and economic development, promoting a safe and healthy environment in a sustainable
manner.

The main challenges experienced during the compilation of the 2018/19 MTREF can be
summarised as follows:

. Ensuring the timely delivery of capital programmes (eliminate under-spending of
capital budgets) and to review all by-laws and development approval processes with
a view of removing any bottlenecks to investment and job creation.

. Under spending on repairs and maintenance — often seen as a way to reduce short
term spending which shortens the life of assets, increases long term maintenance and
refurbishment costs and causes a deterioration in the reliability of our infrastructure

. Spending on non-priorities — including unnecessary travel, luxury furnishings,
excessive catering and the use of consultants to perform routine tasks.

. Not just employing more people without any reference to the level of staffing required
delivering effective services. The municipality must through fully participating in the
Expanded Public Works Program focus on maximizing its contribution to job creation
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by ensuring that service delivery and capital projects use labour intensive methods
wherever appropriate and implement intern’s programmes to provide young people
with on-the-job training.

° Collecting outstanding debts — this requires political commitment, sufficient
administration capacity and pricing policies that ensure that bills are accurate and
affordable.

. Pricing services correctly — the full cost of services must be reflected in the tariffs

charged to consumers who can afford to pay. Overly generous subsidies and rebates
that result in services running at a loss cannot be entertained.

The following budget principles and guidelines directly informed the compilation of the draft
2018/19 MTREF:

. The 2017/18 Adjustment Budget priorities and targets, as well as the base line
allocations contained in the Adjustment Budget.

° Service level standards were used to inform the measurable objectives, targets and
backlog eradication goals.

° Tariff and property rate increases should be affordable and try not to exceed inflation
as measured by the CPI, except where the price increases in the services that are
beyond the control of the municipality, i.e. ESKOM.

. Cost Containment Regulations have been implemented to curtail spending in terms
of the regulations.

. No budget has been allocated to national and provincial funded projects unless the
necessary grants to the municipality are reflected in the Division of Revenue Act
gazette.

National Treasury has issued a Circular (MFMA Circular No 64) giving guidance to
municipalities of what should be done to maximise the revenue generating potential of
existing sources of revenue such as property rates and trading services. Further Circulars will
be issued by National Treasury to guide municipalities in developing credible revenue
frameworks by reaffirming the fundamental principles of costing, revenue management and
revenue enhancement.

Revenue management is described as a fundamental and routine financial management
function of the municipality’s revenue generating business that includes billing and collection
activities in respect of trading services and property rates.

Revenue enhancement is about improving by making more, in the case of municipal revenue
it is associated with increasing the value of revenue generated. Revenue enhancement can be
broken into two components. The first being national policy developments that give rise to
additional sources of revenue from government (grant funding) and the second component is
the ability of the municipality to grow its own revenue base.
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MFMA Circular No 58 advises that the municipality must ensure that the billing systems are
accurate; accounts are sent out to residents on a monthly basis and follow-up to collect
revenue owed to the municipality.

In terms of MFMA Circular No 64 the main responsibility of the municipality is to deliver
services. In terms of Section 75A of the Municipal Systems Act the municipality is allowed to
levy and recover fees, charges or tariffs in respect of municipal service delivery functions and
recover collection charges and interest on outstanding amounts. The municipality must adopt
by-laws to give effect to the implementation and enforcement of the tariff policies.

Revenue generation is everyone’s responsibility, not just that of the revenue Section. The
municipality must effectively manage all functions that impact protecting and growing the
revenue base. The implementation of internal controls along the revenue value chain will aid
effective data handovers; utilising system data validation mechanisms and ensuring that
service level standards are fundamental to ensuring the integrity of the billing data but are
advised to stay away from costly data cleansing exercises.

The following are fundamental to maximising the existing revenue:

. Billing system that correctly reflects all billing and customer information required to
issue accurate accounts to consumers.
. All property within the municipal jurisdiction must be correctly valued and the billing

system must be updated with any change in property ownership. This is necessary to
protect and grow the property rates base.

° Effective business processes to ensure new property development as well as
improvements to existing properties are valued as required.

° Correct categorisation of properties.

. Water and electricity meter numbers must be recorded correctly and linked to
corresponding property.

° Continual maintenance of water and electricity meters to minimise losses due to
leakages or incorrectly metered consumption.

. Accurate meter reading and minimising the amount of meter reading estimates.

. Refuse and sanitation service charges must be included in all billing records and the
municipality must ensure these services are not run at a loss.

° Billing queries to be resolved within reasonable timeframes.

° Municipal functions must be adequately staffed with competently skilled individuals

who understand the job requirements and how to deliver on it.

The Circular further advises municipalities to table “surplus” budgets. To achieve this the municipality
must ensure cost reflective tariffs; operation efficiencies; maximising revenue regenerating potential
of own revenue sources and a productive workforce and sound decision making to ensure that the
limited financial resources are spent wisely so that value for money is achieved.

National Treasury’s MFMA Circular No. 85, 86, 89 and 91 was used to guide the compilation of the
Draft 2018/19 MTREF.

Page 18 of 240



Abaqulusi Municipality

Draft 2018/19 Annual Budget and MTREF

In view of the aforementioned, the following table is a consolidated overview of the proposed 2018/19
Medium-term Revenue and Expenditure Framework:

Table 1 Consolidated Overview of the Draft 2018/21 MTREF

Adjustment Draft Budget Draft Budget Draft Budget
Budget 2017/ Year 2018/ Year + 2019/ Year +2 2020/
2018 2019 2020 2021

R Thousand R Thousand R Thousand R Thousand
Total Operating Revenue 503,489 415,114 444,606 474,520
Total Operating
Expenditure including non- 512,335 531,415 560,638 591,467
cash items
(Surplus) / Deficit for the 8,896 116,301 116,031 116,947
Year
Total Capital Expenditure 53,990 51,434 46,735 48,075

Total operating revenue has increased by R 15, 5 million for the 2018/19 financial year when compared
to the 2017/18 Adjustment Budget. For the two outer years, operational revenue will increase,
equating to a total revenue growth of R 96, 6 million over the MTREF when compared to the 2017/18
financial year.

Total operating expenditure for the 2018/19 financial year has been appropriated at R 589, 9 million
and translates into a budgeted operating deficit of R 106, 1 million for non-cash items. When
compared to the 2017/18 Adjustment Budget, operational expenditure has increased by 6, 1% in the
2018/19 budget and 5, 4% and 5, 5% increases for each of the respective outer years of the MTREF.

The capital budget of R 51,4 million for 2018/19 is 4,7% less when compared to the 2017/18
Adjustment Budget. The decrease is due to MIG allocation which was reduced as no capital funding
from own revenue being allocated for 2018/2019. The capital program decreases to R 46,7 million in
the 2019/20 financial year due and then increases to R 48 million in 2020/21 due to an increase in
MIG. Currently no capital budget will be funded from internally generated funds in each of the
financial years of the MTREF but will be relooked before the tabling of the final document in May 2018.
Capital from government grants and transfers amounts to R 51,4 million which is R 1,3 million LESS
than the 2017/18 financial year. MIG amounting to R 36,4 million and INEG of R 15 million

I Operating Revenue Framework

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

The municipality’s revenue strategy is built around the following key components:
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. National Treasury’s guidelines and macroeconomic policy;
. Growth in the municipal area and continued economic development;
. Efficient revenue management, which aims to ensure a 92% annual collection rate for

property rates and other key service charges;

. Electricity tariff increases as approved by the National Electricity Regulator of South Africa
(NERSA);
. Determining the tariff escalation rate by establishing/calculating the revenue requirement of

each service;

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

. Increase ability to extend new services and recover costs;
. The municipality’s Indigent Policy and rendering of free basic services; and
. Tariff policies of the Municipality.

The following table is a summary of the Draft 2018/19 MTREF (classified by main revenue source):
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Table 2 Summary of revenue classified by Main Revenue Source A4

KZN263 Abaqulusi - Table A4 Budgeted Financial Performance (revenue and expenditure)

Description Ref | 201415 201516 2016117 Current Year 2017/18 2018/19 Medium T:r;TneRfv‘;‘:E”e & Expenditure
R thousand 1 Audited Audited Audited Original Adjusted Full Year Pre-audit Budget Year Budget Year +1 Budget Year +2
Outcome Outcome Outcome Budget Budget Forecast outcome 201819 2019/20 2020/21
Revenue By Source
Property rates 2 59010 59014 63 291 65000 65000 60 798 - 65000 68 575 72278
Service charges - electricity revenue 2 143 521 160 862 161915 173132 176 530 138 585 - 146 382 154 432 162 768
Service charges - water revenue 2 33944 32026 13786 16 912 18 972 32520 - 33737 35593 37 511
Service charges - sanitation revenue 2 21214 18 401 22042 20794 26 550 16 373 - 11156 11770 12 399
Service charges - refuse revenue 2 12 446 13 891 18 904 15325 20 284 13106 - 8913 9404 9906
Service charges - other - -
Rental of facilities and equipment 1297 1223 1268 1248 1248 1256 854 901 950
Interest earned - external investments 3166 1730 1973 1750 1750 2027 2119 2236 2 356
Interest earned - outstanding debtors - 15 13 3000 3000 34 100 106 111
Dividends received - - - - -
Fines, penalties and forfeits 8297 8621 1155 3471 3471 1078 2000 2110 2224
Licences and permits 4063 4236 4172 4530 4530 2068 4200 4431 4675
Agency services - - - - -
Transfers and subsidies 113 621 112 829 114 588 139 593 139 593 139 294 153 616 167 829
Other revenue 2 45828 60 993 2762 42511 42511 788 - 1359 1434 1513
Gains on disposal of PPE
Total Revenue (excluding capital transfers and 446 406 473 843 405870 487 265 503 439 268 634 - 415114 444 606 474 520
contributions)
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In line with the formats prescribed by the Municipal Budget and Reporting Regulations, capital
transfers and contributions are excluded from the operating statement, as inclusion of these revenue
sources would distort the calculation of the operating surplus/deficit.

Revenue generated from rates and services charges forms a significant % of the revenue basket for
the Municipality.

Service charge revenues comprise more than 48, 22% of the total revenue mix. In the 2018/19
financial year, revenue from services chargesis expected to total R 200,1 million. This increases to
R 211, 2 million and R 222,5 million in the respective financial years of the MTREF. The above table
excludes revenue foregone arising from discounts and rebates associated with the tariff policies of the
Municipality. Details in this regard are contained in Table 64 KZN263 SA1 (see page 99).

Property rates is the second largest revenue source totalling 15,6 % or R 65 million rand and increases
to R 72, 2 million by 2020/21.

The third largest sources are “other revenue” which consists of various items such as income received
from permits and licenses, building plan fees, connection fees and advertisement fees. Departments
have been urged to review the tariffs of these items on an annual basis to ensure they are cost
reflective and market related. The anticipated revenue from other revenue is R 8,5 million.

Operating grants and transfers totals R 139,5 million in the 2017/18 financial year and decreases to

R139,2 million for 2018/19. Note that the year-on-year growth is 5,5% in the two outer years.

The municipality hopes to receive additional funding which will be applied to address:

° Compensation for rising costs of providing free basic water and electricity to poor households.
] Accelerate provision of access to clean water through bulk and reticulation projects.
° Accelerate provision of access to electricity and improving the sustainability of access through

the refurbishment of key infrastructure.
° Expand the collection and use of date on the condition of municipal roads.

] Increase the number of interns with infrastructure-related skills. The following table gives a
breakdown of the various operating grants and subsidies allocated to the municipality over
the medium term:
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Table 3 Operating Transfers and Grant Receipts — SA18 — Transfer & Grant Receipts

KZN263 Abaqulusi - Supporting Table SA18 Transfers and grant receipts
Description Ref 2014115 2015116 201617 Current Year 2017/18 2018/19 Medium Term Revenue & Expenditure Framework
R thousand Audited Audited Audited Original Adjusted Full Year Budget Year Budget Year +1 Budget Year +2
Outcome Outcome Outcome Budget Budget Forecast 2018119 2019/20 2020/21
RECEIPTS: 1,2
Operating Transfers and Grants
National Government: 109 287 129 193 129 913 135 598 135 598 135 598 150 041 158 730 172 097
Local Government Equitable Share 96 203 106 246 106 890 117 393 117 393 117 393 130 276 145195 158 630
Finance Management 1698 1600 1625 1700 1700 1700 1770 2235 2667
Municipal Systems Improvement 1010 930 - - - - 1700 1700 1800
Integrated National Electrification Programme 9000 19 000 20000 15000 15000 15000 15000 9600 9000
EPWP Incentive 1376 1417 1398 1505 1505 1505 1295
Other transfers/grants [insert description]
Provincial Government: - - 4068 4052 4052 4052 4253 4486 4732
Sport and Recreation
Arts & Culture - Museum 175 183 183 183 192 202 213
Arts & Culture - Library Provincial 3714 2963 2963 2963 3111 3267 3430
Arts & Culture - Community Library 179 906 906 906 950 1017 1089
District Municipality: - - - - - - - - -
Zulualnd
Other grant providers: - - - - - - - - -
[insert description]
Total Operating Transfers and Grants 5 109 287 129193 133 981 139 650 139 650 139 650 154 294 163 216 176 829

Capital Transfers and Grants
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National Government:
Municipal Infrastructure Grant (MIG)

Other capital transfers/grants [insert desc]
Provincial Government:

Other capital transfers/grants [insert
description]

District Municipality:
Zulualnd

Other grant providers:
[insert description]

34158

39 566

30 155

37740

37740

37740

36 434

37135

39 075

34158

39 566

30 155

37 740

37 740

37 740

36 434

37135

39075

Total Capital Transfers and Grants

34158

39 566

301585

37740

37740

37740

36 434

37135

39075

TOTAL RECEIPTS OF TRANSFERS & GRANTS

143 445

168 759

164 136

177 390

177 390

177 390

190 728

200 351

215904
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Tariff-setting is a pivotal and strategic part of the compilation of any budget. When rates, tariffs and
other charges were revised, local economic conditions, input costs and the affordability of services
were taken into account to ensure the financial sustainability of the Municipality.

National Treasury continues to encourage municipalities to keep increases in rates, tariffs and other
charges as low as possible. The municipality must however take into account the labour and other
input costs of services, the need to ensure financial sustainability, local economic conditions, the
affordability of services, the indigent policy. An appropriate balance between the interests of poor
households, other consumers and financial sustainability needs to be maintained as excessive
increases are likely to be counterproductive, resulting in higher levels of non-payment.

The percentage increases of ESKOM bulk tariffs are far beyond the mentioned inflation target. Given
that these tariff increases are determined by external agencies, the impact they have on the
municipality’s electricity and in these tariffs are largely outside the control of the Municipality.
Discounting the impact of these price increases in lower consumer tariffs will erode the Municipality’s
future financial position and viability. Based on NERSA’s approval of a 7,32% increase to Eskom as per
MFMA Circular 91. The municipality has allowed overall for a 6,84% increase.

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

I Property Rates

Property rates cover the cost of the provision of general services. Determining the effective property
rate tariff is therefore an integral part of the municipality’s budgeting process. The percentage
increase for property rates is 5%. All households receive a rebate on the first R 15,000 and indigent
residents a further R 65,000.

National Treasury’s MFMA Circular No. 51 deals, inter alia with the implementation of the Municipal
Property Rates Act, with the regulations issued by the Department of Co-operative
Governance. These regulations came into effect on 1 July 2009 and prescribe the rate ratio for the
non-residential categories, public service infrastructure and agricultural properties relative to
residential properties to be 0,25:1. The implementation of these regulations was done in the previous
budget process and the Property Rates Policy of the Municipality has been amended accordingly.

The following stipulations in the Property Rates Policy are highlighted:

. The first R 15 000 of the market value of a property used for residential purposes is excluded
from the rate-able value (Section 17(h) of the MPRA).

. 100 % rebate will be granted to registered indigents in terms of the Indigent Policy;

. For pensioners, physically and mentally disabled persons, a maximum/total rebate of 50 %
(calculated on a sliding scale) will be granted to owners of rate-able property if the total gross
income of the applicant and/or his/her spouse, if any, does not to exceed the amount equal
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to twice the annual state pension as approved by the National Government for a financial
year. In this regard the following stipulations are relevant:

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

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

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

should be in place; and

- The property must be categorized as residential.

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

for such a grant.

The categories of rateable properties for purposes of levying rates and the proposed rates for the
2018/19 financial year based on a 5% increase from 1 July 2018 is contained below:

Table 4 Comparison of proposed rates to be levied for the 2018/19 financial year

Category Current Tariff Proposed tariff
(1 July 2017) (from 1 July 2018)
c c
Residential properties 0,0080325 0,0084341
State owned properties 0,0200812 0,0210853
Business & Commercial 0,0200812 0,0210853
Agricultural 0,0020082 0,0021086
Vacant land 0,0200812 0,0210853
Municipal rateable — Residential 0,0080325 0,0084341
Industrial 0,0200812 0,0210853
Non-permitted use/lllegal usage 0,0200812 0,0210853
Public benefit organisation properties 0,0020082 0,0021086
Special consent 0,0200812 0,0210853
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1.3.2 Sale of Water and Impact of Tariff Increases

South Africa faces similar challenges with regard to water supply as it did with electricity, since
demand growth outstrips supply. Consequently, National Treasury is encouraging all municipalities to
carefully review the level and structure of their water tariffs to ensure:

. Water tariffs are fully cost-reflective — including the cost of maintenance and renewal of
purification plants, water networks and the cost associated with reticulation expansion;

. Water tariffs are structured to protect basic levels of service and ensure the provision of free
water to the poorest of the poor (indigent); and

. Water tariffs are designed to encourage efficient and sustainable consumption.

In addition, National Treasury has urged all municipalities to ensure that water tariffs charged are able
to cover for the cost of bulk purchases, ongoing operations as well as provision for future
infrastructure. This has not been possible due to the severe drought in the Abaqulusi area.

To mitigate the need for water tariff increases, municipalities are encouraged to put in place
appropriate strategies to limit water losses to acceptable levels. Water losses have increased from
46% in 2014/15 to 54% in 2015/16 and further increased to 71% in 2016/17.

Zululand District Municipality as well as Abaqulusi municipality has undertaken a critical assessment
of its capital infrastructure requirements. The assessment indicates that the current infrastructure is
unlikely to sustain its long-term ability to supply water and the District Municipality will have no other
choice but to provide funding for infrastructure upgrades.

A tariff increase of 5% from 1 July 2018 for water is proposed. In addition, 6 kl water per 30-day period
will again be granted free of charge to all indigent community members.

A summary of the proposed tariffs for households (residential) and non-residential are as follows:

Table 5 Proposed Water Tariffs

CURRENT TARIFFS PROPOSED TARIFFS
CATEGORY 2017/18 2018/19
Rand per ki Rand per ki
RESIDENTIAL
(i) 0 to 6 kl per 30-day period 10.11 10.60
(i) 6.01 to 15 kI per 30-day period 10.11 10.70
(iii)  15.01 to 30 kI per 30-day period 10.11 11.50
(iv)  More than 30.01 per 30-day period 15.00 15.00
BUSINESS
(i) 0 to 6 kl per 30-day period 10.11 10.60
(i) 6.01 to 15 kI per 30-day period 10.11 10.70
(iii)  15.01 to 30 kI per 30-day period 10.11 11.50
(iv)  More than 30.01 per 30-day period 15.00 15.00

The following table shows the impact of the proposed increases in water tariffs on the water charges
for a single dwelling-house:
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Table 6 Comparison between current water charges and increases (Domestic)

Monthly Current amount | Proposed amount Difference Percentage
Consumption payable payable (Increase) change
ke R R R
6 60.66 63.60 2.94 5%
10 101.10 107.00 5.90 5%
20 202.20 214.00 11.80 5%
30 303.30 345.00 41.70 5%
50 750.00 750.00 0
80 1200.00 1200.00 0
100 1500.00 1500.00 0

The tariff structure for this financial year has changed to include another block tariff. The tariff
structure is designed to charge higher levels of consumption a higher rate, steadily increasing to a rate
of R15.00 per kilolitre for consumption in excess of 30k®€ per 30 day period.

I Sale of Electricity and Impact of Tariff Increases

NERSA has announced the revised bulk electricity pricing structure. Eskom increase in the bulk
electricity tariff to municipalities which will be effective from 1 July 2018 approved by NERSA of 7,32%
increase guidelines for municipalities.

NERSA for the past 5 years in a row has allowed Eskom to increase its tariff to municipalities higher
than what municipalities may charge their consumers and this continues to have a negative impact on
the municipality’s revenue from electricity and is starting to impact on the maintenance of the
electrical infrastructure and the Section continues to show a deficit. An analysis of the municipality’s
consumption patterns is being done to calculate more accurate tariffs and submitted to NERSA for
approval. The tariff increase is 6,84%. The Section is supposed to be ring fenced, but due to the theft
of electricity due to tampering and bypassing of meters is not possible.

Registered indigents will again be granted 50 kWh per 30-day period free of charge.

The following table shows the impact of the proposed increases in electricity tariffs on the water
charges for domestic customers:

Table 7 Comparison between current electricity charges and increases (Domestic) °

APPROVED | PROPOSED | PROPOSED | PROPOSED
DESCRIPTION TARIFFS TARIFFS TARIFFS TARIFFS
2017/2018 | 2018/2019 | 2019/2020 | 2020/2021
6.8% 5.5% 5.4%
Domestic (Conventional)
Basic charge R 100.00 R 106.84 R 112.72 R 118.80
Cost per unit kWh - 0-50kwh - step tariff R 0.88 R0.94 R 0.99 R 1.05
6.8%
Cost per unit kWh - 051-350kwh -step
tariff 6.8% R1.22 R1.30 R 1.38 R 1.45
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APPROVED | PROPOSED | PROPOSED | PROPOSED
DESCRIPTION TARIFFS TARIFFS TARIFFS TARIFFS
2017/2018 | 2018/2019 | 2019/2020 | 2020/2021
6.8% 5.5% 5.4%
Cost per unit kWh - 351-600kwh - step
tariff 6.8% R 1.63 R1.74 R 1.84 R1.94
(6_‘085;per unit kWh - >600kwh - step tariff R 1.89 R 2.02 R2.13 R 2.25
. 0

The step tariff advised by NERSA and implemented since July 2011 results that the higher the
consumption, the higher the cost per kWh. The aim is to subsidise the lower consumption users
(mostly the poor).

The inadequate electricity bulk capacity and the impact on service delivery and development remains
a challenge for the Municipality. Most of the suburbs and inner municipality reticulation network was
designed or strengthened in the early 1980’s with an expected 20-25 year life-expectancy. The
upgrading of the Municipality’s electricity network has therefore become a strategic priority,
especially the substations and transmission lines. Electricity losses have increased from 30, 46% in
2014/15 to 47, 41% in 2015/16 and for 2016/17 decreased to 27,8%.

The approved budget for the Energy Section can only be utilised for certain committed upgrade
projects and to strengthen critical infrastructure (e.g. substations without back-up supply). It is
estimated that special funding for electricity bulk infrastructure to the amount of R114,6 million per
year for five years will be necessary to steer the Municipality out of this predicament. It must be noted
that ESKOM will receive an amount of R 1 million to perform electrification and this will then have to
be maintained by the municipality.

In addition, the Section must raise awareness and promote behaviour change through communication
and education to ensure the 10% reduction in energy consumption is achieved. A renewable and
cleaner energy plan has to be developed, monitored, evaluated and updated annually. To upgrade
street lights to LED fittings and other energy efficiency projects is a costly exercise for which funding
must be sourced.

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

I Sanitation and Impact of Tariff Increases

A tariff increase of 5% for sanitation from 1 July 2018 is proposed. This Section is currently operating
at a deficit and it is generally accepted that all service departments should at least break even. This is
based on the input cost assumptions related to water. It should be noted that electricity costs
contribute approximately 15% of waste water treatment input costs. The following factors also
contribute to the proposed tariff increase:

. Sanitation charges are calculated according to the percentage water discharged as indicated
in the table below;

. Free sanitation (100% of 6 kl water) will be applicable to registered indigents; and

. The total revenue expected to be generated from rendering this service amounts to R17,2

million for the 2018/19 financial year.
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Table 8 Comparison between current sanitation charges and increases

CURRENT TARIFF PROPOSED TARIFF

2017/18 2018/19
CATEGORY % TARIFF PER % TARIFF PER ki
DISCHARGED kl DISCHARGED
R R
0 — 30 kl per 30-day period 75 7.84 75 8.25
30.01 — 99 kI per 30-day period 75 9.04 75 9.51
99.01 and above kl per 30-day 75 9.72 75 10.23
period

The following table shows the impact of the proposed increases in sanitation tariffs on the sanitation

charges for a single dwelling-house:

Table 9 Comparison between current sanitation charges and increases, single dwelling- houses

Monthly sanitation Current amount Proposed amount Difference
consumption Payable Payable (5% increase)
ki R R R
30 235.20 247.50 12.30
30.01 to 99 623.76 656.19 32.43
99.01 and above 962.28 1012.77 50.49

I Waste Removal and Impact of Tariff Increases

The Municipality will have to implement a solid waste strategy to ensure that this service can be
rendered in a sustainable manner over the medium to long-term. The service of refuse collection is
outsourced which is the main contributor of expenditure as well as the cost of remuneration. This
Section is budgeted to have a deficit. It is recommended that a comprehensive investigation into the
cost structure of solid waste function be undertaken, and that this include investigating alternative

service delivery models.

A 5% increase in the waste removal tariff is proposed from 1 July 2018. Higher increases will not be
viable in 2018/19 owing to the significant increases implemented in previous financial years as well as
the overall impact of higher than inflation increases of other services. Any increase higher can be
counter-productive and will result in affordability challenges for individual rates payers raising the risk

associated with bad debt.

The following table compares current and proposed amounts payable from 1 July 2018:
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Table 10 Comparison between current waste removal fees and increases

WASTE
REMOVAL
2017/18

WASTE REMOVAL
2018/19

Tariff per container/household per month or part of a
month:

Areas serviced by means of: (Tariff is multiplied by the
number of service rounds per week and the number of
containers/households.)

Per month (R)

Residential 93.23 97.90
Businesses per container 288.19 302.60
Businesses bulk container 2889.55 3034.00

I Overall impact of tariff increases on households

The following table shows the overall expected impact of the tariff increases on a large and small
household, as well as an indigent household receiving free basic services.

Note that in all instances the overall impact of the tariff increases on household’s bills has been kept
to a 5%, increase, except for electricity which increases to 6,8% for all households including indigent

households.

In terms of Section 64 2(g) of the MFMA a Municipality must for the purposed of the sub-Section

take reasonable steps to ensure

(g) that the municipality charges interest on arrears, except where the council has granted
exemptions in accordance with its budget related policies and within a prescribed framework;
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Table 11 KZN263 Table SA14 — Household Bills

KZN263 Abaqulusi - Supporting Table SA14 Household bills

2018/19 Medium Term
2014115 2015/16 2016/17 Current Year 2017/18 Revenue & Expenditure
Description Framework
Ref Audited Audited Audited Original Adjusted Full Year Budget Year 201819 Budget Year | Budget Year Budget Year
Outcome Outcome Outcome Budget Budget Forecast 2018119 +12019/20 +2 2020/21
Rand/cent % incr.
Monthly Account for Household - '‘Middle Income 1
Range'
Rates and services charges:
Property rates 475.28 508.55 542.11 574.64 574.64 574.64 5.0% 603.37 636.56 671.57
Electricity: Basic levy 56.08 64.49 69.42 73.59 73.59 73.59 6.8% 78.59 82.92 87.48
Electricity: Consumption 1373.15 1579.12 1699.76 1801.75 1801.75 1801.75 6.8% 192427 2030.10 2141.76
Water: Basic levy 33.22 36.54 40.26 42.72 42.72 42.72 5.0% 44.86 47.32 49.93
Water: Consumption 234.52 257.97 - 300.80 300.80 300.80 5.0% 315.84 333.21 351.54
Sanitation 96.27 105.90 121.78 129.21 129.21 129.21 5.0% 135.67 143.13 151.00
Refuse removal 69.20 76.12 87.54 92.88 92.88 92.88 5.0% 97.52 102.89 108.55
Other
sub-total 23371.72 2628.69 2560.87 3015.59 3015.59 3015.59 6.1% 3200.13 3376.13 3561.82
VAT on Services 327.28 368.02 358.52 422.18 422.18 422.18 448.02 472.66 498.65
Total large household bill: 2665.00 2996.71 2919.39 3431.77 3431.17 34371.717 6.1% 3648.14 3848.79 4060.47
% increasel-decrease 12.4% (2.6%) 17.8% - - 6.1% 5.5% 5.5%
) 2
Monthly Account for Household - ‘Affordable Range'
Rates and services charges:
Property rates 263.75 282.21 300.84 318.89 318.89 318.89 5.0% 334.83 353.25 372.68
Electricity: Basic levy 56.08 64.49 69.42 73.59 73.59 73.59 6.8% 78.59 82.92 87.48
Electricity: Consumption 587.98 676.18 727.84 771.51 771.51 771.51 6.8% 823.97 869.29 917.10
Water: Basic levy 33.22 36.54 40.26 42.72 42.72 42.72 5.0% 44.86 47.32 49.93
Water: Consumption 195.45 215.00 - 250.69 250.69 250.69 5.0% 263.22 277.70 292.98
Sanitation 96.27 105.90 121.78 129.21 129.21 129.21 5.0% 135.67 143.13 151.00
Refuse removal 69.20 76.12 87.54 92.88 92.88 92.88 5.0% 97.52 102.89 108.55
Other
sub-total 1301.95 1456.44 1347.68 1679.49 1679.49 1679.49 5.9% 1778.68 1876.50 1979.711
VAT on Services 182.27 203.90 188.68 235.13 235.13 235.13 249.01 262.71 277.16
Total small household bill: 1484.22 1660.34 1536.36 1914.62 1914.62 1914.62 5.9% 2027.69 2139.21 2256.87
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% increase/-decrease 11.9% (7.5%) 24.6% - - 5.9% 5.5% 5.5%

, -1.63 -4.30 -1.00

Monthly Account for Household - 'Indigent’

Household receiving free basic services

Rates and services charges:
Property rates - - - - - - - = =
Electricity: Basic levy 56.08 64.49 69.42 73.59 73.59 73.59 6.8% 78.59 82.92 87.48
Electricity: Consumption - - - - - - - = =
Water: Basic levy 33.22 36.54 40.26 42.72 42.72 42.72 5.0% 44.86 47.32 49.93
Water: Consumption 96.32 105.95 - 123.54 123.54 123.54 5.0% 129.72 136.85 144.38
Sanitation 96.27 105.90 121.78 129.21 129.21 129.21 5.0% 135.67 143.13 151.00
Refuse removal 69.20 76.12 87.54 92.88 92.88 92.88 5.0% 97.52 102.89 108.55
Other

sub-total 351.09 389.00 319.00 461.94 461.94 461.94 5.3% 486.36 513.11 541.33

VAT on Services 49.15 54.46 44.66 64.67 64.67 64.67 68.09 71.84 75.79

Total small household bill: 400.24 443.46 363.66 526.61 526.61 526.61 5.3% 554.45 584.95 617.12
% increase/-decrease 10.8% (18.0%) 44.8% - - 5.3% 5.5% 5.5%
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I Operating Expenditure Framework

The Municipality’s expenditure framework for the draft 2018/19 budget and MTREF is informed by
the following:

The asset renewal strategy and the repairs and maintenance plan;

Balanced budget constraint (operating expenditure should not exceed operating revenue)
unless there are existing uncommitted cash-backed reserves to fund any deficit;

Funding of the budget over the medium-term as informed by Section 18 and 19 of the MFMA,;
The capital programme is aligned to the asset renewal strategy and backlog eradication plan;

Operational gains and efficiencies will be directed to funding the capital budget and other core
services;

Strict adherences to the principle of no project plan no budget. If there is no business plan
n