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PART 1 - ANNUAL BUDGET

1.1 EXECUTIVE MAYOR’S REPORT
The Honourable Minister of Finance stated in his budget speech of 24 February 2016 that
a period of unprecedented monetary stimulus in response to the 2008 recession is not yet
over, and global volatility and structural imbalances are far from resolved. He further
highlighted that the South African major exports (platinum, gold, iron ore and coal) have
seen substantial declines in global demand and in prices. These have the negative effects
to the country’s economy that are widespread:

* |ower export earnings,

* lower revenue,

¢ declining investment,

e job losses, and in some cases business failures.
The speech also highlighted the fact that the world’s economic growth declined from 3.4
per cent in 2014 to an estimated 3.1 per cent last year. The decline in the sub-Saharan
Africa was from 5 per cent to 3.5%. According to National Treasury, the South African
economic growth is also expected to decline from 1.3% in 2016 to 0.9% this year (2016).

The Honourable Minister's speech also noted another important fact that faster growth is
being achieved in countries which have undertaken bold structural reforms, such as India’s
scaling back of subsidies for industry and opening up of trade opportunities, and the
promotion of skilled immigration, urban investment and labour-intensive manufacturing
and agro-processing in South-east Asian and several African economies. This gives us
pointer on the likely route the City could follow to combat the declining economic growth.
The City has the responsibility to contribute towards measures that would help the Country
to attract investors and stimulate economic growth.

The speech of the Honourable MEC for Finance in the province of 04 March 2016,
indicated that the provincial economy is forecast to lag behind the national average thus
requiring an integrated sectoral approach tc ensure growth. The speech further indicated

that the severe drought has affected agricultural output which stood at 1.5 % in 2013 to -

Page | i




10.6 % in the 3rd quarter of 2015. The speech advises that fiscal policy choices that will

enable us to mitigate against the effects of a subdued economy be made.

In response to the above challenges the Honourable Minister of Finance responded by

putting the stringent cost containment measures across all departments.

These include:

Restrictions on filling managerial and administrative vacancies, subject to review of
human resource plans and elimination of unnecessary positions;

Reduced transfers for operating budgets of public entities;

Capital budgeting reforms to align plans with budget allocations while strengthening
maintenance procedures;

Mandatory use of the new e-tender portal, thereby enforcing procurement
transparency and accessible reference prices for a wide range of goods and
services;

A national travel and accommodation policy and instructions on conference costs;
New guidelines to limit the vaiue of vehicle purchases for political office bearers;
Renegotiation of government leasing contracts;

New centrally negotiated contracts for banking services, ICT infrastructure and
services, health technology, school building and learner support materials.

The Honourable MEC for Finance in the province has heeded a call and put the following

cost containment measures:

Ensuring fiscal sustainability

Strict implementation of Cost Containment Measures
Containment of the Provincial wage Bill

Increasing own revenue generation

Rationalisation of Public Entities and

Attaining value for money

The Buffalo City Metropolitan Municipality understands that it is not immune to the

economic challenges that are experienced globally and by South African. Therefore,
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BCMM has taken and followed a tune of a more conservative approach in the manner in
which it approaches this MTREF budget. This approach includes giving consideration in
the budget to the cost containment measures suggested by National Treasury. These
measures are being implemented in an attempt to ensure the future viability of the
institution and to focus on reducing the negative impact on the residents within our
boundaries. Continuing from prior year cost containment measures, the following cost
containment measures have been applied in the 2016 MTREF budget:

* The annual budget allocation for critical unfunded posts has been ceased.

» Contracted Services and General Expense annual increase has been capped at 4%
in the 2016/17 financial, this below the CPI annual increase was reached having
considered that no annual increase was effected on these expenditure categories in
the 2015/16 MTREF.

* The exercise of scrutinising cost drivers within our value chain to identify areas for
efficiency improvement is still on-going.

It gives me great pleasure to announce that our total budget {operating and capital) for the
MTREF period is growing from R7.46 billion in the 2016/17 to R8.10 billion in the 2017/18
financial year, it further grows to R8.77 billion in the 2018/19 financial year of which
consistently over R1.5 billion per annum has been allocated for infrastructure investment.
Our commitment to respond to our people’s legitimate demand for a better life is reflected
in a budget in which the key priorities are Water and Sanitation, Roads and Storm
water, Human Settlements development, Transport Planning, Electricity and related
critical infrastructure and maintenance. In a continued effort to create jobs for the
communities of Buffalo City and to encourage private sector investment the capital budget
is being focused on a mix social and economic infrastructure investments. As part of its
long term plan on human capital development, the city has allocated funding for internship
programmes, especially in the areas of finance and engineering as well as the EPWP
Programme. The City further continues to allocate funding for bursaries to its employees
as well as communities of BCMM. This is in line with, and reflects our commitment to the
priorities of the National Development Plan and Provincial Development plan while of
course reflecting our own Constitutional role as a local actor on the national stage. The
budget allocation is based on the priorities that have been identified through the City's IDP
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reviews process. It also seek to works towards achieving the goals that are set in the

recently adopted Metro Growth and Development Strategy.

In total, the budget for our capital and operating projects amounts to just over R6.2
billion over the MTREF period (2016/17: R1.9 billion, 2017/18: R2.1 billion and 2018/19:
R2.3 billion. The municipality has recognised the economic adversities that is currently
being experienced by its citizens and in an attempt to relieve the growing poverty it has
taken a decision to strive to keep its tariff increases at the most minimal feasible levels.
This has resulted in the Metro reducing its tariff increases as compared to those that were
approved by Council in the 2015/16 MTREF on Property Rates and all the services. On
Property Rates the increase has been reduced from 9.6% to 7.6% for 2016/17, decrease
from 9.4% to 7.2%, for 2017/18 and an increase of 7% is projected for 2018/19. Refuse
Removal has been reduced from 9.2% to 7.8% for 2016/17, decreased from 9% to 7.5%
for 2017/18 and an increase 7.2% is projected for 2018/19 financial year. The Sewerage
tariff increase has also been decreased form 9.2% to 7.8% for 2016/17, reduced from 9%
to 7.5% for 2017/18 and an increase of 7.2% for 2018/19 is projected. However, Water
and Electricity losses remain a concern. For the Water Service, the tariff increases that
was approved in the 2015/16 MTREF for 2016/17 has been reduced from 10.70% to 8%,
for 2017/18 the increase has also been decreased from 10.5% to 7.89%. An increase of
7.92% is proposed for the 2018/19 financial year. The City has followed the proposed
NERSA increase of 7.64% for Electricity tariff.

The preparation of the General Valuation Roll as required by the Municipal Property Rates
Act was undertaken and was implemented on 1 July 2014. Supplementary Valuations will
continue being regularly conducted throughout the years and it is anticipated that this will
result in increased property rates revenue {(2016/17: R97 million).

In a continued effort to ensure future financial viability of the city continuous review of the
operational cost base is being undertaken in an attempt to identify inefficiencies. This has
yielded positive results hence the institution has been able project reduced tariff increases.
The institution will continue focusing on the operational budget in the 2016/17 financial
year in order to reduce further any inefficiency and thereby reduce the impact on Buffalo

City Metropolitan Municipality residents. The City strives to ensure that the tariffs are cost
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reflective of the services that have been provided. It is however important to mention the
fact that the City's revenue base is not at the required levels due to high rural areas that
are part of the Metro. This required creative and innovative ways of ensuring efficiency in
whatever activities that are undertaken. We shall continue to strive for equal service levels

for all our communities in the Metro.

We have been mindful that inflation leads to more pain for the poor than any other group. |
am happy therefore to propose that the 7.69% increase of the basic welfare package for
households that qualify in terms of our policy, which means that the indigents of Buffalo
City will continue to have a safety net of free basic services, translating in the new year

to a basket of services to the value of R485.82 per household per month.

In support of our local economy, the Directorate of Economic Development & Agencies
is running programmes in an effort to reduce unemployment and indigent rate in our
Metro. The Directorate has been allocated a capital budget of R148 million (R44.5 million,
R45.5 million and R57.5 million} over the MTREF period

In the coming year our engineers will continue with the process of eradicating backlogs in
water supply infrastructure whilst also attending to aging infrastructure. We will
continue to meet our pressing sanitation challenges in rural areas and informal
settiements, as well as expanding the capacity of infrastructure in our urban area to

accommodate and open opportunities for further developments.

An amount of R830 million (2016/17: R267 million, 2017/18: R274 million and 2018/19:
R289 million) has been set aside over the next three (3) years for the construction and
refurbishment of Roads and Storm Water infrastructure across the City. The City is also
continuing with the process of fleet renewal and procuring its own specialized vehicles for
the maintenance and construction of rural roads. A total allocation of R58 million has
been provided for this (Vehicles) over the MTREF.

As far as Wastewater Treatment infrastructure is concerned, a total capital budget of
R1.3 million over the MTREF period to this trading service (2016/17. R371 miliion,
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2017/18: R507 million and 2018/19: R389 million). This includes the amount of R310
million from own funds specifically for the replacement and refurbishment of existing
infrastructure within the Metro that has been allocated in the MTREF period. It also include
an amount of R436 million from borrowings to be utilised over the MTREF period fund the
sewer diversion tunnel project.

Our Water Services benefit to a total capital budget of R323 million over the MTREF
period (2016/17: R87.5 million, 2017/18: R95 million and 2018/19: R140 million) to expand
our water infrastructure, to augment water treatment capacity and to eradicate backlogs in
access to potable water supply. This includes the amount of R160 million from own funds
specifically for the replacement and refurbishment of existing infrastructure within the
Metro that has been allocated in the MTREF.

Our Municipal Services Directorate is scheduled to spend a capital budget amounting to
R361 million in the forthcoming MTREF period of which R86 million that is from own
funds will be spent in the 2016/17 financial year mainly on Construction and
Refurbishment of Waste Cells at Landfill Sites; Cemeteries as well as a range of
public amenities including community halls, sports facilities, etc. Each year the City's
cemeteries are being brought under increasing pressure as a result of the elevated
mortality rate in Buffalo City. This requires cur Environmental Services Department
annually to identify potential new sites for cemetery development that meet the rigorous
requirements of environmental legislation, while being close enough to our setilements to
be practically useful. An amount of R14 million over the MTREF period has been provided
for development and upgrading cemeteries in the Metro.

From the health and public safety perspective, an amount of R13 million has been
allocated over the MTREF period installation of a CCTV camera surveillance network in
order to improve safety in the Metro. The City has allocated R21 million in the MTREF
period towards fire engines, fire equipment and disaster management vehicles &
equipment to ensure that we are able to swiftly respond to fire and disaster emergency
calls. An amount of R15.5 million has been set aside in the MTREF period for the KWT
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Traffic Building. A further R5 million has been provided for Vehicle Test Station Upgrade
and equipment over the MTREF period.

Transport Planning continues to be a focus area for the institution considering the higher
traffic volumes on our roads. In order to ensure that we are alleviating congestion and
protecting our inhabitants an amount of R549 million (2016/17: R140 million, 2017/18:
R162 million and 2018/19: R247 million) has been allocated in the MTREF period for the
implementation of integrated transport plan. This includes the establishment and

refurbishment of transport facilities.

On Spatial Planning and Development, the City will be spending R273 million (2016/17:
R91 million, 2017/18: R98 million and 2018/19 R85 million) over the MTREF period

towards achieving spatial transformation and integration.

Electricity Trading Service has been allocated R477 million over the MTREF period
(2016/17: R143 million, 2017/18: R163 million and 2018/19; R171 million) for bulk
infrastructure, electrification and upgrading of informal areas. This includes the
amount of R330 million from own funds specifically for the replacement and refurbishment
of existing infrastructure within the urban core that has been provided in the MTREF
(2016/17: R100 million, 2017/18: R110 million and 2018/19: R120 million). BCMM is still
proceeding with investigating potential alternative sources of energy to ensure a more
sustainable energy mix by 2030. The BCM State of Energy Report (2008) highlighted
some issues and opportunities associated with sustainable energy in BCMM. These are
outlined here below:-

o Energy not necessarily used efficiently or sustainably - Energy demand is
increasing, the focus has been on increasing supply, rather than managing
demand;

» Lack of incentive to use energy efficiently;

e There are a number renewable energy, energy efficiency and carbon trading
opportunities in BCMM;
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A number of sustainable energy initiatives have been planned for implementation by the
municipality. Energy-efficient municipal operations provide a way to cut running costs
while reducing negative impact on the natural capital.

The institution has reconstituted the Board of the Buffalo City Metro Development Agency
(BCMDA) whose mandate is to drive Buifalo City Metropolitan Municipality's development.
It is envisaged that the board will provide strategic direction regarding the future focus
areas of the Buffalo City Metro Development Agency in an attempt to grow the local
economy through encouraging private sector investment. The board is currently finalising
the appointment of critical staff component that will be tasked with the daily operations of
the agency with the core positions of CEQO and CFO having already been appointed. The
Agency is expected to run in full swing in the new financial year

BCMM, a City growing with you has a story to tell, | would like to believe, that this is a
metro that is moving progressively towards being more productive, more sustainable,
more responsive, more developmental and indeed more people-centred than we have
been in the past.
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1.2 COUNCIL RESOLUTIONS

On 31 May 2016 the Council of Buffalo City Metropolitan Municipality convenes to
consider the 2016/17 Integrated Development Plan (IDP) Review, Medium Term Revenue
and Expenditure Framework (MTREF) and Built Environment Performance Plan (BEPP). It
is recommended that the Council approves and adopts the following resolutions:

1. The Council of Buffalo City Metropolitan Municipality, acting in terms of Section 34 of
the Municipal Systems Act, 32 of 2000 approves and adopts the revised 2016/17
Integrated Development Plan (IDP).

2. The Council of Buffalo City Metropolitan Municipality, acting in terms of DoRA, 2016
approves and adopts the 2016/17 Built Environment Performance Plan (BEPP)

3. The Council of Buffalo City Metropolitan Municipality, acting in terms of section 24 of
the Municipal Finance Management Act, (Act 56 of 2003) approves and adopts:

3.1. The annual budget of the parent municipality (BCMM) for the 2016/17 MTREF and
the multi-year and single-year capital appropriations as set out in the following
tables:

3.1.1. Budgeted Financial Performance (revenue and expenditure by standard
classification) as contained on {Table 20};

3.1.2. Budgeted Financial Performance (revenue and expenditure by municipal
vote) as contained on {Table 21};

3.1.3. Budgeted Financial Performance (revenue by source and expenditure by
type) as contained on {Table 22}; and

3.1.4. Multi-year and single-year capital appropriations by municipal vote and
standard classification and associated funding by source as contained on
{Table 23}.
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3.1.5. Budgeted Financial Position as contained on {Table 24};

3.1.6. Budgeted Cash Flows as contained on {Table 25};

3.1.7. Reserves and accumulated surplus reconciliation as contained on {Table
26},

3.1.8. Asset management as contained on {Table 27}; and

3.1.9. Basic service delivery measurement as contained on {Table 28}.

3.2. The annual budget of the municipal entity (BCMDA) for the 2016/17 MTREF as set
out in the following tables:
3.2.1. Budgeted Financial Performance (revenue by source and expenditure by
type) as contained on {Table 65};
3.2.2. Budgeted Financial Position as contained on {Table 66}; and
3.2.3. Budgeted Cash Flows as contained on {Table 67}.

3.3. The consolidated annual budget of the municipality the 2016/17 MTREF as set out

in the following tables:

3.3.1. Budgeted Financial Performance (revenue by source and expenditure by
type) as contained on {Table 30};

3.3.2. Budgeted Financial Position as contained on {Table 31};

3.3.3. Budgeted Cash Flows as contained on {Table 32);

3.3.4. Reserves and accumulated surplus reconciliation as contained on {Table
33};

4. The Council of Buffalo City Metropolitan Municipality Council, acting in terms of section
75A of the Local Government: Municipal Systems Act (Act 32 of 2000) approves and
adopts tariffs (percentage increase contained on {Table 3}) effective from 1 July 2016:
4.1.property rates — as set out in Annexure E
4.2, electricity — as set out in Annexure E
4.3. water — as set out in Annexure E
4.4. sanitation services — as set out in Annexure E
4.5.solid waste services — as set out in Annexure E
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4.6. other services as set out in Annexure E

. To give proper effect to the municipality’s draft annual budget, the Council of Buffalo

City Metropolitan Municipality approves:

5.1.That an indigent subsidy be granted to registered indigents in terms of Council's
Indigent Policy.

5.2.That an indigent consumer be given a maximum subsidy on his account of
R485.52 per month, which includes a maximum of 50kwh for electricity and 6kl for
water.

5.3. That free basic electricity be granted for a registered indigent consumer of 50KWh
per month.

5.4. That free basic water be granted to a registered indigent of 6Kl per month.

. The Buffalo City Metropolitan Municipality Council, approves and adopts the revised
budgeted related policies as set out in Annexures F, G, H and N:

6.1. Tariff Policy

6.2. Budget Virement Palicy

6.3. Budget Policy (Budget Management Policy)

6.4. Long-term Borrowing Policy

. That Council note the budget-related policies adopted in the previous financial years
and where no amendments have been made after review, as listed in Section 1.3.8.2

of this report and are available on BCMM's website at www.buffalocitymetro.qov.za .

. That in terms of Section 24(2)(c)(jii) of the Municipal Finance Management Act, 56 of
2003, the measurable performance objectives for capital and operating expenditure by
vote for each year of the medium term revenue and expenditure framework as set out
in Supporting Table SA7 {Table 41} be approved.
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9. Thatin terms of Section 24(2)(c)(iv) of the Municipal Finance Management Act, 56 2003,

the amendments to the Integrated Development Plan as set out in the Budget Chapter
17 be approved.

10. Council notes that the 2016/17 MTREF Budget tabled for adoption is structured in terms
of the then Buffalo City Metropolitan Municipality votes and functions.

11.MFMA Circular 78, 79 and 82 Municipal Budget Circular for the 2016/17 MTREF
attached as Annexure | to be noted by Council.

EXECUTIVE MAYOR

23rel ﬂzfl\t/ 2016
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1.3

Buffalo City Metropolitan Municipality adopted the Metro Growth and Development
Strategy in November 2015. The MGDS serves as the blueprint for social and economic
development in the Metro towards the year 2030. The IDPs to be implemented in the

EXECUTIVE SUMMARY

next 15 years will be informed by the vision of the MGDS.

1.3.1 Metro Growth and Development Strategy

Metro
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Development

Strategy
2030 1 '
Goals

Government
Main
Priorities &
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Government
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Other
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Framework
for City
Development
Strategies

National
Development
Plan 2030

Figure 1: Cycle of Metro Growth and"DeveIopment Strategy




1.3.1.1  Key Objectives of MDGS

A strategy is a journey towards a common destination;

Providing a liveable environment for the next generation;

The Metro need to be competitive and find its niche in its region and amongst other
secondary cities; and

The city as a well governed city that is driven by insight and vision; and

A Metro Growth and Development Strategy is a long term vision and goes beyond
the IDP as a metro’s 2030 vision.

An Innovative & Productive
Citv

A Green City

Vision
Buffalo City:
Well-
governed,
connected,
green and
innovative

A connected City

A spatially Transformed City

A Well-Governed City

Figure 2: Strategic Framework

1.3.2 Scoping the Landscape

BCMM continues to take a more conservative approach in the manner in which it

approaches the budgeting including the mid-year adjustment budget. This approach

includes giving consideration in the budget to the cost containment measures

suggested by National Treasury. These measures are being implemented in an attempt

to ensure the future viability of the institution and to focus on reducing the impact on the

residents within our boundaries.

Electricity loses remain a challenge, let alone the fact that Electricity Trading Service is

the highest contributor the City's internally generated funds. The City is progressing

with the programme of electrifying informal dwellings and has budgeted R30 million over

the 2016/17 MTREF period (R10 million per year) towards this programme. Regarding
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Water Service, it continues to be of concern that indigent residents continue to utilise
water in excess of what is allocated in term of the approved subsidy. This is cause for
concern in that water needs to be considered a scare resource requiring focused
demand and supply management. The demand management needs to be focused
surrounding penalising individuals for excessive usage through either punitive tariffs or
restricting use through engineering techniques. Supply management requires forward
planning and allocating budget to meet and undertake infrastructure expansion to meet
those demands. The staged tariff is used on water tariff as part of an effort to manage
demand. Water losses are still significant and continues to be one of the focus areas
for reduction in the MTREF budget whereby an amount of R160m of own funds over the
2016/17 MTREF period has been budgeted for replacement of old infrastructure.

The key liquidity metrics are deemed to be currently adequate however to ensure future
viability the institution needs to determine creative ways in which it can commence
planning to fund the infrastructure replacement which is expected to occur over the
medium to long term. This will require the institution to budget surpluses to allow for
adequate funding of historical shortfall of depreciation on existing infrastructure assets
as well as the creation of own funded new assets.

In the short term the Urban Settlement Development Grant (USDG) will be used to
create new infrastructure in the previously disadvantaged areas and to replace existing
infrastructure in those areas where infrastructure is nearing or has exceeded its useful
life. This is required to ensure the continued economic growth of the city and to allow
for business confidence.

The institution has historically undertaken capital projects with the view of expansion of
the City. It is however recognised that capital expansion cannot occur indefinitely
without corresponding economic growth else the cost of replacement of infrastructure,
through the depreciation impact on operational budgets, will outweigh the affordability of
the local economy. It is with this in mind that there needs to be strategic shift of focus
towards creating infrastructure with the express purpose of job creation and creating an
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environment which is conducive to private sector investment in certain key industry
points.

1.3.3 The National Development Plan
The National Development Plan which was adopted at the ANC's 53™ National
Conference in Mangaung identifies 5 pillars for the economy to grow to a level to which
we can create sustainable jobs, these are;
e Creating an environment for sustainable employment and economic growth;
* Promotion of employment in labour-absorbing industries;
e Promoting exports and competitiveness; strengthening the capacity of
government to implement its economic policy, and
» Demonstrating strategic leadership among the stakeholders to mobilise around
the national vision.
These pillars continue to be the cornerstone of the strategy which the country would like
to follow into the future. It would therefore appear appropriate to discuss which
infrastructure projects are currently in progress. In the context of the National
Development Plan, as Buffalo City Metropolitan Municipality, we see our primary task as
developing and maintaining our infrastructure in order to ensure that private sectors
partners see the potential to keep increasing their investment in our City, while creating
more jobs for our residents.

1.3.4 Local Economic Development

The East London IDZ's key mandate is to ensure that we create jobs by attracting
foreign direct investment. As a shareholder, we are doing our part to ensure that we
create an enabling environment for the IDZ to operate in conditions that allow them to
realize their strategic goals by making available 870 hectares of land in the Berlin area
for projects that will create job opportunities for our people. There is currently a process
underway to renegotiate the incentives which would be applicable to the IDZ over the
medium term.

As a metro we are working hard to ensure that we support our auto sector by

developing and maintaining our infrastructure in order for this sector to operate
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efficiently. We are very keen to maintain our niche in the auto sector by leveraging on
the opportunities presented by expansion of MBSA. We trust that this opportunity will
lead to creation of new SMMEs on the supply side.

In addition, non-automotive sector is a vital sector for the city and the prosperity of the
services sector is dependent upon a strong manufacturing base. Currently the non-
automotive sector has experienced challenges which have led to de-industrialisation
and job losses. BCMM is determined to play a positive role to assist the non-automotive
sector to be a thriving economic role player and major employer. BCMM will also look at
implementing incentives for the non-automotive sector as a forced re-investment.
Electricity incentives will be the base line for interventions as it the main cost of
production to the sector. BCMM is fully determined to play its role in an effort to
reindustrialise the City and create sustainable jobs. This interventions will be coupled by
institutions of higher learning partnering with the City in conducting research to find new
value adding industries.

The Township Economy has been identified as a major development priority.
Businesses in the township are marginalised from the mainstream economy. BCMM is
fully committed to revive the township economy by focusing on SMME development.
The City will partner with the Department of Small Business Development and DTI to
turn township from mainly areas of consumption to areas of productivity. This will best
be achieved by intervention in the value chain of production to ensure products are
produced and sold in the townships, infrastructure development wiil act as an enable to

reviving the township economy

It is recognised that the metro needs to create an environment which is conducive for
private business investment. This environment needs to have stability in terms of
various transport options as well as quick decision making capabilities.

A potential “game changer” which has occurred in the 2014/15 financial year is the
successful completion of a property transaction for the purchase of land called “The
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Sleeper Site” which is situated in the centre of the central business district. This land
was purchased from Transnet at a market related value. The institution is currently
requesting interested parties to undertake a planning exercise to assess the most
appropriate design for the land to assist in the economic growth of the city as well as

encouraging development, which will assist in the revitalization of the CBD.

The institution has identified a further 5 specific existing areas which it considers as
business development nodes and, as such, areas which it considers as having huge
benefits to potential investors. These areas are:

1) West Bank

2) Wilsonia

3) Fort Jackson

4) Berlin

5) Dimbaza

All these areas have existing infrastructure which, with minimal investment, could yield
significant benefits for the local economy and contribute to the GDP of the country. It
further needs to be recognised that these are effectively business nodes which could be
developed to be closer to areas of labour resulting in reduced travelling costs for the
labour force.

The focus needs to be on more permanent job creation, reducing dependence on social
grants in the form of indigent subsidies. This will allow individuals to pay for the
services they are receiving and allow for the reallocation of funds to other areas of

focus.

1.3.5 Charting the Way Forward
The Honourable Minister of Finance's South African budget speech, delivered on the 24
February 2016 clearly depicted an economic picture that is brink. in South Africa the
economy is crippled by low economic rate, high unemployment, electricity shortages to
mention a few. There is a focus to reduce that national fiscus deficit in the medium term.

The call to achieve more for less in the public sector is paramount. Cost containment
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measures must continue to reduce consumption spending. Metros must find more

innovative ways of funding rather than depending on conditional grants.

National Treasury have recognised the importance of total urban settlement
development and, in support thereof, has created the Built Environment Performance
Plan (BEPP). This plan is to ensure infrastructure projects are focused on economic

corridors to have maximum benefit for the inhabitants of the city.

Although it is recognised that there is an onus on the City to provide social support to its
dwellers that are financially challenged, this is not considered the most beneficial for the
individuals or the local economy. As such, focus needs to be on the creation of
sustainable jobs through encouraging private sector investment in the City. This
strategy will identify certain economic zones where there is existing significant capital
investment, and offer incentives to business over a period of time to invest in those
areas. This will allow individuals who may have been financially challenged to become

active members of the local economy.

The institution has undertaken an exercise to analyse the capital infrastructure
investment between social and economic investment with a target being placed of 60%
economic investment and 40% social investment. Although the institution has not
managed to achieve these target levels for all years in the MTREF period, it will
continue attempting to achieve these targets going into the future in line with the
strategic focus being given in the National Development Framework. It needs to be
recognised that there have been a significant number of housing projects which entered
their implementation phase resulting in pressure being placed on the MTREF budget.

Funding for the 2016/17 and 2017/18 infrastructure projects have been allocated in an
attempt to ensure projects which are currently underway are completed and
implemented for the benefits of the community to which they relate. The current capital
work in progress continues to be a focus area to ensure the infrastructure assets are

completed and brought into use.
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The institution has taken a further strategic decision to invest funding to replace existing
infrastructure. The investment is to be focused on the urban core which will allow for the
upgrading of infrastructure to enable a regeneration of the central business area thereby
encouraging private sector investment and job creation. The City is working on
improving public transport network for easy accessibility and traffic flow within the CBD.

This is a further effort to encourage private sector investment into the urban core.

Currently the City is in a fortunate financial position in that it has a low gearing ratio
together with its “A” Long Term Rating (Global Credit Rating) thus allowing the city to
obtain additional long term borrowings. A strategic decision has been taken that
acquiring borrowings, these funds would be utilized on assets that are expected to
generate a return. However, the City continues to be cautious in accessing these
borrowing facilities in an effort to ensure that they are kept at fordable level due to
insufficient operating surpluses allowing for capital repayments. Projects need to be
assessed in terms of additional revenue that can be generated for the City in order to
determine the potential ability of the institution to repay the loan.

MFMA Circular 78, 79 and 82 were taken into consideration in the preparation of the
2016/17 MTREF Budget. The BCMM consoclidated budget for the 2016/17 MTREF
period is R7.46 billion (2016/17), R8.10 billion (2017/18) and R8.77 billion (2018/19)
with the table below summarising the consoclidated overview of the 2016/17 MTREF
Budget.
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Table 1: Consolidated Overview of the 2016/17 MTREF Budget

2015/2016 20152016 2016/2017 2017/2018 2018/2019
OPERATING AND CAPITAL . ADOPTED ADOPTED ADOPTED
BUDGET EXPENDITURE ADOPTED MID-YEAR

BUDGET YR1  ADJ BUDGET BUDGET BUDGET BUDGET
Total Operating Revenue (5719607 491) | (5600829 800) | (5906 770 453) | (6379358 789) | (6 993 842 508)
Total Operating Expenditure 5718685323 | 5689907632 | 5905692358 | 6377690955 | 6991086875
Total Capital Expenditure 1275354230 | 1390877160 | 1558133958 | 1720822763 | 1777998 762
Total Opex & Capex Budget 6994039553 | 7080784792 | 7463626316 | 8098513718 { 8769085 637

The City's revenue has increased by 4% whilst the expenditure increase is also 4%
from 2015/16 revised budget to the 2016/17 budget. The capital budget has increase by
12% resulting in the overall total budget increase of 5% from the 2015/16 revised
budget to the 2016/17 budget. The operating revenue increase is mainly attributable to
tariff increase as well as slight growth in revenue base e.g. new connections,
supplementary valuation to include new developments and rezoning. The operating
expenditure increase is mainly attributable to annual increase that is linked to CPI and
additional repairs and maintenance provision to respond to the aging infrastructure. The
increase in capital expenditure is in respond to service delivery needs to address

backlogs and renew aging infrastructure.

1.3.5.1
The municipality’s revenue strategy is built around the following key components:

Revenue & Expenditure Strategy

» Efficient revenue management, which aims to ensure not less than 92% annual
collection rate over the medium term for property rates and other key service charges.

» Though conservative approach was used in compiling this budget, based on revenue
collection of 92.5%, the institutional set target for revenue collection is 93.5%.

» Achievement of full cost recovery of specific user charges especially in relation to
trading services.
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» The City is striving to ensure that all its trading services are financially self-
sustainable.

« Move from a flat-rate billing system to all consumers billed according to consumption.

« Implementation of an automated hilling system as opposed to a manual meter reading
process.

» Regular Supplementary Valuations performed. The policy is for a minimum of 2
Supplementary Valuations per year, the City is however implementing monthly
Supplementary Valuations.

» The successful implementation of a General Valuation on 1 July 2014 and then every
four years thereafter in terms of the Municipal Property Rates Act.

« Creating a conducive environment to attract potential investors.

« Review of the Spatial Development Plan to allow for human capital resources to be

closer to economic and job opportunities.

The municipality's expenditure strategy is built around the following key components:
« Ensuring that capital expenditure is incurred in line with the requirements detailed in
the Spatial Development Plan to ensure maximum return to the municipality.
« Re-prioritisation of expenditure to ensure any inefficiencies are eliminated in an effort
to contain costs, inter alia:
o Freeze the funding and filling of vacant posts that are in the approved
Metro’s organogram.
o Budgeted annual increase to Contracted Services and General Expenses
has been capped only at 4%.
» Additional funding allocation to the maintenance (Repairs and Maintenance budget
has been increase by 11%) as well as renewal of existing infrastructure.
» Funding of own funded operating projects is depressed, encouraging in-house

implementation of projects through normal operating budget.
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The table below reflects the Capital Budget for services for the 2016/17 MTREF period.

Table 2: 2016/17 — 2018/19 Capital Budget Per Service

2016/2017 2017/2018 2018/2019

Adopted Adopted Adopted
Services Budget Budget Budget
Water 87 500 000 95 000 000 140 000 000
Waste Water 371 492 022 507 023 769 389 172 252
Electricity 143 000 000 163 000 000 171 000 000
Roads and Storm water 267 178 558 273 829 000 289 457 000
Housing 202 441 082 190 530 454 198 127 200
Transport Planning 139 789 000 161 667 000 247 393 000
Local Economic Development 44 500 000 45 500 000 57 500 000
Spatial Planning and Development 90 501 051 97 783 000 84 525 000
Waste Management / Refuse 78 453 700 55 947 040 91 503 690
Amenities 44 024 644 45 347 000 46 002 100
Public Safety 30 032 401 19 §17 400 11 618 520
Support Services 41 221 500 45 378 100 31 700 000
Other - BCM Fleet 18 000 000 20 000 000 20 000 000
TOTAL PER SERVICE 1558133958 | 1720822763 1777 998 762
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Figure 3: 2016/17 Capital Budget Per Service

A major portion of the capital budget in the 2016/17 MTREF period has been allocated
to the major infrastructure services (Waste Water: 24%, Roads and Storm Water: 17%).
Although these services are not all revenue generating the budget expenditure is in
terms of the City's socio-economic development mandate. They are also crucial in
unlocking the economic growth of the City. There is however a drive to channel more
funding towards economic infrastructure in order to stimulate economic growth in the
Metro.
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1.3.6 Summary of Rates and Service Charge Tariff implications to the 2016/17
MTREF Budget

Table 3: Average Tariff increases for 2015/16 to 2018/19

Description 2015/2016 2016/2017 2017/2018 2018/2019
Rates 9.90% 7.60% 7.20% 7.00%
Refuse 9.50% 7.80% 7.50% 7.20%
Sewerage 9.50% 7.80% 7.50% 7.20%
Electricity 12.20% 7.64% 7.64% 7.64%
Water 11.00% 8.00% 7.89% 7.92%
Fire Levy 9.90% 7.60% 7.20% 7.00%
Sundry Income 9.90% 7.60% 7.20% 7.00%

1.3.6.1 Overall Summary of Year-on-Year Increases

On average, tariff associated revenue is expected to increase year on year in 2016/17
by approximately 8%. The City strives to project increases that are not above the CPI,
the proposed increases are however slightly above CPl due to a combination of
increases in input costs associated with providing the service as well as an ongoing
attempt to ensure each service produces revenue sufficient to cover the costs of

providing the service.

There is an ongoing focus area in the MTREF budget to ensure that work-in-progress
which is detailed in the Annual Financial Statements reaches completion stage and is
implemented in various areas to improve the perception of service delivery. The impact
of this which needs to be considered is that once implemented these projects will
require additional operating budget through maintenance budget as well as depreciation
funding to allow for the estimated useful life to be achieved and to allow for the

replacement of the infrastructure assets in the future.

The ongoing expansion of the City through budget infrastructure spending without the
corresponding economic growth is placing additional pressure on the BCMM local
consumer to fund the replacement of the assets which is impacting on the operational
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budget through the increasing depreciation charge. Furthermore, there is an additional

impact on the consumer debt book.

1.3.6.2 Rates

The Municipality has successfully undertaken a General Valuation exercise in terms of
the Municipal Property Rates Act and the new values were implemented from 1 July
2014. An increase on rate tariffs of 7.6% in the 2016/17 financial year (2017/18: 7.2%,
2018/19; 7.0%) has been planned. Monthly supplementary valuations will be
undertaken and it is projected that they will yield a revenue of R97 million in the 2016/17

financial year.

1.3.6.3 Electricity
In terms of the guidelines provided by the National Energy Regulator of South Africa
(NERSA), they have published that they expect the cost of bulk electricity purchases to
municipality to increase by a budgeted 7.86%. Following due consideration being given
to the NERSA guidelines a decision has been made to increase electricity tariffs by
7.64% as recommended by the guideline. There continues to be ongoing concern with
electricity in that:
¢ The diminishing gross profit generated by electricity over the prior financial years
is a concern. This is associated with illegal connections and material distribution
iosses. The City is however working on reducing these losses and the
electrification of informal settlement is one of the efforts that is being undertaken.
* The nationai power shortage is a challenge that is also felt by the City.

* The ongoing high increases in electricity bulk purchases.

The following corrective action is being undertaken to minimize the above concerns:

e An allocation of capital funding amounting to R477 million over the MTREF
period (2016/17: R143 million, 2017/18: R163 miillion and 2018/19: R171 million)
has been allocated to the electricity service department for eleciricity
infrastructure investment. This includes the amount of R330 million from own
funds specifically for the replacement and refurbishment of existing infrastructure
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within the urban core that has been provided in the MTREF (2016/17: R100
million, 2017/18: R110 million and 2018/19: R120 million).

o The City has embarked on a programme to electrify informal dwellings and has
budgeted R45 million over the 2016/17 MTREF period. This will reduce the risk
of illegal connections.

e The revenue protection unit is in place and it continuously identify and rectify the
disconnection and reconnection of illegal electricity connections across the city,
amongst its activities.

1.3.6.4 Water

Water tariffs have been increased by 8% in the 2016/17 financial year. In line with
guidance which was received from National Treasury regarding each service delivery
being able to generate revenue that is at least equal to the cost of the service, an
analysis was undertaken to determine what tariff requirements would be needed to
achieve a break even position. The affordability of consumers’ needs to further be taken
into consideration in order to limit a significant annual impact. This analysis suggests an
impact of 8% in 2016/17 financial year, 7.89% in 2017/18 and 7.92% in 2018/19
financial year will reduce the deficit being experienced in water. It needs to further be
recognised that the institution purchases untreated water from the Amatola Water
Board. The increase associated with this water is 10% adding further pressure on the
breakeven analysis for the institution. The tariff increases are necessary to address
essential operational requirements, maintenance of existing infrastructure, new

infrastructure provision and to ensure the financial sustainability of the service.

There continues to be ongoing concern with water in that:

+ Walter losses continue to be high. The reason for this is because of aging
infrastructure, areas of flat-rated charges, financially challenged consumers using
water in excess of that allowed for in the indigent policy.

» An analysis of the Amatola Water Board costs suggest the majority are salary
related which the Municipality is funding in duplicate through direct costs of
individuals employed by the City and then through the tariff paid by consumers.
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This is considered inefficient and the impact on our consumers could be reduced
should we be allowed to manage our own water resources. It should further be
noted that Buffalo City Metropolitan Municipality is the only Metro that does not
manage its own water resources which in itself causes concern from a planning
and development perspective.

The fact that BCMM is having high number of rural areas is having negative
impact to the water service as no revenue is generated on water supplied to rural

areas.

The following corrective action is being undertaken to minimize the above concerns:

A total capital budget allocation of R367.5 million has been made over the
MTREF period (2016/17: R87.5 million; 2017/18: R95 million and 2018/19: R140
million) to expand our water infrastructure, to augment water treatment capacity
and to eradicate backlogs in access to potable water supply.

This includes the amount of R160 million from own funds specifically for the
replacement and refurbishment of existing infrastructure within the Metro that has
been allocated over the MTREF.

As part of the above programme the city will replace standpipes and non-
metered areas with new meters. This will reduce the risk of water losses.

The demand management needs to be focused surrounding penalising
individuals for excessive usage through either punitive tariffs or restricting use
through engineering techniques.

Consider managing our own water resources to allow for adequate future supply

planning as well as reducing costs by eliminating duplicated functions.
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1.3.6.5 Sanitation

The proposed sanitation tariff increase is 7.8% in the 2016/17 financial year; 7.5% and
7.2% in the outer years respectively. There continues to be ongoing concern
surrounding the ageing sanitation infrastructure and the impact this has on the
operational budget through increasing maintenance costs as well as ensuring the
financial sustainability of the service in line with guidance provided by National
Treasury.

The impact of the ageing infrastructure is expected to have additional impact on the
amount of maintenance expenditure required. It should further be noted that the input
costs associated with salaries are expected to increase by 7.6% in line with CPI for the
2016/17 financial year. A total capital budget allocation of R1.2 bilion has been
allocated to the City’s sanitation programme over the MTREF period (2016/17: R372
million; 2017/18: R508 million and 2018/19: R390 million). This include an allocation of
capital budget amounting to R311 million from own funds (internally generated)
specifically for the replacement and refurbishment of existing infrastructure within the
Metro that has been allocated in the MTREF period (2016/17: R105 million, 2017/18:
R101 million and 2018/19: R105 million). The City is also in the process of securing a
loan facility to fund the Sanitation Tunnel Project that will unlock development in the
Amalinda junction, Wilsonia and Reesten areas. An amount of R436 million is budgeted
in the MTREF period to fund this project.

ft should be noted that the expansion of the city through continued investment in new
infrastructure for future demand places additional pressure on the existing customer
base in order to allow for the replacement of the infrastructure in the future. It is
therefore imperative that expansion needs to be adequately planned to allow for
maximum connection of new customers and allow for the reduced impacts on tariffs in
the long run.

In summary, the tariff increases are necessary to address essential operational
requirements, maintenance of existing infrastructure, new infrastructure provision and to
ensure the financial sustainability of the service.
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1.3.6.6 Refuse

The proposed Solid Waste tariff increase is 7.8% in the 2016/17 financial year, 7.5%
and 7.2% in the two outer years respectively. The Solid Waste tariffs are levied to
recover amongst others costs of services provided directly to customers and include
refuse collection fees, disposal fees, weighbridge fees and other ad hoc services. In an
attempt to improve the refuse collection service, capital budget allocation of R226
million over the MTREF has been allocated to the solid waste department to improve
waste management and refuse collection (2016/17: R78 miillion; 2017/18: R56 million
and 2018/19; R92 million). The above include own funding of R77 million that has been
allocated over the MTREF period for the Refurbishment of Existing Waste Cells and
Construction of additional new ones in an effort to improve environmental compliance
and waste management in the City's Landfill sites.

1.3.7 Summary of Financial Position, Medium Term Revenue and Expenditure
Strategy

1.3.7.1 Cash & Cash Equivalents

BCMM is also projecting a favourable cash position, which currently projected to be

R2.4 billion at 30 June 2017 and is projected to be R2.65 billion at 30 June 2018 (2019:

R2.9 billion).

1.3.7.2 Cost Coverage

The projected cost coverage, including conditional grants is projected to be 7.4 months
at 30 June 2017 and is projected to remain around 7 months over the MTREF period.
BCMM maintains a cost coverage of at least 3 months.

1.3.7.3 Debt Impairment

Debt Impairment is currently budgeted at 7.5% of the projected billable revenue over the
medium term and amounts to R304 million in 2016/17 and growing to BR327 million in
2017/18 and R351 million in 2018/19 financial year. This is based on the average
projected collection rate of 92.5% to year end.
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1.3.7.4 Borrowings

In the 2016/17 MTREF budget, it is projected that the Sanitation Tunnel project will be
funded from borrowings amounting R436 million (2016/17: R70 million; 2017/18: R189
million and 2018/19: R177 million). The institution continues its focus on improving the
financing mix of the capital investment programme. In this regard an in depth analysis is
being undertaken to determine what kind of project can be funded through borrowings
what would be the Return on Investment. The National Treasury Guidance Norms for
Capital Cost (Interest Paid and Redemption) as a percentage of total operating
expenditure which is between 6 to 8% and the norm for Debt (Total Borrowings) as a
percentage of revenue is 45% is not to be surpassed. The City is considering additional
projects that would contribute towards increasing its revenue base which it can fund
through borrowings.

1.3.7.5 Asset Management

The institution has assessed its infrastructure asset categories and has noted with
concern a continuing trend suggesting an infrastructure asset base showing a declining
remaining useful life. This is particularly concerning in relation to the wastewater
network which suggests that only about 8 years remain of the useful life. The institution
therefore needs to focus the resources into replacing existing infrastructure in order to
increase the average remaining useful life of asset categories and, in so doing, improve
efficiencies in the system. It is by taking this strategy into consideration that additional
resources will be focused on replacing infrastructure in areas by applying a focused
approach. This approach focuses funding into areas that have an economic benefit for
the city or in areas that have the oldest infrastructure assets in most need of
replacement. This approach is expected to yield benefits through reduced water and
electricity losses. Funding will be allocated based on submitted and approved business
plans,
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1.3.7.6  Built Environment Performance Plan (BEPP)

The Buffalo City Metropolitan Municipality's Built Environment Performance Plan
2016/2017 (BEPP), is submitted in accordance of the Division of Revenue Act (DoRA)
requirements in respect of the various grants related to the built environment and
secondly in partial fulfiiment of the requirements of the Integrated City Development
Grant (ICDG). The Buffalo City Built Environment Performance Plan (BEPP) is a brief,
strategic overview of the built environment aimed at improving the performance of
metropolitan built environment. It is a city-level plan formulated and approved by the
metro, and it complements existing statutory plans and compliance with legal
requirements.

The core objective of the BEPP is that it provides (i) a strategic overview of the built
environment; (ii) programmes and targets with an outcomes focus; (iii) basis for
infrastructure grant submissions and grant alignment. The BEPP indicates how a metro
will apply its capital financing, including grant resources and all other sources of finance,
fiscal and regulatory instruments and incentives and what it intends to achieve with
these resources and instruments in respect of the local, provincial and national priorities
of improving the performance of our built environments and transforming the spatial
urban form. {Refer to Annexure M)

1.3.8 BCMM'’s Priorities and Linkages to the IDP
Community consultation on the draft IDP 2016-2021 and MTREF Budget took take
place from 14 April to 16 May 2016. All BCMM 50 wards were visited during the public
consultation process, the municipality reported progress towards the implantation of

community key priorities and planned projects for the next planning period.

During the last Executive Mayoral Imbizo which was held on 22, 25 October and 1
November 2015, BCMM's wards identified the following priority issues:

Community Priorities:

* Housing;
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+ Roads and Stormwater Drainage;
» Refuse Collection;

+ Water and Sanitation;

« Electricity;

+ Cemeteries;

* Sporisfields; and

«  Community Halls (Inland).

The Executive Mayoral Lekgotla held from the 16 — 18 October 2014 emphasized key
priorities of the BCM Metro as follows:

» Improving interactions with the communities through regular Mayoral Imbizo's &
Visits to Wards

» Proactively engaging mass media through press briefings at given intervals

* Improving the distribution of own newsletter to communicate our own good
stories

» Setting Service Standards & Levels - championing the development of a Service
Delivery Charter to communicate what our citizens can expect from us.

» Ensure that there are by-Laws that could be enforced on the display of
advertisements in the CBD.

» Explore removing of informal traders from the CBD and establishment of free
market squares/places in both East London & King William's Town

» Enforcing By-Laws in respect of illegal dumping

» Use of Containers in places used for illegal dumping

» Establishment of transfer stations/mobile transfer stations

« Explore alternatives for Refuse Collection (incl. use of Cooperatives_

» Fixing of leaking pipes, particularly in informal settlements

» Bush-clearing in all wards (particularly in crime hotspots)

+ Cleaning of Cemeteries

+ Auditing & developing clear milestones of the Programme for the Fixing of
Potholes
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1.3.8.1

Dealing with problems of storm water drainage systems in urban centres
(prioritising areas that proves to be at the level of crisis)

Dealing with lllegal Electricity Connections

Management of Petitions

Deal with Bottlenecks in Supply Chain Management processes

Allocate a specified percentage for houses to be provided to the destitute at the

discretion of the Executive Mayor

Key Amendments to the IDP

Development of 2016-2021 Integrated Development Plan took into consideration the

recently adopted Metro Growth and Development Strategy and major amendments

have been effected in terms of vision and mission statement, values and strategic

outcomes to ensure that implementation of the MGDS is done through the |IDP.

1.3.8.2 Key amendments to the budget related policies

No amendments were made to the following existing BCMM budget-related policies on

this financial year's annual review.

Capital Infrastructure Investment Policy
Funding and Reserves Policy

Policy on Long-Term Financial Planning
Credit Control Policy

Indigent Policy

Investment and Cash Management Policy

Asset Management Policy

The following policies have been reviewed and amended accordingly:

Tariff Policy
Budget Implementation & Management Policy (Budget Virement Policy)
Budget Policy

Long-Term Borrowing Policy
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1.3.8.3 Municipal Entity

The parent municipality Buffalo City Metropolitan Municipality has constituted the board
members for Buffalo City Metro Development Agency (BCMDA). The board is currently
recruiting staff for the running of the agency. The Project Manager has been appointed
and commenced work on 01 August 2015. The Chief Executive Officer and temporary
Office Administrator have been appointed and commenced work on 01 November 2015
and 01 December 2015 respectively. Furthermore, a Chief Financial Officer has been
appointed and resumed work in April 2016. In addition, five positions i.e. Executive
Manager: Corporate Services; Executive Manager: Development Facilitation; Manager:
Risk & Internal Audit; Company Secretary & Legal Services Manager as well as an
Executive Personal Assistant have been advertised and interviews have taken place on
9 May 2016. It is anticipated that the final appointments will be made by the board of
directors (where applicable) by the end of May. Therefore the anticipated start date for
all these positions is June and July 2016.
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1.4 OPERATING REVENUE FRAMEWORK
For BCMM 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 the City is faced with development backlogs and increasing rate of
unemployment. 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 to
be collected. The City had to also join the national call of cost containment measures in
an effort to achieve operational efficiency and avoid budget deficit. As part of cost
containment measure:
o The City is doing away with its norm of annual budgeting to fund critical unfunded
post.
e Contracted Services and General Expenses increase is capped at 4% which is
2.6% below the projected CPI for 2016/17 financial year.
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The following graph gives a breakdown of the main revenue categories for the 2016/17

financial year:

OTHERINCOME
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Figure 4: Main Operating Revenue categories for the 2016/17 financial year
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In 2016/17 the City’'s own revenue generated property rates and service charges is 69%
of the total revenue totalling to R4.1 billion and decrease slightly to 68% which is R4.4
billion in 2017/18 and further slightly decrease to 67% which is R4.7 billion in the
2018/19 financial year. This is mainly attributed to the electricity service contribution to
the total revenue mix (inclusive of conditional and unconditional grants) which is 31% in
the 2016/17 financial year.

Electricity revenue is increasing from R1.76 billion to R1.82 billion in 2016/17, it further
increase to R1.95 bilion and R2.10 billion respectively in two outer years of the
2016/17 MTREF period. Property rates are the second largest own revenue source with
17% contribution over the 2016/17 financial year.

The table below reflect Operating Transfers and Grants that the municipality will be
receiving in the MTREF period.

Page | 42




£t | aded

2SO EDL L leEOSPF | BELGIE ) 55 8bb L 55 Bt L LIEGRZ L EOE 208 8s¥ 518 19 L99 SijueIn pue sie)suel) Bunesadp |e1o)
- - o - - - = - - SPURMY BUnA
- = Eol - Bunquepio jo A
- = = - = ove - - - oy uestwng - Sinpundg souog
i - - = - - = 11V = Bupuny 1 3INOH
- = - et i€ = = = = PUn-4 YINOA RAWOQOSIIN
- - - - - - = - B8t spun4 psnif
- - syejy puey jo Juswirdsg
000 £ 000 £ jBusURL}
i g hf - EpigIes
= = = = = = vor e o5 anes ¥ uapia] - Bupuny souog
- = = 6862 6862 686 € 922 QgL E BIPE wewdopaeg SIINS - Vi3S
- 000 € a6r £ 0ZL E 0zl £ 86ZEE LZLE : 1 959 € ssep|acsd Juesb Jeyio
= — = = s - = gac L = yyesy (BlusuonALg - ADISqng yifeaH
- - - - gaz i = Ay jedidiungyg 1210810
- - - - = - DO - WRIL) Juawdal ABQ [UBWBKSS UBIN
00§ 62 0oL 961 208 E21 ¥SL €82 51 E82 959 125 864 901 BES €6 = ueg) Juswdala AsQ WSwagss UMy
= - - 99s 99L - - = = sueyy pue) Jo wdeg
- = = 1e LE - - = ] (OvdSa) esngng pue Sy uogRaidey Hods 1deq
[«71: R-11 000 S 000 G1 - DO THIVOISSIWWGED SUWIe|D pue wieised
BESE BES E HE9 E = 9fg L - Apisang Aeiqr - DvYSQ
ord s ces ¢ s e - = = DAY - Apisqng ey
0iLE 0iLLE 000 e = - - SHBYY |SUOKPEI] T WIS ADE) |B20T
- - - = 292 1£8 S sijegy JHEA, j0 waunedeq
- - - - - o (1v3030) wsuno) put Sifegy [AUSWaNAUT TUB8LWdOls ABQ JILCH0D] JO Ideq
0052 005 2 = = = = {1v303Q) wsuna| pue Siegy [Auawu g Jualda)s Asg Jiwoeuosy jo ideg
has = = 1481 (¥4 N (72: 43 = - = SpROY [EIUIALY - ApISOQnS SpeoY
0iC ELE oDl LLE 08 BEL 252 86T 252 862 L89 1£5 Q6L 901 LyL EOL e85 USLLIUISADY) |BIIUACIY
852 SIS ESE £S5 LED OLb 19¢ OLE 19¢ 028 = Aaen 1eny [ieues)
- - (L7 g SHoM Mqng Jo usugieden
= = = €52 6 £52 6 £52 6 = = = wern Auoede | nes uswny ediaunpy
- - = {n:: RS S09 6 5095 E - E ey wawdoge aeg Al paeibieny
- - = = = = viEt Apisqng Busessd S891 85 IS
006 L1 006 01 006 8 oor 8 oor s oov 8 oor S 00L S 000 £ WeJs) wawdold Aeg) SIS IMINSBINN
= - 881 1 Br L [ 4W] 6ki L 0681 s0L 2 vev | BARUBIY dMd3
Doé 002 |+ 00z 1 08l 4 084 } 00E | 006 1 00 | 00% | wawsbeusy soutuly
oaF v01 9cc £9 Sy SL 66 56 ¥66 56 BPE EE S92 vt 80S EF - WelE) Juaiudole ABg) JLBWIBMES YBQIN
Sge ol 1 Z09E0L £61 849 1Pt 559 1Pl 559 1) 559 £ ¥59 090 £59 219 059 BieYS 8|QaInb3 JUBWILIB ADS) [BD07]
Tea 6ot | 182 BEZ L 1 FRN EBL iYL L E8L vl L 961 PILL BLL 169 £48 904 L6 L59 MUSWLIBADE) [RUCHEN
sue)s pue sJojsuel) bupesedo
B TEREL]
GL/BLOZ 2+ SLILLOZ L+ Fa¥. 1414 wednioyg wbpng 6png ing @ no o]
puesnoy) 4
12a), 1e6png | seay, 1wbpng | Jeey wbpng | see) 1INy paenipy 1eu1byio paypny poNpNYy Palpny
WIoMeWERi4 eJnjjpuadxy
BL/510Z Jee, Juanng SiivlLoz vL/ELDE gLrzinz uopdjnsaq
B SNUBABY ULIBL WNPYW Z1/910Z

s)diaoay juesr) pue si9jsuelj bugesadQ - g8LYS 3jqel :9 ajqel




b | a8ed

W/EAUGT |l ebe? | e6291¢ |gcoucee  (scoetze | pesee0Z  |Sloubl  |eestobL | Zeo ezl SLNVHO ¥ SHIJISNVHL J0 51d1303H TVLOL
015 696 99. 268 692 8v8 120 062 120 06L £5€ 058 AR ] 140 69 929 £95 sjuely pue siajsuziy jeydes Moy
- - - asb 65 - - - - uapan
= o 3 s = & - - - Bupuny 13W08
- - - ~ - - - - - UOISSINUGY) uBadang
= = = = = = = ope 2z Brrpun4 aqnd
. - - (] ] - - b FIFA :s13piaoad Juesb uyip
\eay feruauonaug - Apisqng yieay 4
- - i - - - = . E HMyjedipiung 1910510
= = - - - - - - - {1¥3030) wsunoy pue siegy EuswWucHAUT Justudojassq ojwou0d3 jo [dag
- - - 906 90 6 - - - - SUjeyy [EUONIPE)L PUB JUSLALIS ADE) 2207 JO dag
= = = vi08 108 = = = = (9vHSQ) aryng pue suy ‘vogeassay ‘wodg 1daq
- - - - - 690 €1 - = = 00dW - JUBID JuBLIGO}S ASQ IUBWIRES UBwny
- SE9 05 002 901 008 69 008 69 00F ¥6 - 520 62 088 02 R JuswdorR AB(] UBWSRES Uewny
- 568 05 00£ 901 058 99 058 98 &5 201 - 520 62 088 02 HUANIIBADY [RI|ACI]
AT 628 0L 0809 = = = = = = werg waudop aeq AuD paeibeiy
o0 00l 001 0zl 02t - - 002 = wawalisueyy eaueu)y
000 0E 000 0F 000 52 000 0E 000 0E 000 OF 186 02 000 62 000 0€ awweibosd uogeaRIa|3 [EUOSEN pajeibay
52 G 616 ¥2 9 61 - - 000 02 000 G - - diyssatied Walidopa Aag pooyinoqubiaN
£6E 991 191 09 682 5¢ = = = = 000 02 000 E TURIE) %o M wodsuer) Jand
000 £ 000 § = 000 €1 000 E4 000 €1 - 8IS ¥ 000 04 juswabeueyy pueweqg pue Asusiy3 Abisu]
o0 001 001 001 004 001 001 001 = RIS |uBiiiol3 AR SHIYS emjniseyly
SEG BOY 9/6 0L/ 60 959 25 659 25 659 ¥8/ 6/9 520 689 161 695 bib 66b 1UeIE) Yuawdor A UAWSRAS LRGN
015 696 151 2k8 696 L2 794 204 9L 2oL a8 Zhs ZLL 499 919 619 bib 25 IUBWUIIADY [BUONISN
SJuURIE pue s13jsurl] [E}dED
:S1d|3034)
GLBIOZ 2+ | BLILLOZ L+ | LM/9LOZ 1se02104 1sfipng wbpng awoyng | swoing | eswodjng puUESO Y
Jesj 196png | Jeap 196png | Jeap 1efipng | Jesp ind | paisnipy | [eulBiig palpny palpny paipny
yJomawelq ainjjpuadig
81/S102 SER JUBLIND SLPL0Z VIELOZ ELZLZ uondiasag
¥ SNUAAAY Wil WRIPaW L1/9102

(panunuo)) sidiasay uelr) pue siajsuel] BunesadQ - gLYS 9jqel




1.4.1 Property Rates and Service Charges and Impact of Tariff Increases

The proposed revisions to the tariffs have been formulated in accordance with the
BCMM's policies and comply with Section 74 of the Municipal Systems Act as well as
the recommendations of the National Energy Regulator of South Africa (NERSA).

In terms of section 75A of the Local Government Municipal Systems Act, any fees,
charges or tariffs which a municipality may wish to levy and recover in respect of any
function or service of the municipality, must be approved by a resolution passed by the

municipal council with a supporting vote of a majority of its members.

1.4.1.1 Property Rates

Property rates are a major source of revenue income for the City and contribute to cover
the cost of the provision of general services. Determining the effective property rate
tariff is therefore an integral part of the BCMM’s budgeting process.

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 differential rate ratio for public service infrastructure, public benefit
organisation and agricultural properties relative to residential properties to be
0.25:1. The implementation of these regulations was effected in the previous budget
process and the Property Rates Policy of the Municipality has been amended
accordingly.

The following stipulations in the Property Rates Policy are highlighted:

. The first R15 000 of the market value of a property used for residential purposes
is excluded from the rateable value (Section 17(h) of the MPRA).
. 100% rebate will be granted to registered indigents in terms of the municipality's

Indigent Policy where the value of the indigent property is to a maximum of
R150,000 as determined for a RDP house;

. For pensioners, physically and mentally disabled persons, a maximum/total
rebate of 40% will be granted to owners of rate-able property if the total gross
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income of the applicant and/or his/her spouse, if any, does not exceed R5000 per
month. In this regard the following stipulations are relevant:
- The rateable 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 residentiali.

. 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 2016/17 financial year based on a 7.6% percent tariff increase from 1 July
2016 is contained below:
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Table 7: Comparison of proposed rates to be levied for the 2016/17 financial year

Residential properties (incl. farms & small holdings used for

Existing tariff

{from 1 July
2015)

C

New tariff

(from 1 July
2016)

c

residential purposes) Ll o142
Agricultural {used for Bona-fide farming) 0,002260 0,002431
Public Service Infrastructure 0,002260 0,002431
E:L:Sénaerzse'- fg:;r;njre;rs:iasl n% Industrial properties (incl. farms used 0,022597 0,024315
Educational Institutions 0,006327 0,006808
Municipal Owned properties (Rateable, used for residential
purposes)

0,009039 0,009726
Municipal Owned (Rateable, used for non-residential purposes) 0,022597 0,024315
Municipal Owned {Non-rateable) 0,000000 0,000000
Mining / Quarry 0,022597 0,024315
Government properties (incl. Correctional Services Facilities,
Office buildings & Hospitals)

0,022597 0,024315
Vacant land 0,027117 0,029178
Religious sites or Places of Worship 0,000000 0,000000
Special properties (e.g. Museums, Libraries) 0,000000 0,000000
Public Benefit Organisations 0,002260 0,002431
Rural Communal properties 0,000000 0,000000

The Municipality has successfully undertaken a General Valuation exercise in terms of

the Municipal Property Rates Act and the new values were implemented from 1 July
2014. An increase on rate tariffs of 7.6% in the 2016/17 financial year (2016/17: 7.2%,
2017/18: 7.0%) has been planned. Monthly supplementary valuations will be

undertaken and it is projected that they will yield a revenue of R97 million in the 2016/17

financial year.
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1.4.1.2 Sale of Water and Impact of Tariff Increases

The water tariff structure of the 2016/17 financial year has not been changed. The tariff
structure is designed to charge higher levels of consumption a higher rate, steadily
increasing to a rate of R31.2980 per kilolitre for consumption in excess of 30kt per 30

day period.

South Africa faces similar challenges with regard to water supply as it did with
electricity, since demand growth outstrips supply. The drought that is currently
experienced by the country is negatively affecting the cost of providing water service.
National Treasury has always been 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 asscciated 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 tariff
structures are fully cost reflective by 2014. Although the institution is attempting to
comply with this request, the annual impact on consumers in terms of affordability
needs to be considered.

The institution is currently concerned about the high level of water losses which have

been historically incurred. The City is implementing the following projects to reduce

water losses:

* Meter replacement and pipe replacement programme are implemented to reduce
water losses that are due to ageing infrastructure, which frequently bursts.

* |nstallation of bulk water meters on communal standpipes, ablution blocks, reservoir
supply zone, flat rated areas to account for all the water that is provided free of

charge, non-metering of this water is often construed as physical water losses.
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* Installation of pressure reducing valves helps to reduce the number of pipe bursts
and the volume of water lost when there is a break down

* Installation of data loggers is used for monitor night flows, which is an indicator of
water leaks in a particular supply zone.

* Water loss awareness campaigns is done in order to educate communities about

water saving and helps to reduce vandalism of water infrastructure.

An amount of R40 million has been allocated annually within the MTREF budget to
cater for this plan. It is envisaged that this will reduce the water losses being incurred to
a level which is comparable to the peers of the institution. Better maintenance of
infrastructure, new dam construction and cost-reflective tariffs will ensure that the

supply challenges are managed in future to ensure sustainability.

Amatola Water has proposed to increase its bulk water tariffs by 10% from 1 July 2016.
There is some concern surrounding the determination of this tariff as a large portion
relates to employee costs which, it could be argued, the Municipality is already incurring
through the individuals we have working directly. A tariff increase of 8% from 1 July
2016 for water is proposed. This is based on input cost assumptions of 10% increase in
the cost of bulk water (Amatola Water), and the service progressing to becoming self-
sufficient with at least a break-even position. In addition 6 ki water per 30-day period
will again be granted free of charge to all indigent residents. There is also water service

that is provided to rural areas which are not billed for water consumption.
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A summary of the proposed tariffs for households (residential) and non-residential are
as follows:

Table 8: Water Tariffs

CURRENT NEW
CATEGORY TARIFFS TARIFFS
2015/16 2016/17
Rand per k€ Rand per k¢
RESIDENTIAL
(i) O to 6 ket per 30-day period (Indigent) 0,0000 0,0000
(ii) O to 6 ki per 30-day period {(Non-Indigent) 12,5796 13,5860
(iii) 7 to 10 k€ per 30-day period 12,8263 13,8524
(iv) 11 to 20 kt per 30-day period 17,8141 19,2392
(v) 21 to 30 kf per 30-day period 23,0923 24,9397
(vi) More than 30 kt per 30-day period: 28,9796 31,2980
NON-RESIDENTIAL
(i) From the 1° ki per 30-day period 17,6377 19,0487

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

water charges for a single dwelling-house:

Table 9: Comparison between current water charges and increases (Domestic)

Monthly Current amount New amount -
Difference % change
Consumption Payable [EVE]( (DSSass)

ke R R R

10 126,78 136,93 10,14 8,00%
20 304,92 328,32 24,39 8,00%
30 535,85 578,72 42,87 8,00%
50 1115,44 1 204,67 89,24 8,00%
75 1 839,93 1987,12 147,19 8,00%
100 2 564,42 2 769,57 205,15 8,00%
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1.4.1.3  Sale of Electricity and Impact of Tariff Increases

For purposes of the MTREF Budget, the electricity tariff structure has been left
unchanged. The City is however still in the process of investigation the inclined block
tariffs. The inadequate electricity bulk capacity and the impact on service delivery and
development remains a challenge for the City. Most of the suburbs and inner city
reticulation network was designed or strengthened in the early 1980’s with an expected
20-25 year lite-expectancy. The upgrading of the City's electricity network has therefore
become a strategic priority, especially the substations and transmission lines.

On 07 March 2016 NERSA issued a guideline to all municipalities detailing the expected
increase of bulk purchases and proposed tariff increase that the municipalities must

apply which is to be effective from 1 July 2016 and.

The expected increase as communicated in the guidance is 7.86% for bulk purchases.
It is envisaged that the municipality will increase its tariff by 7.64% across all categories
in order to recover the increased bulk purchase cost as well as capital infrastructure
costs for the electrification of informal settlements. It should be noted that given the
magnitude of the tariff increases in the recent past, it is expected that the depressed
growth in electricity consumption, which is having a negative impact on the

municipality’s revenue from electricity, will continue for the foreseeable future.

Registered indigents will again be subsidized for the first 50 kWh per 30-day period free
of charge, while the discounted Life-Line tariff for the second 50 kWh per 30-day period

is available to all registered indigents and pensioners.

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

An allocation of R477 million over the MTREF period has been made to the electricity
trading service. This includes an amount of R130 million that is allocated over the
MTREF period electrification programme. Within the electrification programme, an
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amount of R30 million over the MTREF period (R10 million per year) is allocated for

electrification of informal settlements. As part of the 2016/17 medium-term capital

programme, own funding has been allocated to electricity infrastructure to the tune of
R330 million over the MTREF period. This funding level is budgeted within the MTREF

period with the express purposes of upgrading existing infrastructure assets with the

goal of maintaining consistent supply that is within the control of the Municipality.

Table 10: Comparison between current electricity charges and increases (Domestic)

Monthly

Consumption

kWh
100
250
500
750

1000

2000

Current amount

Payable

178,11

445,28

890,56
1 335,84
1781,12

3 562,25

New amount

payable

191,72

479,30

958,60
1437,90
1917,20

3 834,41

Difference

(Increase)

13,61

34,02
68,04
102,06
136,08

272,16

%

change

7,64%
7.64%
7,64%
7,64%
7,64%

7,64%
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1.4.1.4 Sanitation and Impact of Tariff Increases

A tariff increase of 7.8 % for sanitation from 1 July 2016 is proposed. Currently
sanitation charges are calculated according to the relative size of the erf on which the
property is located. It is envisaged that future sanitation charges will be based on a
percentage of water consumption, but first the large volumes of water losses will have to
be brought under control.

The following table shows the impact of the proposed increases in annual tariffs on the
sanitation charges for a single dwelling residence:

Table 11: Comparison between current sanitation charges and increases, single

dwelling- residence (per annum)

Category Current amount New amount Difference Yo
Payable payable (Increase) Change
R R R
Erf : 0 — 300m® 837,00 902,00 65,00 7,8%
Erf : 301 - 400m? 1 329,00 1 433,00 104,00 7,8%
Flat : Complex 2 107,00 2271,00 164,00 7,8%
Flat : Ordinary 2 327,00 2 509,00 182,00 7,8%
Flat : Semi 2 327,00 2 509,00 182,00 7.8%
Cluster/Town Houses 2 880,00 3 105,00 225,00 7,8%
Erf : 401 — 800m?® 3 460,00 3 730,00 270,00 7.8%
Erf : 801 — 1200m? 3 735,00 4 026,00 291,00 7,8%
Erf : > 1200m? 4 070,00 4 387,00 317,00 7.8%
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1.41.5 Refuse Removal and Impact of Tariff Increases

It is widely accepted that the rendering of this service should at least break even, which
continues to prove difficult to achieve considering affordability for the consumers. The
City needs to implement the solid waste strategy to ensure that this service can be
rendered in a sustainable manner over the medium to long-term. Efficiencies of staff
performing the function continue to be a contributing factor as there is an increase in the
cost of remuneration however this does not appear to be converting to refuse collection
efficiencies. The on-going increase on repairs and maintenance for refuse trucks and
increases in general expenditure such as fuel and hired plant. There will be more added
focus by management over the MTREF period in an attempt tc improve staff
management and create efficiencies in this process. There is further investigation to
create a transfer station to reduce the costs of running the transport fleet. It needs to be
noted that the institution has embarked on the purchase of wheelie bins for BCMM
consumers and it is envisaged that this will improve the efficiencies of employees.
These plans are currently at various stages of implementation. The City is in the
process of constructing an additional landfill waste site and the rehabilitation of the

existing landfill sites and this project is progressing well.

An increase of 7.8% in the refuse removal tariff is proposed from 1 July 2016. A further

increase of 7.5% and 7.2% for the two outer years respectively are proposed.
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The following table compares current and proposed amounts payable from 1 July 2016:

Table 12: Comparison between current refuse removal fees and increases

Cateqgory Current amount New amount Difference %
Payable Payable (Increase) Change
R R R

85t Bins — Twice weekly 441,00 475,00 34,00 7.8%
240¢ Bins — Once weekly 621,00 669,00 48,00 7,8%
240 Bins — Twice weekly 1242,00 1 339,00 97,00 7,8%
420¢ Bins ~ Once weekly 1 085,00 1 170,00 85,00 7,8%
420 Bins — Twice weekly 2 169,00 2 338,00 169,00 7,8%
1.1m? Sprico — Once weekly 744,00 802,00 58,00 7.8%
1.1m® Sprico — Twice weekly 1 483,00 1599,00 116,00 7,8%
1.1m? Sprico — Three x a week 2 229,00 2 403,00 174,00 7,8%
1.1m?® Sprico — Four x a week 2 966,00 3197,00 231,00 7.8%
1.1m® Sprico — Five x a week 3 708,00 3 997,00 289,00 7,8%
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1.4.2 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 at an average of about 8% (CPI + 1%).
The categories of rateable properties for purposes of levying rates and the proposed

rates for the 2016/17 financial year based on a 7.60% increase from 1 July 2016 is
contained below:
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The following figure gives a breakdown of the main expenditure categories for the
2016/17 financial year:

GENERAL EXPENSES
10%
OPERATING PROJECTS EMPLO;E.E cosTs
9%
TRANSFERS AND
GRANTS
5%
CONTRACTED REMUNERATION OF
SERVICES COUNCILLORS
1% 1%
DEBTIMPAIRMENT
4%
DEPRECIATION
13%
BULK PURCHASES

FINANCE CHARGES
1%

25%
REPAIRS AND

MAINTENANCE
7%

Figure 5: Main operational expenditure categories for the 2016/17 financial year

Employee Costs equates to 25% of the total operating costs and is within the norm of
25% to 40% as per MFMA Circular 71 guideline. Salaries have been increased by 6%
in the 2016/17 financial year in line with SALGA's guideline.

Remuneration of councillors is determined by the Minister of Cooperative
Governance and Traditional Affairs in accordance with the Remuneration of Public
Office Bearers Act, 1998 (Act 20 of 1998). The most recent proclamation in this regard
has been taken into account in compiling the City's budget.
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The provision of debt impairment has been determined based on an annual collection
rate. For the 2016/17 financial year this amounts to R304 million and escalates to R351
million by 2018/19. While this expenditure is considered to be a non-cash flow item, it
informed the total cost associated with rendering the services of the municipality, as well
as the municipality's realistically anticipated revenues.

Provision for depreciation and asset impairment is widely considered a proxy for the
measurement of the rate asset consumption. Budget appropriations in this regard total
R748 million for the 2016/17 financial year and equates to 13% of the total operating
expenditure. Infrastructure assets are by far the most significant value of the Statement
of Financial Position of the institution and is where the most significant amount of the
institutions resources is expended. As such the institution has made a strategic decision
to actively manage its infrastructure assets by ensuring all new infrastructure

commitments are made in line with the Metro Growth and Development Strategy.

It needs to be recognised that the institution has adopted the revaluation accounting
approach for roads infrastructure assets. The main reason for the decision is to ensure
the future viability of the institution by allowing for the future replacement of these
significant long term assets.

Finance charges consist primarily of the repayment of interest on long-term borrowing
(cost of capital). Finance charges make up 1% (R57 million) of operating expenditure

excluding annual redemption for 2016/17.

Bulk purchases Eskom (equates to 25% of total operating expenditure) are directly
informed by the purchase of electricity from and water from Amatola. The annual price
increases have been factored into the budget appropriations and directly inform the
revenue provisions.

Other expenditure comprises of various line items relating to the daily operations of the
municipality. In order to comply with the provisions of circular 78, 79 and 82 guiding

principles as issued by National Treasury, the institution undertook a line by line
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analysis of expenditure in an attempt to improve efficiencies. As a result the annual
increase on general expenses and contracted services has kept below CPI at 4% on the

2016/17 financial year. In the prior year (2015/16) no annual increase was provided.

1.5.1 Repairs and Maintenance

Aligned to the priority being given to preserving and maintaining the City's current
infrastructure, the 2016/17 budget and MTREF provide for extensive growth in the
assent maintenance area as informed the City's asset renewal strategy and repairs &
maintenance plan.

Repairs and maintenance budget is currently 7% of the total Operating Expenditure
Budget. The City is striving towards a 10% repairs and maintenance of its total
operating budget owing to the aging of the City’s infrastructure and historic deferred
maintenance. As a results the City has budgeted an annual increase that is above the
projected CPI in the MTREF (2016/17: 11.5%; 2017/18: 10% and 2018/19: 10%) The
City has embarked on a programme to replace existing infrastructure assets which have
almost reached and/or exceeded their useful lives and will be funded from own funds.
The institution has identified a historical funding shortfall associated with the
replacement of existing infrastructure assets and in an attempt to alleviate the shorttall,
some of the USDG funding will be utilized to replace existing infrastructure.
Furthermore, the institution will ensure that surplus budgets are prepared beyond the
MTREF period to fund both existing infrastructure replacement as well as new
infrastructure expansion.
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1.5.2 Free Basic Services: Basic Social Services Package

The social package assists households that are poor or face other circumstances that
limit their ability to pay for services. To receive these free services the households are
required to register in terms of the City's Indigent Policy. The target is to register an
average of at least the following indigent households by the end of 2016/17 financial
year, this process is reviewed annually: Rates and Fire Levy — 40 000; Refuse and
Sanitation — 66 998; Electricity 86 891; Water — 86100 rural and 66 998 urban.

it should however be noted that although this is a goal from a social perspective, it is an
indicator of the overall strategic direction of the institution not being achieved. The
institution is attempting to steer in the direction of economic growth and job creation.
This target is contrary to that focus area. The cost of the social package of the
registered indigent households is largely financed by national government through the
local government equitable share received in terms of the annual Division of Revenue
Act.

The following table provide a breakdown of the current and proposed total poor relief

package per indigent household:

Table 16: Basic social services package per indigent household

Total Per Total Per Taotal Per Total Per

Household Household Household Household
2015/2016 2016/2017 2017/2018 2017/2018

Rates 112,99 121,58 130,33 139,46
Refuse 170,97 184,31 192,60 206,47
Sewerage 8,15 8,79 9,45 10,13
Fire Levy 36,63 39,41 42,25 45,21
Total Monthly

Subsidy 328,75 354,09 374,63 401,26
Electricity - 50kwh p.m. 55,67 59,93 64,51 69,43
Water - 6kl p.m. 66,21 71,51 77,15 83,26
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Total Poor Relief

|

450,63

485,52 |

516,29 |

553,95
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The above table reflect that the budget for capital programme is R1.56 billion in the
2016/17 financial year, R1.72 billion and R1.78 billion in the 2017/18 and 2018/19

financial years respectively.

It is pleasing to note the BCMM's capital budget has increased by 12% compared to the

2015/16 revised budget. It is also showing an increasing trend from 2016/17 to 2018/19

financial year. Further breakdown per service of the capital budget is detailed in the

table below. It depicts that for the 2016/17 financial year an amount of R371 million has

been appropriated for the Waste Water infrastructure, R267 million for Roads and Storm

Water, R140 million for Transport Planning, R202 million for Housing and R143 million

for Electricity. These services represent 72% of the total capital budget for the 2016/17

financial year.

Table 18: List of Key Projects Per Service

2016/2017 2017/2018 2018/2019

Adopted Adopted Adopted

Capital Capital Capital
Services Budget Budget Budget
Water 87 500 000 95 000 000 | 140 000 000
Waste Water 371492022 | 507023769 | 389172252
Electricity 143 000000 | 163 000000| 171 000 000
Roads and Storm water 267 178558 | 273829000 | 289457 000
Housing 202441082 | 190530454 | 198127200
Transport Planning 139789000 | 161667000 247 393000
Local Economic Development 44 500 000 45 500 000 57 500 000
Spatial Planning and Development 90 501 051 97 783 000 84 525 000
Waste Management / Refuse 78 453 700 55 947 040 91 503 690
Amenities 44 024 644 45 347 000 46 002 100
Public Safety 30 032 401 19 817 400 11 618 520
Support Services 41 221 500 45 378 100 31 700 000
Other - BCM Fleet 18 000 000 20 000 000 20 000 000

TOTAL PER SERVICE

1558 133 958

1720 822 763

1777 998 762
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Renewal of existing assets represent 51.6% (R804 million) of the total capital budget
while new assets acquisition equates to 48.4% (R754 million) in the 2016/17 financial
year. Further detail relating to asset classes and proposed capital expenditure is
contained in MBRR Table A9, MBRR Tables SA34a and SA34b provides a detailed
breakdown of the capital programme relating to new asset construction and capital
asset renewal. Some of the salient projects to be undertaken over the medium-term

includes, amongst others:

The following are some of the major projects to be undertaken in the medium-term
amongst others:

. Electricity
Bulk electricity infrastructure upgrade for the entire BCMM area to improve reliability of
supply of the BCMM network for both domestic and commercial consumers is one of the
priority areas. To contribute towards fulfiiment of this priority, an allocation of R330
million over the MTREF period has been made from own funding. An amount of R139
million has been allocated over the MTREF period for electrification, street lighting and
high mast within BCMM area of supply. This allocation include R30 million that has

been allocated over the MTREF for electrification of informal dwellings.

) Sanitation / Waste Water

Phase 2 of the Zwelitsha Waste Water Treatment Works Upgrade, is budgeted for R308
million over the MTREF period. This plant will provide a centralized regional treatment
facility for the Inland Region which will service the domestic and business community
from Bhisho, Breidbach, Zwelitsha, Phakamisa, Schornville, Ginsberg, etc. The
provision of Sewer Tunnel for diversion of sewer from Central Plant to Reeston Plant is
allocated a budget of R436 million over the MTREF period funded from borrowings. An
allocation of R311 million from own funds has been made available for renewal of
existing infrastructure, including Eastern Beach Gravity Sewer Upgrade (R84 million)
and Mdantsane Waste Water Treatment Works (R67 million).
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o Roads

The Upgrading of Mdantsane Roads is continuing and has been allocated a budget of
R211 million over the MTREF period. The Quenera Beacon Bay Link Road is also
continuing and has been allocated a budget of R75 million over the MTREF period.
Fleet Street upgrade is also progressing and an amount of R105 million has been
allocated in over the MTREF. KWT roads upgrade have been allocated R45 million over
the MTREF. An amount of R60 million has been set aside for Rural roads over the
MTREF period. An allocation of R260 million from own funds has been made available
for upgrading various existing roads.

o Transport Planning
An allocation of R132 million has been allocated over the MTREF period for the
implementation of Integrated Transport Programme. Phase 7 of Qumza Highway
Upgrading has been allocated an amount of R130 million over the MTREF period. For
the upgrading of KWT Transpont Facilities, an amount of R120 million has been
allocated over the MTREF period. The Needs Camp Potsdam Bridge has been
allocated R90 miillion over the MTREF period.
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1.7 ANNUAL BUDGET TABLES

The following pages present the ten main budget tables as required in terms of section
8 of the Municipal Budget and Reporting Regulations. These tables set out the BCMM's
2016/17 budget and MTREF for approval by the Council.

The parent municipality, Buffalo City Metropolitan Municipality, resuscitated the
development agency for the metro. In this regards BCMM has constituted the board
members for Buffalo City Metro Development Agency (BCMDA) and the board is
currently recruiting staff for the running of the agency. The CEO and a temporary Office
Administrator have been appointed and commenced work on 01 November 2015 and
01 December 2015 respectively. The CFO was also recently appointed and
commenced work on 18 April 2016. Due to the fact that BCMDA is still at the forming
stage, it anticipate to receive funding mainly from the parent municipality (BCMM) for its
operations and has not yet projected any capital expenditure. Therefore there is
minimal effect on consolidated budget table. The affected consolidated main budget
tables are also presented below as required by the MBRR.
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Explanatory notes to MBRR Table A1 - Budget Summary

1. Table A1 is a budget summary and provides a concise overview of the City's budget
from all of the major financial perspectives (operating, capital expenditure, financial
position, cash flow, and MFMA funding compliance).

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

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

a. The operating surplus/deficit (after Total Expenditure) is positive over the
MTREF.
b. Capital expenditure is balanced by capital funding sources, of which
i. Transfers recognised is reflected on the Financial Performance
Budget;

ii. Borrowing is incorporated in the net cash from financing on the Cash
Flow Budget.

iii. Internally generated funds are financed from a combination of the
current operating surplus and accumulated cash-backed surpluses
from previous years. The amount is incorporated in the Net cash from
investing on the Cash Flow Budget. The fact that the municipality's
cash flow remains positive, and is improving indicates that the
necessary cash resources are available to fund the Capital Budget.

4. The municipality’s budget is fully funded and cash-backed and will be generating a
surplus in the two outer years of the MTREF pericd to ensure a more balanced
funding mix for capital projects.

5. Even though the Council is placing great emphasis on securing the financial
sustainability of the municipality, this is not being done at the expense of services to

the poor. The section of Free Services shows that the amount spent on Free Basic

Page | 73




Services and the revenue cost of free services provided by the municipality
continues to increase. In addition, the municipality continues to make progress in

addressing service delivery backlogs.
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Explanatory notes to MBRR Table A2 — Budgeted Financial Performance (revenue

and expenditure by standard classification)

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

2. Total Revenue on this table includes capital revenues (Transfers recognised -
capital).

3. As a general principle the revenues for the Trading Services should exceed their
expenditures. The table highlights that this is the case for Electricity, Waste Water
Management and Waste Management function. As already noted above, the
municipality will be undertaking a detailed study of this function to explore ways of
improving efficiencies and provide a basis for re-evaluating the function's tarift
structure.
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Explanatory notes to MBRR Table A4 - Budgeted Financial Performance (revenue

and expenditure)

1.

Total operating revenue is B5.9 billion in 2016/17 and escalates to R6.4 billion and
R7 billion by 2017/18 and 2018/19 respectively. This represents a year-on-year
increase of 8 % for 2017/18 financial year and 10% for the 2018/19 financial year.
Revenue to be generated from property rates is R1.1 billion in the 2016/17 financial
year and increases to R1.3 billion by 2018/19 which represents 17% of the operating
revenue base of the City and therefore remains a significant funding source for the
municipality. It remains relatively constant over the medium-term and tariff
increases have been factored in at 7.2% and 7% for each of the respective financial
years of the MTREF.

Services charges relating to electricity, water, sanitation and refuse removal
constitutes the biggest component of the revenue basket of the City totalling R2.9
billion for the 2016/17 financial year and increasing to R3.4 billion by 2018/19. For
the 2016/17 financial year services charges amount to 50% of the total revenue
base. It slightly decrease to 49% in 2017/18 financial year and further slightly
decrease to 48% in the 2018/19 financial year. Transfers recognised — operating
includes the local government equitable share, fuel levy and other operating grants
from national and provincial government. It needs to be noted that the grant receipts
from national government increased by 10% from 2016/17 to 2017/18 financial year,
it further increase by 17% from 2017/18 to 2018/19 financial year.

Bulk Purchases have increased from 2015/16 financial year as a result of annual
increase. The amount has also increased over the 2016/17 to 2018/19 period
escalating from R1.52 billion to R1.78 billion. The increases of 17% from 2016/17 to
2018/19 can be attributed to the increase in the cost of bulk electricity from Eskom
and water from Amatola Water which supplies 40% of BCMM water.

The Employee Related Costis depicts an increase from R1.53 billion in the 2016/17
financial year to R1.75 billion in the 2018/19 financial year due to annual increase
projection of CPI plus one.

Employee Related Costs and Bulk Purchases are the main cost drivers within the
municipality. The institution has attempted to identify operational efficiencies in other
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expenditure items by undertaking a line by line analysis to determine where
budgeted expenditure can be reduced. This has yielded beneficial results in that
General Expenditure and Contracted Services has only been projected with an
annual increase of 4% in the 2016/17 financial year. Ongoing operational gains and
efficiencies will have to be identified to lessen the impact of wage and bulk tariff

increases in future years.
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Explanatory notes to MBRR Table A5 Budgeted Capital Expenditure by vote,

standard classification and funding source

1.

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

The MFMA provides that a municipality may approve multi-year or single-year
capital budget appropriations. In relation to multi-year appropriations, for 2016/17
R1.56 billion has been allocated. This allocation increases to R1.72 billion in
2017/18 and further increases to R1.78 billion in 2018/19.

The capital programme is funded from National and Provincial Grants (Capital
Transfers), Internally Generated Funds from prior and current year surpluses and
Long-Term-Borrowings. For 2016/17, Capital transfers totals R848 million (54%)
and increases to R970 million by 2018/19 (55%).

It needs to be noted that the institution has made a strategic decision to utilize own
funds to mainly replace existing infrastructure assets in the urban core of the City.
The total amount of own funding is R640 million in 2016/17, slightly decreasing to
R639 million in the 2017/18 financial year and further decrease to R632 million in
2018/19 financial year.

New long-term-borrowing has been provided for the 2016/17 financial year at R70
million, increasing to R189 million in 2017/18 and slightly decreasing to R178 million
in the 2018/19 financial year.
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Explanatory notes to Table A6 - Budgeted Financial Position

1.

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

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

Table A6 is supported by an extensive table of notes (SA3) providing a detailed
analysis of the major components of a number of items, including:

» Call investments deposits;

» Consumer debtors;

* Property, plant and equipment;

+ Trade and other payables;

» Provisions non-current;

« Changes in net assets; and

» Reserves

The municipal equivalent of equity is Community Wealth/Equity. The justification
is that ownership and the net assets of the municipality belong to the community.
Any movement on the Budgeted Financial Performance or the Capital Budget will
inevitably impact on the Budgeted Financial Position. As an example, the
collection rate assumption will impact on the cash position of the municipality and
subsequently inform the level of cash and cash equivalents at year end.
Similarly, the collection rate assumption should inform the budget appropriation
for debt impairment which in turn would impact on the provision for bad debt.
These budget and planning assumptions form a critical link in determining the
applicability and relevance of the budget as well as the determination of ratios
and financial indicators. In addition the funding compliance assessment is

informed directly by forecasting the statement of financial position.
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Explanatory notes to Table A7 - Budgeted Cash Flow Statement

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

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

3. It can be seen that the cash levels of the City grew significantly over the prior
financial periods.

4. The cash and cash equivalents increases from R2.4 billion in the 2015/16 period
escalating to R2.5 billion in the 2016/17 financial year and culminating in R2.9 billion
in the 2018/19 financial year. The increase can be attributed to the depreciation that
is cash-backed and the City will release this funding in the near future when its

capacity to spend has achieved its desired level.
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Explanatory notes to Table A8 — Cash Backed Reserves/Accumulated Surplus

Reconciliation

1.

The cash backed reserves/accumulated surplus reconciliation is aligned to the
requirements of MFMA Circular 42 — Funding a Municipal Budget.

In essence the table evaluates the funding levels of the budget by firstly forecasting
the cash and investments at year end and secondly reconciling the available funding
to the liabilities/commitments that exist.

The outcome of this exercise would either be a surplus or deficit. A deficit would
indicate that the applications exceed the cash and investments available and would
be indicative of non-compliance with the MFMA requirements that the municipality’s
budget must be “funded”.

Non-compliance with section 18 of the MFMA is assumed because a shortfall would
indirectly indicate that the annual budget is not appropriately funded.

From the table it can be seen that for the period 2016/17 to 2018/19 the surplus
improves from R2.2 billion to R2.5 billion.

Considering the requirements of section 18 of the MFMA, it can be concluded that
the 2016/17 MTREF is funded with a slight surplus.

As part of the budgeting and planning guidelines that informed the compilation of the
2016/17 MTREF the end objective of the medium-term framework was to ensure the
budget is funded aligned to section 18 of the MFMA.
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Explanatory notes to Table A9 — Asset Management

1. Table A9 provides an overview of municipal capital allocations to building new
assets and the renewal of existing assets, as well as spending on repairs and
maintenance by asset class.

2. In the 2016/17 financial year BCMM has allocated 51.6 % of its capital budget
towards asset renewal and 3.1% for Repairs and Maintenance as a percentage of
PPE, which is at current replacement value and this grows to 3.3% of PPE in the
outer year.

3. National Treasury has recommended that municipalities should allocate at least 40%
of their capital budget to the renewal of existing assets, and allocations to repairs
and maintenance should be 8% of PPE. It should be borne in mind that Buffalo City
Metropolitan Municipality budgets has valued certain of its assets on the revaluation
model and therefore the above percentage allocations should be adjusted
accordingly to reflect the increase in asset values due to different valuation
methodologies. The City has taken a strategic decision to move in the direction of
allocating 60% of its capital budget to replacing and/or refurbishment of existing
infrastructure.
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PART 2 — SUPPORTING DOCUMENTATION

2.1 OVERVIEW OF ANNUAL BUDGET PROCESS
The Budget Steering Committee has been established in terms Section 53 of the MFMA
and Municipal Budget Reporting Regulations.

The Budget Steering Committee consists of the City Manager and senior officials of the
municipality meeting under the chairpersonship of the MMC for Finance. All other
MMC's are also invited to partake in ali the Budget Steering Committee meetings.

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

o that the process followed to compile the budget complies with legislation and
good budget practices;

» that there is proper alignment between the policy and service delivery priorities
set out in the City'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

e that the various spending priorities of the different municipal departments are

properly evaluated and prioritised in the allocation of resources.

2.1.1 1DP/Budget Process Overview
In terms of Section 30 of the Municipal Systems Act no 32 of 2000, the Executive Mayor
of a municipality must in accordance with S29-
“(c) submit the draft plan to the municipal council for adoption ,further

Section 53 of the Municipal Finance Management Act no 56 of 2003 subsection 1 (b)
The Mayor of the Municipality must coordinate the annual revision of the IDP in terms of
534 of the MSA and the preparation of the annual budget and determine how the IDP is
to be taken into account/ or revised for the purposes of the budget.
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The budget process is governed by the Municipal Finance Management Act 56 of 2003
and the Municipal Systems Act 32 of 2000. The objective process is to ensure good
governance and accountability and enables the municipality to involve residents and
other stakeholders in the budgeting process.

In terms of Section 16 of the Municipal Finance Management Act (MFMA) No 56, 2003:
(1) “The council of a municipality must for each financial year approve an
annual budget for the municipality before the start of that financial year".
(2) “In order for a municipality to comply with subsection (1), the mayor of
the municipality must table an annual budget at a council meeting at
least 90 days before the start of the budget year”.

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 Executive Mayor has established a Budget Steering Committee, which consists of

the Portfolio Holder for Finance (Chairperson) and Senior Managers.

In terms of section 21 of the MFMA the Mayor is required to table in Council ten months
before the start of the new financial year (i.e. in August 2014) a time schedule that sets
out the process to revise the IDP and prepare the budget.

Section 28 (1) of the Municipal Systems Act requires each municipality to adopt a
process in writing to guide the planning, drafting, adoption and review of its integrated
development plan. In compliance with this requirement Buffalo City Metropolitan
Municipality adopted the plan on 25 August 2015.
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2.1.2 IDP and Service Delivery and Budget Implementation Plan
The development of the 2016-2021Integrated Development Plan commenced in
September 2015 after the adoption of the IDP/Budget Process Plan by Council and the
Budget Time Schedule for the 2016/17 MTREF.

The Metro’s IDP is the principal strategic planning instrument, which directly guides and
informs its planning, budget, management and development actions. This framework is
rolled out into objectives, key performance indicators and targets for implementation

which directly informs the Service Delivery and Budget Implementation Plan.

The IDP has been taken into a business and financial planning process leading up to
the 2016/17 MTREF, based on the approved 2015/16 MTREF, Mid-year Performance
Assessment and adjustments budget.  The business planning process has
subsequently been refined in the light of current economic circumstances and the
resulting revenue projections.

With the compilation of the 2016/17 MTREF, each function/directorate had to review the
business planning process, including the setting of priorities and targets after reviewing
the mid-year performance against the 2016/17 Service Delivery and Budget
Implementation Plan. Business planning responds to the Metro's priority needs,
reviewed strategic objectives and informs the detail operating budget appropriations and
three-year capital programme.

The Draft Service Delivery and Budget Implementation Plan (SDBIP) with Draft
Performance Agreements will be submitted to the Executive Mayor after the approval of
the IDP and Budget; and the final SDBIP will be tabled to Council for approval with the

Performance Agreements before 30 June 2016.

Page | 119




2.1.3 Financial Modelling and Key Planning Drivers
As part of the compilation of the 2016/17 MTREF, extensive financial modelling was
undertaken to ensure affordability and long-term financial sustainability. The following
key factors and planning strategies have informed the compilation of the 2016/17
MTREF:
» City growth
» Policy priorities and strategic objectives
» Asset maintenance
» Economic climate and trends (i.e. inflation, Eskom increases, household debt,
migration patterns)
» Performance trends
+ The approved 2015/15 adjustments budget and performance against the SDBIP
« (Cash Flow Management Strategy
« Debtor payment levels
« Loan and investment possibilities
« The need for tariff increases versus the ability of the community to pay for
services;
= Improved and sustainable service delivery

In addition to the above, the strategic guidance given in National Treasury's MFMA
Circulars 78, 79 and 82 has been taken into consideration in the planning and
prioritisation process.

2.1.4 Community Consultation
The draft 2016-2021 Integrated Development Plan and MTREF Budget was tabled
before Council on 31 March 2016. Thereafter the draft documents were made available
for community consultation on the municipality's website, and hard copies were made
available at customer care offices and municipal libraries.

IDP/Budget road shows to present the draft IDP and Budget took place from 14 April to
16 May 2016.
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Table 35: Schedule of IDP/Budget Road Shows

DAY 1. THURSDAY, 14 APRIL 2016
Day | Ward Areas to be covered Venue & Time
(a) 34 | Dimbaza, Phola Park Polar Park Community Hall
5.00
(b) 35 | Clubview, Balasi, Balasi Valley, Ethembeni, | War Memorial Community
Zinyoka, Tyutyu Village Hall
5.00 pm
(c) 43 | Bisho, Tyutyu, Ncemera , Hanover, Majali, | Skenjana Roji Community
Mpengempengeni, Mdange Hall
5.00 pm
DAY 2: FRIDAY, 15 APRIL 2016
Day | Ward Areas to be covered Venue & Time
(a) 8 Gompo, Dip, Gesini Qagamba High School
5.00 pm
DAY 3: MONDAY, 18 APRIL 2016
Day | Ward Areas to be covered Venue & Time
(a) 36 |Part of Dimbaza, Madakeni, Zabalaza, | Mzintshane Community
Nakani, Upper Mngqesha, Mzintshane, | Hall
Pierie Mission, Gambushe, Pierie Trust, | 10.00 am
New Rest
{b) 49 | Ndevana Ndevana Community Hall
3.00 pm
(c) 13 | Reeston, Khayelitsha, Chicken Farm, Part [ Reeston (Tent)
of Scenery Park, Thembalethu, Eureka, | 5.00 pm
Arnalton, Part of Highway Gardens, Dice,
Hutchinson, Part of Biko Village
(d) 45 | Skobeni, llitha, Berlin, Tshabo 1 llitha Community Hall
3.00 pm
{e) 42 |N.U.1,2 Indoor Sport Centre
5.00 pm
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DAY 4:

TUESDAY, 19 APRIL 2016.

Day | Ward

Areas to be covered

Venue & Time

(a)

Amalinda, Soccho, Soney Drift, Braelyn
extension 8 & 10, C Section, Duncan
Village, C Section extension, Chislehurst,
Cambridge

Clements Kadalie Hall
5.00 pm

(b)

14

Mdantsane NU 3 & 4

Tent (NU 3 Rent Office,
next to Nisikana shop)
5.00 pm

DAY 5: WEDNESDAY, 20 APRIL 2016
Day | Ward Areas to be covered Venue & Time
(a) 2 Gompo, Bhebhelele, St Peters Catholic | Gompo Hall
Church, Clover Catholic Church (Dunga, | 5.00 pm
Mzonyana)
(b) 46 | West Bank, Orange Grove, Greenfields, Robbie De Lange Hall
Airport, Sunnyridge, Leaches Bay, 5.00 pm
Sunset Bay, Sunnyridge Ext/Park
(c) 27 | Kwelera, Gonubie, Nkwezana, Dwadwa, | Carnegie Hall
Sunrise on Sea 5.00 pm
DAY 6: WEDNESDAY, 04 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 38 |Lenge, Bulembu, Anders  Mission, | Dikidikana Community Hall
Mantlaneni, Mamata, Mzantsi, Lieveldt, | 3.00 pm
Mxaxo A, Mxaxo B, Nonkcampa, Gwaba,
Ziknhalini, Dikidikana, Lower
Mngagesha, Khayelitsha, Tyhusha,
Kwelerana
(b) 40 | Mlakalaka, Ndileka, Godidi, Mimosa, | Tshabo 2 Community Hall
Qongqota, Ekuphumleni, Dongwe, Fort|3.00 pm
Murray, Tshabo 2&3, Mount Coke,
Bongweni, Thubalethu
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DAY 7: THURSDAY, 05 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 21 | Fort Jackson, Golden Highway, Unit 13 & | N. U. 15 Community Hall
15, Tambo Park 5.00 pm
(b) 20 | Mdantsane NU 6,7 NU 7 Community Hall
5.00 pm
(c) 25 | Phakamisa, Zwelitsha zone 8, 9,Cliff Phakamisa Community Hall
3.00pm
(e) 15 | Cambridge town, Cambridge Hall
Cambridge township, Highgate, Vincent 5.00 pm
DAY 8: FRIDAY, 06 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 44 | Sweetwaters, Tshatshu, Breidbach ,|Sweetwaters Community
Siyathemba, Qalashe, Golf Course Hall
5.00 pm
(b) 3| Zwelitsha 1,2,3,4,5,6,7 & 10 Nolizwe Mnyaka
Community Hall
5.00 pm
(c) 30 | Mdantsane NU9 & 10 NU 10 Hall
5.00 pm
DAY 9. SATURDAY, 07 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 24 | Nxamkwana, Mntlabati, Mabaleni, | Mbekweni Primary School
Mbolompeni, Mncotsho, Luxomo, | 2.00 pm
Nkgonqweni, Kanana, Khayelitsha, Khwezi
Block 1, Khwezi Block 2, Msintsini |,
Mbekweni, Unit P, Kingston
DAY 9: SUNDAY, 08 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 11 |NU.2,5 N.U. 5 Rent Office (Tent)
2.00 pm
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DAY 10: MONDAY, 09 MAY 2016
Day | Ward Areas to be covered Venue & Time
7(a) 31 | Kaisers Beach, Sunny South, Shelford, | Kidd’s Beach Hall
Winterstrand, Kidd's Beach, Lillyvale, | 5.00 pm
Igoda, Fort Grey, Bongweni, Ntenteni,
Bhompini, Ncera Village 1, Ncera Village 2,
Ncera Village 3, Airport Phase 1, Ncera
Village 9
(b) 32 | Thyusha, Dowu, Zikhova, Kampini, | Xhamini Community Hall
Mazikhanye, Ngqinisa, Weltina, | 10.00 am
Zweliyandila, Open Shaw, Kiwane, Kalkeni,
Xesi, Dyamdyam, Phozi, Gqala, New Rest,
Mpongo, Sandile, Tsaba, Xhamini, Ncera
Viliage 4, Ncera Village 5, Ncera Village 6,
Ncera Village 7, Boxwood
(© 33 | Needs Camp Welcomewood Community
Welcome wood, Gwiligwili, Kuni, Twecana, | Hall
Phumlani, Hill Village, Thembisa, Cornfield, | 12.00 pm
Silverdale, Altile Village, Good Hope, ,
Gxethu, Qhuru
(d) 37 | Tolofiyeni, King Williams Town, Westbank, | Schornville
Schornville, Masingata, Mdingi Community Hall
5.00 pm
DAY 11: TUESDAY, 10 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 19 | Buffalo Flats , | Parkside Hal!
Parkside, Peffervile Second Creek, | 5.00 pm
Mzamo Informal Settlement, New Rest
(b) 7 | C-Section, Gompo Town area, Bhebhelele, | Breidbach Community
D- Section Hall
5.00 pm
(c) 29 | Nompumelelo, Ducats, Abbotsford Ducats Community Hall
5.00 pm 0
(d) 48 |N.U.11a, 11b,N.U. 12 N.U.12 Community Hall
5.00 pm
(e) 5 | Scenery Park Scenery Park
Community Hall
5.00 pm
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DAY 12: WEDNESDAY, 11 MAY 2016

Day | Ward Areas to be covered Venue & Time

(a) 18 | Woodleigh, Bunkers Hill, Nahoon, Nahoon | Drake Road Clinic

Mouth, Stirling, Berea, Selborne, Baysville | 5.00 PM;
Pearce Street to Bridge Ave N.E. Express
Way, Southernwood Lower part, McGrath-
Usher-Starhope- Jellico down to Valley
Road

(b} 4 | Beacon Bay, Nahoon Valley Park, Bonnie | Beacon Bay Library
Doon, Vincent Heights, Lower Vincent 5.00 pm
Amalinda, Haven Hills, Saxillby, Dawn,

(c) 3 | Belgravia, Braelynn, Milner Estate, East London High School
Stoney  Drift, Panmure, Braelynn, | 5.00 pm
Southernwood, Braelynn Industrial, Lennox
Estate

(d) 47 | Quigney, Beach, E.L. CBD, Baysville, City Hall

5.00 pm
(e) 6 | Parkridge, Eluxolweni, Duncan Village Gompo Hall
5.00 pm

DAY 13: THURSDAY, 12 MAY 2016

Day | Ward Areas to be covered Venue & Time
(a) 28 | Mzamomhle, Riegerton Mzamombhle Hall
5.00 pm
(b} 16 | Amalinda Forest, Summerpride, Rosedale, | Amalinda Stadium(tent)
Winchester Gardens, Morningside 5.00 pm
{c) 23 |Unit 17, CC 18, Potsdam, Blue rock, | Manyano SP School
Raxanga, Nxamkwana 3.00 pm
(d) 17 | N.U. 9, N.U. 6, N.U. 4, Cuba, Eluxolweni Eluxolweni Community
Hall
3.00 pm
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DAY 14: FRIDAY, 13 MAY 2016

Day | Ward Areas to be covered Venue & Time
(a) 1 Pefferville, Duncan Village, Braelynn Hills, | Gompo Hall
Milkywood 5.00 pm
(b) 10 | Haven Hill South , Buffalo Flats, Alphendale, | Billy Francis Hall
Vergenoeg, Egoli, East Bank, Ghost Town, | 5.00 pm
Fynbos informal
{c) 12 | Mdantsane Unit 1, Mdantsane Zone, { John Knox Bokwe School
SmilingValley 4.00 pm
(d) 26 | Kwampundu, Ncalukeni, St Mary , Mzonkeshe, | Ntsonkotha Community Hall
Nkgongweni, Zikwaba, Kwetyana, Thorn Park, | 10:00 am
Sinqumeni, Ntsonkotha, Msobomvu
Macleantown, Kwaseya, Esiggibeni, Newbright
DAY 15 SATURDAY, 14 MAY 2016
Day | Ward Areas to be Covered Venue & Time
(a) 39 | Ginsberg, Bonke, Kwalini, Rhayi, | Kwalini Hall,
Ngxwalane 2.00 pm
DAY 16: SUNDAY, 15 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 22 | N.U.14,N.U. 16 Loyiso High School
DAY 17: MONDAY, 16 MAY 2016
Day | Ward Areas to be covered Venue & Time
(a) 50 |[N.U. 8,10 Nyameko High School

4.00 pm
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22 OVERVIEW OF ALIGNMENT OF ANNUAL BUDGET WITH IDP
The IDP review process was undertaken within the framework of National, Provincial
and District policies and legislation. Some of the key informants that guide the review
and refinement of IDP objectives and strategies include the following:
» National Development Plan;
s Sustainable Development Goals (SDGs);
e 12 Qutcomes adopted by National Cabinet in January 2010;
¢ BCMM Ward priorities;
°  Priorities from the Mayoral Lekgotla held on 16 — 18 November 2015;

The following table highlights the IDP’s five strategic outcomes for the 2016/17 MTREF
and further planning refinements that have directly informed the compilation of the
budget:

Table 36: IDP’S Five Strategic Objectives

Strategic Objective 1: An innovative and productive city
Strategic Objective 2: A green city

Strategic Objective 3: A connected city

Strategic Objective 4: A spatially-integrated city
Strategic Objective 5: A well-governed city

The national sphere of government develops and promulgates legislation, policies and
strategies which all spheres have to implement. In developing their own plans and
policies, other spheres of government, particularly the local government sphere has to
ensure that there is alignment with both National and Provincial plans. Key plans and
policies include the National Development Plan, Provincial Develcpment Plan -EC
Vision 2030, Sustainable Development Goals and the 12 Outcomes of Government.
These are aligned below:
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During the development process an effort was made to ensure that the IDP is fully
aligned with the Metro Growth and Development Strategy. Over the next five year term
the City will concentrate on the 5 strategic outcomes to be achieved by the year 2030:

Strategic Objective 1: An innovative and productive city: with rapid and inclusive

economic growth, and falling unemployment

Strategic Objective 2: A green city: environmentally sustainable with optimal benefits

from our natural assets. A clean and healthy city of subtropical gardens.

Strategic Objective 3: A connected city: high-quality (and competitively priced)

connections to ICT, electricity and transport networks (inside the city and to the outside
world).

Strategic Objective 4: A spatially-integrated city: the spatial divisions and
fragmentation of the apartheid past are progressively overcome and township

economies have become more productive.

Strategic Objective 5: A well-governed city: a smart and responsive municipality

(working with other levels of government) that plans and efficiently delivers high quality
services and cost effective infrastructure, without maladministration and political
disruptions
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23 MEASURABLE PERFORMANCE OBJECTIVES AND INDICATORS

Performance Management is a system intended to manage and monitor service delivery
progress against the identified strategic objectives and priorities. In accordance with
legislative requirements and good business practices as informed by the National
BCMM

performance management system of which system is constantly refined as the

Framework for Managing Programme Performance. is developing a
integrated planning process unfolds. The Municipality targets, monitors, assesses and
reviews organisational performance which in turn is directly linked to individual
employee's performance.

The following table provides the main measurable performance objectives the
municipality undertakes to achieve this financial year.

Table 41: MBRR Table SA7 - Measurable performance objectives

Deseription

Unit of measurement

W13

M4

201415

Current Year 2015/16

2016/47 Medium Term Revenue &
Expenditure Framework

Audited
Qutcome

Audited
Cutcome

Audited
Outcome

Original
Budget

Adjusted
Budget

Full Year
Forecast

Budget Year
2016/47

Budget Year | Budget Year
201718 | 2201818

Yote 1 - Infraskucture Services

. Function 1 - Water and Sanitatfon.
Sub-function 1- Weter Services

Vote 1« Infrastructure services

Function 1 - Water and sanitation

Sub-function 1- Water services

Yo ensure thal housencids wiltin BLHM have

% of households with

0.0%

1526 units

99%

99%

]

Sub-ftnction 2 - Sanitation services

To enswre that households Within BCMM have

% of households with

143213

4%

98%

9%

5%

ok

Sub-function 3 - Roads and

Extensive mvestment and cevelopment of

Km of reads mainfaned

20km

1221.637 km

975,765 ken

600km

T0km T00km

Function 2 Energy and lestriclty

Sub-function 1+ Electricity

Address ENEY backiogs and inves! in fuman

% of househalds with

1200

Wa

99%

[

1200 1200

Sub-function 3 - [name}

Insert measure/s descnplion
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2.3.1.1 Borrowing management

The City has a credit rating of A- (Short Term) and A (Long Term) together with a low
gearing ratio thus enabling the city to borrow capital to fund its revenue generating
infrastructure.

However, the city adopts a conservative approach in its ability to borrow due to
repayment constraints associated with operational surpluses.

The following financial performance indicators have formed part of the compilation of
the 2016/17 MTREF budget:

Capital charges to operaling expenditure is a measure of the cost of borrowing in
relation to the operating expenditure. It can be seen that the cost of borrowing is
steadily increasing from 1.8% in 2016/17 to 2.1% in 2018/19. This increase can be
attributed to new loan funding being sourced during 2016/17 MTREF period.

2.3.1.2 Safety of capital

The debt-to-equity ratio over the MTREF period increases from 18.6% in the 2016/17
period to 22.7% in the 2018/19 period. The ratio indicates the taking up of new loan
funding.

2.3.1.3 Liquidity

Current ratio for the 2016/17 financial year is 3.1:1 and slightly decrease to 3.0:1 in the
2018/19 financial year. The city is in a position to repay its current liabilittes and thus
strives to maintain this ratio above the public sector norm of 2:1. Included in the current
assets is the city’s debt book which has a collection ratio of 92.5% and the recoverability
of this is considered to be obtainable.

The liguid ratio for the 2016/17 financial is 2.2:1, it also slightly decrease to 2.1; in the
2018/19 period. The city aims to maintain a consistent stock level over the MTREF
period to adequately respond to emergency situations relating to service delivery
considerations.
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2.3.1.4 Revenue Management

The city has adopted an aggressive Revenue Enhancement Strategy, which includes
revenue generation, accuracy of meter reading, regular supplementary valuations, and
ensuring all residents receive a correct bill that the city has rendered thereby
contributing to the confidence of the consumers. The current collection rate of 94.2% in
the 2015/16 year is expected to decrease over the MTREF period to 92.5%.

2.3.1.5 Creditors Management

The City has managed to ensure that creditors are settled within the legislated 30 days
of statement, except for those that are under dispute. SMME's are paid bi-monthly. By
applying daily cash flow management the municipality has managed to ensure a 100%
compliance.

2.3.1.6 Other Indicators

* Employee costs as a percentage of operating revenue is 25.9% in the 2016/17
financial year and slightly decreases to 25.1% in the 2018/19 financial year.

» The Electricity distribution losses was 15.58% as at 30 June 2015, this continues
to an area of focus to reduce electricity losses. There is a program to electrify
informal dwellings which would also assist in reducing illegal connects.

» The City has established a Revenue Protection Unit, the main aim of this unit is
to reduce the losses; however there is a limit to what can be done with limited
resources in the shori term and the extent to which losses can be limited.

» The overall average of non-revenue water amounts to 34.44% at 30 June 2015.

« BCMM has developed a Water Conservation and Water Demand Management
(WC/WDM) Strategy, which focuses primarily on reducing the level of non-
revenue water to enhance both the financial viability of and water supply
sustainability to BCM, is for the 5-year period 2016/2017 to 2021/2022 and
requires some R450 million to implement over this period.

» The goals set in terms of this Strategy, are the following:

o Reduction of non-revenue water:
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Increased billed metered consumption:

Reduction of raw water treatment losses:

o O O

Ability to undertake detailed water balances:
o Promotion of water use efficiency
+ Repairs and maintenance as a percentage of total operating revenue is on
average 7% over the 2016/17 MTREF period.

2.3.2 Free Basic Services: Basic Social Services Package for Indigent
Households

The social package assists residents that have difficulty paying for services and are

registered as indigent households in terms of the Indigent Policy of the City. Only

registered indigents qualify for the free basic services.

The target is to register an average of at least the following indigent households by the
end of 2016/17 financial year, this process is reviewed annually: Rates and Fire Levy —
40 000; Refuse and Sanitation — 66 998; Electricity 86 891; Water — 86100 rural and
66 998 urban. In terms of the Municipality's indigent policy registered households are
entitled to 6k¢ free water (R71.51), and 50 kwh of electricity (R59.93).

Registered indigents are to receive the following monthly rebates in the 2016/17
financial year:

* Property Rates - R121.58 (based on a property value of R150 000)

¢ Refuse Removal — R184.31

e Sewerage Charges - R8.79

» Fire Levy - R39.41

2.3.3 Providing Clean Water and Managing Waste Water

The BCMM is the Water Services Authority and has the executive authority to provide
water services within its area of jurisdiction in terms of the Municipal Structures Act 118
of 1998 or the ministerial authorisations made in terms of this Act.

The primary responsibility for Water Services Authority includes:
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Ensuring access: To ensure the realisation of the right of access to water
services, particularly basic water services (subject to available resources) by
seeing that appropriate investments in water services infrastructure are made.
Planning: To prepare water services development plans to ensure effective,
efficient, affordable, economical and sustainable access to water services that
promote sustainable livelihoods and economic development.

Regulation: To regulate water services provision and Water Services Providers
within the jurisdiction of the municipality and within the policy and regulatory
frameworks set by DWAF through the enactment of by-laws and the regulation of
contracts.

Provision: To ensure the provision of effective, efficient and sustainable water
services (including water conservation and demand management) either by
providing water services themselves or by selecting, procuring and contracting
with external Water Services Providers.

BCMM provides approximately 60% of bulk potable water through Umzonyana Water
Treatment Works and KWT Water Treatment Works, 40% is provided by Amatola Water
as Water Services Provider,

Blue Drop Status

Buffalo City Metropolitan Municipality is achieved 72.79% on Blue Drop Score as it was

audited by Department of Water and Sanitation in 2014. This was about 20% drop from

the 2012 results which was caused by the staff resignation and retirements.

2.3.3.2 Green Drop Status
The BCMM had 15 of wastewater collector and treatment systems audited. The BCMM

Sanitation Department was the best performing municipality in the Eastern Province:

80.9% Municipal Green Drop Score
1 Green Drop Awards for 2011/12 (East Bank)
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Green Drop Comparisons between the larger Municipalities are as detailed:-
« Buffalo City : 80.9%
+ Nelson Mandela : 60.0%

Currently the BCMM is faced with the following water service challenges:

» Capacity of the existing treatment works is inadequate to cater for current and
future water demands

+ Aging water infrastructure

» High rate of non-revenue water, which is approximately 40%

» Total required funding to build new Water Treatment Works (Kei Road) and bulk
pipe lines to Bhisho and Berlin to meet housing backlogs, new developments and
Bhisho Prescient and demand is R500 million.
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2.4 OVERVIEW OF BUDGET-RELATED POLICIES
The City's budgeting process is guided and governed by relevant legislation,
frameworks, strategies and related policies.

2.4.1 Tariff Policy

In terms of Section 74(1) of the Municipal Systems Act No 32 of 2000, as amended,
Council to adopt the draft tariffs policy on 30 March 2016. The amended policy is
attached as annexure F (amendments are highlighted in yellow in the policy for easy
reference).

2.4.2 Rates Policy
In terms of Section 3 of the Municipal Property Rates Act No. 6 of 2004, the municipality
has adopted a rates policy. The policy was approved by Council on 28 May 2014.

2.4.3 Credit Control Policy
The Credit Control and Debt Collection Policy was adopted by Council on 28 May 2014.

2.4.4 Indigent Policy
The Indigent policy was adopted by Council on 28 May 2014.

2.4.5 Investment and Cash Management Policy

In terms of Section 13(2) of the Municipa! Finance Management Act No. 56 of 2003, the
municipality has adopted an investment and cash management policy. The policy was
approved by Council on 29 May 2013. Council adopted the revised investment and cash

management policy on 29 May 2015.

2.4.6 Long-Term Borrowings Policy

A long-term borrowings policy has been developed in compliance with the Municipal
Finance and Management Act No. 56 of 2003 and the Municipal Budget and Reporting
Regulations on Debt Disclosure. The policy was approved by Council on 29 May 2013
and last review approved on 29 May 2015. Council to adopt the long-term borrowing
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policy on 31 May 2016. The foliowing changes are made to be align the policy with
National Treasury Circular 71: Uniform Financial Ratios:

Remove the following ratio in the policy to align BCMM's ratios to National
Treasury Circular 71 uniform financial ratios

(ix) Percentage of Qutstanding Debtors to Revenue:
A =B/C x 100; were

¢ A = Percentage Outstanding Debtors in relation to Revenue,
¢ B =[ Consumer Debtor + Other Debtors — Current Portion of Long-

term Receivables ],

» C = Total Income for the year
» Target = Less than 18%

Refer to Annexure N for the full revised final policy.

2.4.7 Supply Chain Management Policy

In terms of Section 111 of the Municipal Finance and Management Act No. 56 of 2003
the municipality must adopt a Supply Chain Management policy. The reviewed policy
was approved by Council on 30 September 2015.

2.4.8 Asset Management Policy

The Asset Management policy was adopted on 29 May 2013 and provides guidance on
the management of immovable assets (infrastructure, community facilities, public
amenities, investment property and associated land and intangible assets). Council

adopted the revised asset management policy on 29 May 2015.

2.4.9 Capital Infrastructure Investment Policy
The Capital Infrastructure investment Policy was adopted on 29 May 2014 and the
objective is the adequate maintenance of assets so as to provide a return on the City's

investment.
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2.4.10 Funding and Reserves Policy

The Funding and Reserves policy was adopted by Council on 29 May 2013 and is
aimed at ensuring that the Municipality has sufficient and cost-effective funding in order
to achieve its long term objectives through the implementation of the medium term
operating and capital budgets.

2.4.11 Policy on Long-Term Financial Planning
The Policy on Long Term Financial Planning was adopted by Council on 29 May 2013
and encompasses the development, implementation and evaluation of a plan for the

provision of basic municipal services and capital assets.

2.4.12 Budget Implementation & Management Policy (Budget Virement Policy)

The Budget Implementation & Management Policy (Budget Virement Policy) was
adopted by Council on 29 May 2013 and is to effectively and efficiently manage the
budget transfers to ensure optimum service delivery. The amended policy was
submitted to Council together with the draft budget and adopted by Council on 30 March
2016. The amended policy is attached as annexure G (amendments are highlighted in
the policy for easy reference).

2.4.13 Budget Policy

The Budget was adopted by Council the year 2007 and is to provide the principles
which the municipality will follow in preparing each medium term revenue and
expenditure framework budget, and adjustment budgets. The amended policy was
submitted to Council together with the draft budget and adopted by Council on 30
March 2016. The amended policy is attached as annexure H (amendments are
highlighted in the policy for easy reference).

All the above policies are available and can be viewed on Buffalo City Metropolitan

Municipality’s Website: www.buffalocitymetro.qov.za.

Page | 148




2.5

OVERVIEW OF BUDGET ASSUMPTIONS

The 2016/17 - 2018/19 annual budget and MTREF was prepared using 2014/15
financial year's audit outcome and lessons learned from the 2015/16 budget and

adjustment budget as a base. The guidelines and assumptions as outlined in the MFMA

Circulars (78 and 79), National and Provincial Government priorities, including making

reference to the Municipal Reporting and Budget Regulations;

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

Efficient revenue management, which aims to ensure a 93.5% annual collection
rate over the medium term for property rates and other key service charges;
Achievement of full cost recovery of specific user charges especially in relation to
trading services;

Move from a flat-rate billing system to all consumers billed according to
consumption;

Implementation of an automated billing system as opposed to a manual meter
reading process;

Regular Supplementary Valuations performed.

Implementation of a General Valuation every four years in terms of the Municipal
Property Rates Act.

Creating a conducive environment to attract potential investors.

Review of the Spatial Development Plan to allow for human capital resources to
be closer to economic and job opportunities.

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

Our expenditure strategy is ensuring that capital expenditure is incurred in line
with the requirements detailed in the Spatial Development Plan to ensure
maximum return to the municipality.

Re-prioritisation of expenditure to ensure any inefficiencies are eliminated to
allow for own-funded capital programme.

Additional funding to be allocated to the maintenance of the infrastructure,
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2.5.1 Depreciation

Buffalo City Metropolitan Municipality is attempting to comply with the guidelines
provided by National Treasury in relation to future financial sustainability and has
therefore implemented a revaluation policy relating to the roads infrastructure assets. It
needs to be recognised that the whole reason for depreciation is tc adequately allocate
the cost of providing services against the revenue being generated. It further needs to
be recognised within the Local Government environment that the resources being
accumulated are to allow for the replacement of the asset which was originally created.
Considering that the replacement of an asset that has reached its useful life will be the
responsibility of Government through the various spheres including Local Government
or, failing which, will become the responsibility of National Government. The
determining factor would be then how much risk is borne by Local Government versus
the risk borne by National Government. In order to adequately allow for the replacement
of long term assets in the future, and to reduce the risk being placed on Naticnal
Government to allow for the replacement, Buffalo City Metropolitan Municipality has
implemented the revaluation policy for long term infrastructure assets. This does have
the effect of increasing the monthly tariff to the local consumer, however it will allow for
resources to be available to replace infrastructure assets that have reached the end of

their useful lives.

As depreciation is an expenditure item which does not result in an outflow of cash, the
effect would be to increase the cash resources that exist at a Local Government level.
The main purpose of the increase in the cash resources is to allow for the replacement
of infrastructure assets in the future. There is a further risk that a perception could be
created with increasing cash resources that these are available for current use. Should
these resources be utilised in an attempt to expand the city through the creation of
additional infrastructure expansion it could have a severe adverse effect on the
operations of the institutions in that any expansion will result in an additional
depreciation charge as part of the budgeting process and, furthermore, there will be no

funding available at a local government level to allow for the replacement of
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infrastructure assets which is currently in operation. This would place further risk on
National Government to fund the replacement of these infrastructure assets.

It does need to be recognised that, even with the revaluation policy, to replace the asset
will still require grants from National Government, however the grant assistance would

be less than the amount required assuming the cost basis.

In the case of Buffalo City Metropolitan Municipality, there is a potential to increase the
loan funding available to the institution to allow for the replacement of infrastructure
assets as the institution has low gearing. It is recognised that this would be part of a
solution to adequately fund the replacement of the infrastructure assets going into the
future however this cannot be viewed as the complete solution. It needs to be
recognised that there is a cost associated with borrowing funds together with the
requirement to repay the capital associated with the loan. If not adequately planned, this
could further burden the consumers and also result in asset stripping.

Buffalo City Metropolitan Municipality has recognised the requirement to replace the
institutions infrastructure in the future and, together with the guidance being provided by
National Treasury to achieve a sustainable institution, is attempting to implement
policies which will achieve these goals. The revaluation of long tenure infrastructure
assets is an attempt to correctly allocate the use of infrastructure assets against the
income being generated thereby allowing for additional resources to be generated at a
local government level to be accumulated to prevent the deterioration of services being
offered to the consumers. The adverse effect of this policy is that a slightly higher
monthly bill is expected to be paid by the consumers in relation to its peers, however
this palicy is specifically implemented in an attempt to allow for the replacement of
infrastructure assets in the future. The institution does recognise that this is not a
complete solution to the problem however through a mix of local government resources,
budgeted surpluses, long term funding and grants from National Government, all of
which are strategically planned for, the institution can allow for the replacement of

existing aging infrastructure assets in the future.
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2.5.2 General inflation outlook and its impact on the municipal activities

There following are the key factors that have been taken into consideration in the
compilation of the 2016/17 MTREF:

National Government macro-economic targets for inflation is set to be 6.6% for the
2016/17 financial year.

Salaries are set to increase by CPI plus one (6% in 2016) as guided by SALGA.
Water bulk purchases are set to increase by 10% as negotiated with Amatola Water
Board.

Electricity bulk purchases are set to increase by 7.86% as per the guidelines
received from NERSA.

The City has adopted an aggressive approach with regards to budget on General
Expenses and Contracted Services where cost containment measures have been
put in place. Therefore the annual increase on these expenditure categories has
been capped at 4% which is 2.6% below the CPI.

Repairs and maintenance has been increased by 11.5% and constitute 7% of the
total operating expenditure. The City has recognized the target to be reached is
10%, however cognizance should be given to the impact on tariffs in this regard.
The City approved an Asset Management Policy in the 2012/13 financial year. It
was felt that in preparing this policy that the most appropriate valuation model for
our roads and storm-water infrastructure as well as municipal properties would be
the revaluation approach. The reason for this approach being used was specifically
to allow for additional funding to be accumulated to replace and/or refurbish these
infrastructure assets in the future. It needs to be recognized that if this approach
was not followed there would be significant risk to the national fiscus and by
implication National Treasury to be able to allow for significant additional funding for
the replacement of these assets in the future. It is further emphasized that this
approach is in line with Natiocnal Treasury guidelines to ensure the institution
remains financially viable. The resulting impact of this policy is a significant

increase in depreciation being charged on an annual basis which is placing

Page | 152




pressure on our operational budget and by inference our tariffs. An attempt has

however been made in the 2016/17 MTREF budget to keep tariff increases at

affordable levels.

The table below indicate the budget assumptions that were used in preparing the
2016/17 MTREF budget:

Table 43: 2015/2016 to 2018/2019 Budget Assumptions

DESCRIPTION

2015/2016

2016/2017

2017/2018

2018/2019

National Treasury Headline

Inflation Forecasts 5.80% 6.60% 6.20% 5.90%
Salaries 5.60% 6.00% 7.20% 6.90%
Electricity Purchases 14.24% 7.86% 7.86% 7.86%
Water Purchases 8.00% 10.00% 10.00% 10.00%
Free Basic Electricity 50 kwh p.m. 50 kwh p.m. 50 kwh p.m. 50 kwh p.m.
Free Basic Water 6 kl p.m. 6 kl p.m. 6 kl p.m. 6 kl p.m.
Basic Welfare Package R 450,63 R 485,52 R 516,29 R 553,95
Equitable Share Allocation R 655 141 000 | R678 197 000 | R 703 602 000 | R 760 226 000
Bad Debt Provision 8,00% 7.50% 7,50% 7,50%
Property Rates 9.90% 7.60% 7.20% 7.00%
Refuse Tariff 9.50% 7.80% 7.50% 7.20%
Sewerage Tariff 9.50% 7.80% 7.50% 7.20%
Electricity Tariff 12.20% 7.64% 7.64% 7.64%
Water Tariff 11.00% 8.00% 7.89% 7.92%
Fire Levy 9.90% 7.60% 7.20% 7.00%
Sundry Income 9.90% 7.60% 7.20% 7.00%
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The City has continued to offer the indigents the free basic subsidy package as
indicated below:

Table 44: Indigent Subsidy Package

Total Per Total Per Total Per Total Per

Household Householid Household Household

2015/2016 2016/2017 2017/2018 2017/2018

Rates 112,99 121,58 130,33 139,46
Refuse 170,97 184,31 192,60 206,47
Sewerage 8,15 8,79 9,45 10,13
Fire Levy 36,63 39,41 42,25 45,21
Total Monthly Subsidy 328,75 354,09 374,63 401,26
Electricity - 50kwh p.m. 55,67 59,93 64,51 69,43
Water - 6kl p.m. 66,21 71,51 77,15 83,26
Total Poor Reiief 450,63 485,52 516,29 553,95

The guidance received from National Treasury in respect of DoRA and fuel levy has
been inciuded in the 2016/17 MTREF budget. .

Table 45: Tariff increases over the medium-term

Description 2015/2016 2016/2017 2017/2018 2018/2019
Rates 9.90% 7.60% 7.20% 7.00%
Refuse 9.50% 7.80% 7.50% 7.20%
Sewerage 9.50% 7.80% 7.50% 7.20%
Electricity 12.20% 7.64% 7.64% 7.64%
Water 11.00% 8.00% 7.89% 7.92%
Fire Levy 9.90% 7.60% 7.20% 7.00%
Sundry Income 9.90% 7.60% 7.20% 7.00%
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2.5.3 Credit rating outlook

Table 46: Credit rating outlook

Security class Currenc Ratin Annual rating Previous
y 9 2012/13 Rating
Short term Rand Al- June 2013 Al-
Long-term Rand A June 2013 A
Outlook Rand Positive June 2013 Positive

The service provider has been engaged by the City and will shortly conduct an
assessment of the 2014/2015 annual financial statements to review and issue a new
credit rating for the City.

The rating definitions are:

. Short term: A1- (single A one minus); defined as having a high certainty of
timely payment. Liquidity factors are strong and supported by good fundamental
protection factors. Risk factors are very small.

. Long-term: A (single A); defined as having high credit quality. Protection factors
are good. However, risk factors are more variable and greater in periods of
economic stress.

The City’s last credit rating reflected a stagnant financially stable environment.

2.5.4 Interest rates for borrowing and investment of funds

The MFMA specifies that borrowing can only be utilised to fund capital or refinancing of
borrowing in certain conditions. The City engages in financing arrangements to
minimise its interest rate costs and risk. The average interest rate for borrowings is
currently 10.17%. The municipality is has budgeted R57 million in the 2016/17 financial
year, R71 million and R86 million in the two outer years respectively in respect of its
existing long term borrowings and the new loan that is being sought by the City. The
City is investing its cash reserves on various investing institution in line with the MFMA.
The interest rate is currently 6.25% on primary bank account and 6.45% on investment

call accounts. An amount of R123 million has been projected in the 2016/17 financial
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year, R126 million in the 2017/18 financial year and R130 million in the 2018/19
financial year.

2.5.5 Collection rate for revenue services

The rate of revenue collection is currently at 90% of annual billings and arrear debt.
Stricter control measures of the Credit Control Policy are being enforced, the collection
of arrear debt will be utilised as a source of additional cash in-flow for funding future
capital infrastructure projects. An amount of R304 million contribution towards bad debts
has been provided for the 2016/17 financial year and is based on projected average
collection ratio of 92.5% at the 30 June 2016.

2.5.6 Growth in the tax base of the municipality

Revenue from own sources is assumed to increase at a rate that is influenced by the
consumer debtors collection rate, tariff/rate pricing, real growth rate of the City,
household formation growth rate and the poor household change rate.

Household formation is the key factor in measuring municipal revenue and expenditure
growth, as servicing ‘households’ is a greater municipal service factor than servicing
individuals. Household formation rates are assumed to convert to household dwellings.
In addition the change in the number of poor households influences the net revenue
benefit derived from household formation growth, as it assumes that the same costs
incurred for servicing the household exist, but that no consumer revenue is derived as

the ‘poor household’ limits consumption to the level of free basic services.

2.5.7 Salary and Wage increases

The guidance provided on MFMA Circular 79 as well as SALGA guideline has been
followed in projecting salary and wage increases of CPI plus one. This is in line with the
existing Salary and Wage Collective Agreement regarding salaries/wages.

2.5.8 Impact of National, Provincial and Local policies
Integration of service delivery between national, provincial and local government is
critical to ensure focussed service delivery and in this regard various measures were

implemented to align IDPs, provincial and nationa! strategies around priority spatial
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interventions. In this regard, the following national priorities form the basis of all
integration initiatives:

« Accelerate Public Infrastructure Investment;

» Support for special economic zones and manufacturing incentives;

* Further expansion of public works programmes

* Investment in renewable energy

» Overhaul procurement and supply chain management

» Creating jobs and reduce poverty

» Skill development;

» Rural development and agriculture; and

+ Fighting crime and corruption.
To achieve these priorities integration mechanisms are in place to ensure integrated
planning and execution of various development programs. The focus will be to
strengthen the link between policy priorities and expenditure thereby ensuring the

achievement of the national, provincial and local objectives.
2.5.9 Ensuring maintenance of existing assets

Repairs and maintenance has been budgeted at 7% of the total operating expenditure.
The city has recognised the target to be reached is 10%, however cognizance should
be given to the impact on tariffs in this regard. Substantial budget allocation has been

made for renewal of existing assets as detailed in the capital program section.

2.5.10 Ability of the municipality to spend and deliver on the programmes

The establishment of the Enterprise Project Management Office (EPMO) Office has
assisted capital spending of the City. It is anticipated that the spending pattern will
continue to improve in the MTREF period.
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2.6 OVERVIEW OF BUDGET FUNDING
The 2016/17 MTREF budget is fully funded utilising receipts from the following funding
sources:

» Own Funds {Internally Generated Funds and Borrowing)

+ Division of Revenue Act (National Revenue Fund) including Equitable

Share

* Provincial Government

*  Fuel levy

» Other Grants and subsidies

2.6.1 Tariff Increases over the Medium-term

Consideration of bad economic climate that is affecting the City's consumers was taken
into consideration when determining the tariff increases. Ensuring that tariff are fully
recovering the costs of running the service was also given high consideration in
determining the tariff increases.

The table below reflects the proposed tariffs for the 2016/2017 MTREF period.

Table 47: Tariff increases 2016/17 to 2018/19

Description 2015/2016  2016/2017 2017/2018 2018/2019
Rates 9.90% 7.60% 7.20% 7.00%
Refuse 9.50% 7.80% 7.50% 7.20%
Sewerage 9.50% 7.80% 7.50% 7.20%
Electricity 12.20% 7.64% 7.64% 7.64%
Water 11.00% 8.00% 7.89% 7.92%
Fire Levy 9.90% 7.60% 7.20% 7.00%
Sundry Income 9.90% 7.60% 7.20% 7.00%
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2.6.2 Detailed Investment

The tables below provide detail investment information and investment particulars by
maturity.

Table 48: MBRR Table SA15 — Detail Investment Information

201213 2013714 2014015 Current Year 201516

201617 Medium Term Revenue &
Expenditure Framework

Rell ™ Audited Audited Audited Original | Adjusted | Full Year |Budget Year | Budget Year | Budget Year

Outcome | Outcome | Outcome Budget Budget Forecast 01617 | A 20718 | 42201819

Investment type

R thousand

Parent municipality

Securiies - Nakonal Government
Listed Corporate Bonds 1699 360 1966369 F 2137189 2303434| 2380443| 2380443( 2408873| 2569586| 2781310
Deposis - Bank

Deposils - Public kv estment Gommissioners
Deposils - Corporation for Public Deposits
Bankers Acceptance Cerficates

Negotiable CertSicates of Deposit - Banks
Guaranieed Endow ment Policies (sinking)
Repurchase Agreements - Banks

Municipal Bonds

Municipality sub-total V[ TeW30] TW633| 21371083| 23034 | 2M604AT[ ZJ00M3| Z40B6ra| 2569586[ 27d1310

Enlies
Securifies - Nabonal Gov ernment
Lisked Corporats Bonds
Deposits - Bank
Deposils - Public lnv estment Commissioners
Deposils - Corporation for Public Deposits
Bankers Acceptance Cericates
Negetiable Cerbiicates of Deposit - Banks
Guaranteed Endowment Policies (sinking)
Repurchase Agreements - Banks

Entities sub-lotal - = - = = = - - p

Consolidated total: 1699360 | 1966369 2137189| 2303434| 2380443| 2380443 2400873 2569586 2791310
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2.6.3 Medium-term outlook: capital revenue

The following table is a breakdown of the funding composition of the 2016/17 medium-

term capital programme:

Table 50: MBRR Table A5 - Sources of capital revenue over the MTREF

201617 Medium Term Revenue &
Vote Deseription 200213 | 201314 | 2014015 Current Year 201516 ,
Expenditure Framesiork

T Audited | Audited { Audited | Original | Adjusted | Full Year | Pre-audit | Budget Year  Budget Year | Budget Year
Outcome| Ouicome/ Outcome | Budget | Budgel | Forecast | oulcome | 201617 | +1 2017018 | +2 201819

Fnted by
Naonal Govemment SIOSI| 722054 | 56014 | 7TA20B4| TO2762| TO27e2| 702762 %69 BA2151)  9695M0
Provincial Govemment - | Tedd} 49578 107409) G66%0) G66%0) G600 10630 S06% -
Distict Muicipally - -1 - - - - - - - -
Otver ransters and grants -l -] - - - - - - - -
Transters recognised - capital | S1570( 79450 | 15492 OS03S3| TR9612| 7MO612| T9E12| oB2E9|  8%27eG|  9695H0
Public conributions & donations -1 -1 - - D I - - -
Boirowing de| -1 - - - - - | 6952 1093|176k
Internally generaled funds 59769 ( 100136 3t 558 | 420002 | oc00G06| 6ADG0S| 6OOG06| 640263 | 63B6B5| 63162
Total Capital Funding 53485 | S04630 | Q30030 1275354 ) 1300677 1390877 | 1300877 156104 172088 1TM9M
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2.6.4 Details of Borrowings

The repayment of capital and interest (debt services costs) has substantially increased

over the past three years. The City will be acquiring additional loan in the 2016/17

MTREF period amounting to approximately R436 million to fund the Sewer Diversion

Tunnel Project. This project is critical in unlocking development in the Amalinda

Junction, Wilsonia, Fort Jackson and Reeston area. The development would contribute

to the revenue base of the City.

The following table is a detailed analysis of the City's borrowing liability.

Table 51: MBRR Table SA17 - Details of borrowings

Borrowing - Calegorised by type

R thousand

Ref

01213

Mg

2014115

Current Year 2015146

201617 Medium Term Revenue &
Expenditure Framework

Audited
Outcome

Audited
Ouicome

Audited
Outcome

Original
Budget

Adjusted
Budget

Full Year
Forecast

Budget Year
201617

Budget Year
+ 201718

Budget Year
+2 201819

Parent municipality
Leng-Term Loans (annuity/reducing balance)

Long-Term Loans (nan-annuity )
Local registered siock
Instelment Credit
Financial Leases
PPP lighiftes
Finance Granted By Cap Equipment Suppfier
Marketable Bonds
Nan-Marketable Bonds
Bankers Acceplances
Financial derivatives
Other Securites

Municipality sub-total

Entities
Long-Term Loans (annuity/reducing balance)
Long-Term Loans (non-annuity )
Local regisiered siock
tnstalment Credit
Financial Leases
PPP kiabilities
Finance Granied By Cap Equipment Supphier
Marhetable Bonds
Non-Marketable Bonds
Bankers Acceptances
Financial deriv atives
Other Securifies
Entities sub-total

597 207

3623

542574

3425

496 477

767

496 477

394

496 477

g4

496 477 514234 651791

3841 3841 3425

769 097

3425

600 B30

545359

497 244

500 418

500 418

500 418 510175 655 216

Tnsa

Total Borrowing

600 830

545939

497 244

500 418

500 418

500 416 518175 655 216
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2.6.5 Capital Transfers and Grant Receipts

Table 52: MBRR Table SA 18 - Capital transfers and grant receipts

Description

Ref

2113

134

2014015

Curent Year 2015/16

201617 Medium Term Revenue & Expenditure

Framework
Athousand Auditest Audited Audited Qriginal Adjusted Full Year | Budget Year | Budget Year | Budget Year
QOutcome Quicome | Cutcome Budget Budget Forecast 01617 H201718 | +2 201819
Capital Transfers and Grants

National Government: 524M 19676 4712 742 884 102762 702762 741 %8 842 151 969510
Usban Setiement Development Grant 499474 569 797 635025 673 784 6593542 659542 656 054 10576 708 935
Infaskuchure Sidks Development Granl - 100 100 100 100 100 160 100 100
Enevgy Eficiency and Demand Management 10000 451 - 13000 13000 13000 - 5000 3000
Publc Transport Nedwark Grant 3000 20000 - - - - 35289 0167 166 383
Neighbiouihood Devsiopment Pariership - - 5000 20000 - - 19346 4978 495%
Iniegrated Nabonal Elecicaton Frogramme 30000 25000 20587 30000 30000 30000 25000 30000 30 000
France Management - 200 = = 120 120 100 100 100
Inkegrated Cy Development Grant - - - - - - 6080 10829 11457
Oher caplal ranslersigrans jinsest dese)

Provincial Govemment: 20 880 29025 - 107 469 86850 36850 106 300 50635 -
Hurren Sedement Developmant Grant 20680 28025 - 44400 69800 69800 106 300 50635 -
Hurean Setfement Development Grand - MPCC - - - 13069 - - - - -
Dept Sport, Recreaton, Arls and Cuhure (DSRAC) - - - - 8014 B0 - - -
Deptof Local Governmentand Tradfonai Afairs - - - - 9036 903% - - -
Deptol Economic Development, Ervironmental ARairs and
Tourksm (DEDEAT) - - - - - - - - -

District Municipality: - - - - - - - - -

[ Hoath Subsity - Envionmental Healh

Other grant providers: amn Mo - - 459 459 - - -
Publc Funding m 0 - - - - - - -
European Commssion - - - - - - - - -
BCMET Funding - - -
Lieden 450 459 - = =

Total Capital Transfers and Grants 5 56360 49 041 564712 850 353 o0 190074 548 269 892 786 963 510
TOTAL RECEIPTS OF TRANSFERS & GRANTS 1231087 1464509 1412005 2099564 1868 165 1868 165 2162528 2340167 2672 562
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2.6.6.1 Cash Backed Reserves/Accumulated Surpius Reconciliation

The table below indicates the cash and investments available after some provisions
which increases from R2.2 billion in the 2016/17 financial year to R2.5 billion in the
2018/19 financial year. With the introduction of GRAP the institution was required to
account for all assets, including those which had been implemented historically by both
pre and post 1994 Governments. This resulted in a significant increase in the
accumulated surplus associated with the take on of assets. Furthermore, the institution
has implemented the revaluation model for accounting for roads and storm water as
well as municipal properties which has contributed further to additional surpluses. In
analysing the accumulated depreciation associated with the identified infrastructure
assets and comparing that to the net asset position of the institution it has been
determined that there is currently a funding deficit of R10 billion required for the future
replacement of infrastructure assets.

Table 54: MBRR Table A8 — Cash Backed Reserves/Accumulated Surplus Reconciliation

. 21617 Wedium Term Revenue &
Description 1 | W4 | 2415 Current Year 2015/16 ,
Expenditure Framework
R thousand Audited | Audited | Audited | Original | Adjusted | Full Year | Preaudit |BudgetYear | Budget Year Budget Year
Ouicome | Outcome | Oukcome | Budgel | Budgel | Forecast | oukcome | 200617 | +1201718 | +22018118
Cash and investments availzble
Cashicash equivalens &t te year end 183315 2164433 | 2200541 2334M| 2300443 2300443 230443 2400873 2640586 2861310
Oher cument invesimenls > 30 days ¢ 0 0 G| W00} 0000|800 - - -
Non currend asseks - Invesimens 892 - - = = = - - - -
Cash and Investments available; TRENT| 214400 | 22030 24d| 20604R| 24043 2M04I| 2MBT3| 2649506 2861310
Appication of cash and investments
Unsper condtonal Tansers 6059 | 213718 06T5( 112800 112000 112800 112800 124080 136488 150137
Unspent borrowing - - - - - - - - -
Stahuiory requirements
Other waorking capitel requirements {67 2% (240  We| (T4 TN (Mo (1 706]| (12%1) (128817
Other provisions 100396 134142 176668 ( 251610  BIGIR]  BIGI0|  BI6N  ZWEHO M40 400
Long &rm invesimen’s commited - - - - - - - - - -
Reserves b be backed by cashinvesinents
Total Applicalion ofcash and investments: | 611319| 40786 | 52022 322589 68| o%3| Z020| Z6id| NG| 580
Surplusfshortall TO2088| 1TOGAT| 1M4T615| 2060845 21| 21047 222153 22126%) 25| 2555500
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2.6.6.2 Funding compliance measurement

From a cash flow perspective (cash outflow versus cash inflow) the budget is fully

funded and is therefore credible. The challenge for the City will be to ensure that the

underlying planning and cash flow assumptions are meticulously managed, especially

the performance against the collection rate.

Table 55: MBRR Table SA10 — Funding compliance measurement

2016017 Hedium Torm Revenye &
- NN | WYY | WS Current Year 2014/% S ——
Description [l

schon | | odied | Audfed | Audded | Original | Adjused | FullYear | Preud |Budgel Yea|Budget Year|Budget Ve

Outcome | Outcome | Ouicome | Budgel | Budgel | Forecast | owlcome | 06T [ #1018 | +2 201819

Funding messures

Cashigash eavelents at e year end - RON) Wt (1] 184335] 2164433 ( 2200541 23ILM[ 23043| 23043) 2304D| 2480 [ 2649580 2686130
Cash + nvestments ol e yrendless aicatons -R000 { 1§10 | 2| 1220081 7067 1S4TO0| 2060845( 213414 213474 22013( 221268 2315087 25350
Cashyear endmontly employsfsuppier paymens 18 | 3 15 K 78 76 15 15 15 1] 13 1
St/ [ec) exchcing devecialon odsels: RO ) (4] 40000 GMIR| WB| ESIA) ST WIUS| GIA5| MOMT| M| ORE
Servie charge rev % change- macro GPUX et enchsive WAt JB)[ 5| NA | 68% | &% | 8% | (7% | A | B0 [ 2% | 18 | 14%
Cash receps % of Reenayer & Ot revenus W@ 6] W7 | B8 [ 8% | W% | B | 8% [ 8% | ok | ok | uek
Oettimpament expense as a %ol il blcbie revenwe (112 7| 4% | B4R | NI | 68% ( 6% [ 6% | &% | TS | T8 | 1%
Capi payments % ol capie expendiee ik i0E 8 @5 | M [ W0% [ 100% | 000 | 0% | f00%% [ 100 | 100% | 100%
Borowing receipts % ofcal expendim excl bansers) [ S8tk [ 9L (B6% | OO | OOk & 0% [ 00% | 00k | OF i 0% | 2% | A%
Grans % of G, lgsltedigazeted aloeafons 1Bt |1 00 [ Wk | 006k
Curt consumer debirs % change - ncrdecr] Bt (1] NA [ 280 [ Al ] IFE | 0% | 0% | 12% | Afk | 8% | 4%
Lorsg s secenvables % change - per{der Wfa (2] NA | @2 | @0 | 6% [ 0% | 00 | 00 | 0% | 0%k [ 1005
ABH % ofPrapety Plant & Eepmend W3] 266 | &% [ 2% | 3% | 3% | 3% | 3% | Mk 3B | %
Aasekrenewl % of captz buiged (4] B2 | N | M0 | B4 | B [ 6% | OF | &% | S0% | 6%
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2.6.6.3 Cash/cash equivalent position

BCMM is also projecting a favourable cash position, which currently projected to be
R2.38 billion at 30 June 2016 and is projected to be R2.5 billion at 30 June 2017 (2018:
R2.65 billion and 2019: R2.9 billion).

2.6.6.4 CostCoverage
The projected cost coverage, including conditional grants is projected toc be 7.4 months
at 30 June 2016 and is projected to remain around 7 months over the MTREF period.

BCMM maintains a cost coverage of at least 3 months.

2.6.6.5 Surplus/deficit

The City has adopted the approach to cash back its depreciation on a year-to-year
basis in order to renew and/or refurbish its existing infrastructure assets. The projected
surplus for the 2016/17 financial year is R1.1 million (2017/18: R1.7 million and 2018/19
R2.8 million).

2.6.6.6 Property Rates/service charge revenue as a percentage increase less
macro inflation target

In order for the trading services to breakeven and/or generate a surplus the revenue

income percentage increase is set slightly above inflation. This trend will have to be

carefully monitored and managed with the implementation of the budget.

2.6.6.7 Cash receipts as a percentage of ratepayer and other revenue

The rate of revenue collection is currently at 90% of annual billings and arrear debt.
Stricter control measures of the Credit Control Policy are being enforced, the collection
of arrear debt will be utilised as a source of additional cash in-flow for funding future
capital infrastructure projects. It is projected that the average collection rate at 30 June
2016 will be 92.5%.
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2.6.6.8 Debt impairment expense as a percentage of billable revenue

An amount of R304 million contribution towards bad debts has been provided for in the
2016/17 financial year of the MTREF and is based on an average collection ratio of
92.5%.

2.6.6.9 Repairs and maintenance expenditure level

The City is having a consistent trend of spending above 90% of its repairs and
maintenance budget. The allocation of repairs and maintenance is 7% of operating
expenditure budget in the MTREF. Substantial own funding has been allocated to renew

existing assets. Budget details are contained in SA34C.
2.6.6.10 Asset renewal/rehabilitation expenditure level

Details of the City’'s strategy pertaining to asset management and repairs and

maintenance is contained in SA34B.
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2.10 ANNUAL BUDGET AND SDBIP’S - INTERNAL DEPARTMENTS

In terms of Section 53(1)(c)(ii) the Mayor of a Municipality must take all reasonable
steps to ensure that the municipality’s Service Delivery and Budget Implementation Plan
is approved by the Mayor within 28 days after the approval of the budget.

Once the budget has been approved by Council on 31 May 2016, the Service Delivery
Budget and Implementation Plan will be submitted to the Mayor for consideration and
approval by Council.

2.11 ANNUAL BUDGET AND SDBIPS — MUNICIPAL ENTITIES AND OTHER
EXTERNAL MECHANISMS

The Buffalo City Metropolitan Municipality entity being Buffalo City Metro Development
Agency (BCMDA) is currently being resuscitated after it was not operational for some
time. The Board of Directors have been appointed and core staff has alsoc been
appointed. The entity’'s (BCMDA) budget summary table (D1) for the MTREF period as
presented below reflects that, the entity has budgeted a balanced budget for the
MTREF period. Its revenue and expenditure is projected to be R18.4 million in 2016/17,
R22 million in 2017/18 and R24.5 million in the 2018/19 financial year. Its cash and
cash equivalent is projected to be R2 million as at 30 June 2017, increasing R2.1 million
at 30 June 2018 and further increase to R2.2 million at 30 June 2019. The financial
position of the entity reflect that it Community Wealth is R1.4m in the 2016/17 financial
year, it decreases to R1.1 million in the 2017/18 financial year and further decrease to
R0.9 million in the 2018/19 financial year. The entity does not have capital budget as yet
as it is still at formation stage. The other relevant D budget table are presented below as
required by the MBRR.
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Table 64: MBRR Table D1 — Budget Summary — (BCMDA)

Medium Term Revenue and

Description 201213 201314 201415 Current Year 2015/16 R
Expenditure Framework
A thousands Audited | Audited | Audited | Original | Adjusted | Full Year |Budget Year|Budget Year|Budget Year
Outcome | Ouicome | Outcome | Budget Budget | Forecast | 200617 | +1 2017118 | +2 201819
Finencial Performance
Properly raes - - - - - - - - -
Service charges - - - - - - - - -
Inv esiment revenue 40 45 56 65 65 65 €9 73 i
Transfers recognised - operational M 907 1647 7585 7585 7585 18116 18 402 20799
Other own revenue 3 - - - - - 200 2478 3668
Total Revenue {excluding capital transfers and 454 953 17100 7650 74650 7650 18 385 21953 24544
contributions)
Employee cosk - - - 2547 2547 1585 12 225 15 807 18 206
Remuneraion of Board Members - 174 665 900 900 800 566 600 636
Depreciation & assel impaiment 4 - - - - - - - -
Finance charges - 2 4 5 5 § 8 8 8
Materials and butk purchases - - - - - - = - -
Translers and grants - - - - - - - - -
Other ex penditure 31 349 1015 2803 2803 2 862 5 586 5539 5895
Tolal Expenditure 365 524 1684 6255 6255 5362 18 385 21953 24544
Surplus/{Deficif) 8 42 19 1395 1385 2288 - - -
Transkers recognised - capital - - - - - - - - -
Conlributions recognised - capital & conlibuted assels = = S = o s o o s
Surplus/[Deficit) atter capita) iranslers & 8 42 19 1395 1335 2288 - - -
contributions
Taxation 25 12 18 ki) | 39 41 - - -
Surplus/ {Deficil) for the year &4 308 2 1004 1004 1647 o o s
Capital expenditure & funds sources
Capital expenditure - - - - - - - - -
Transfers recognised - capital - - - - - - - - -
Public contribufions & donatons - - - - - - - - -
Borrowing - - - - - - - - -
nemally generated hunds - - - - - - - - -
Total sources of capital funds - - - - - - - - -
Financial position
Total current assefs 1626 1 889 17 1m 171 1 2040 2152 2210
Totai non current assets 4 0 ¢ 0 0 ¢ 688 35 40
Total current fabilites 1023 612 466 100 100 100 1287 1359 1434
Total non current liabilities 103 100 100 - - - - - -
Community wealh/Equity 504 IR Fi 1205 16N 1601 1671 1441 1108 876
Cash flows
Net cash from (used) aperating 330 70 50 - - - 269 112 118
Net cash from {used) investing 3 - - - - - - - -
Net cash from (used) inancing - - - - - - - - -
Cash/cash equivalents at the year end 1623 1693 1744 1744 1744 1744 2m 2125 2243
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Table 65: MBRR Table D2 — Budgeted Financial Performance (revenue and expenditure) —

(BCMDA)

Description

R thousands

Ret

a02h3

01314

20415

Current Year 2015/16

Medium Term Revenue and
Expenditure Framework

Revenue h! Source
Property raies

Property raies - penalties & cofleciion charges
Service charges - elechicity revenue
Service charges - waler revenug
Service charges - sanilaton revenue
Seivice charges - refuse revenue
Service charges - olher

Rental of facilites and equipment
higrest eamed - extemal investments
Interest eamed - outstanding deblors
Dividends received

Fines

Licences and permits

Agency semvices

Transfers recognised - operaonal
Other revenue

Gains on disposal of PPE

Audited
Qutcome

40

m

Audited
Quicome

45

907

Audited
Qutcome

56

1647

Original
Budget

65

7585

Adjusted
Budgel

65

7585

Full Year
Forecas!

65

7585

Budget Year‘Budget Year‘ﬂudgel Year
200617 | +1 2017018 § +2 201819

2] n T

200
18 116 19402

2478

20799
3 668

Tolal Revenue (excluding capital transfers and
contributions)

454

953

1703

7850

7650

7650

18 38 21853 054

Expenditure By Type
Employee relaled costs

Remuneration of Directors

Debt impaiment

Depreciation & asset impaiment
Firance charges

Butk purchases

Cther makerials

Contracted services

Transfers and grants

Cther expenditure

Loss on disposal of PPE

361

174

346

665

1015

2547

2803

2547
900

2803

1595
900

59

2803

12225 15807 18 206
566 600 636

393 393 393

5192 5 145 5302

Total Expenditure

524

1684

6255

6255

5 362

18 385 2] 953 2454

Surplus/(Deficit)
Transfers recognised - capital
Contribuions recognised - capial
Contributed assels
contributions
Taxation

429

19

1395

13%

2288

89
25

429
124

19
18

1395
391

1395
M

2288
641

Surplus/ {Deficit) for the year

1004

1004

1647
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Table 66: MBRR Table D4 — Budgeted Financial Position — (BCMDA)

Description

R thousands

ASSETS
Current assels
Cash
Call invesiment deposits
Consumer debtors
Ciher deblors
Current portion of long-term recew ables
Inv entory

Ret

2012113

201314

201415

Current Year 2015/16

Medium Term Revenue and
Expenditure Framework

Audited
Ouicome

453
1170

Audited
Outcome

480
1213

Audited
Qutcome

480
1264

27

Original
Budget

444
1300

27

Adjusted
Budget

1.300

27

Full Year
Forecast

1300

a7

Budget Year
201617

644
1369

27

Budget Year
+ 201718

682
1442

27

Budget Year
+2 2018119

723
1519

Total current assets

162

1869

1m™

1m

1M

1

2040

2182

2210

Non current assets
Lang-tem receivables
Inv estments
v estment property
Inv estment in Associate
Property, plant and equipment
Agricuttural
Biological
Intangible
Other non-current assels

220

469

100

215

40

Total non current assels

688

1

TOTAL ASSETS

1630

1889

1m

1m

1m

1m

2728

2467

2310

LIABILITIES

Current liabilities
Bank overdraft
Borrow ing
Consumer deposits
Trade and other pay ables
Pravisions

1023

612

466

100

100

100
1187

100
1259

134

Total current liabilities

1023

612

466

100

100

1287

1359

144

Non current liabilities
Borrowing
Provisions

100

Total non current liabilities

103

100

100

TOTAL LIABILITIES

1%

T2

566

100

100

100

1287

1359

1434

NET ASSETS

117

1205

16N

161

161

1441

1108

876

COMMUNITY WEALTH/EQUITY
Accumulated Surplus/{Deficil)
Aeserves
Share capital

54

iR I

1205

161

167

1671

1441

1108

876

TOTAL COMMUNITY WEALTH/EQUITY

504

17

1205

161

161

1671

144

1108

876

Page | 188




Table 67: MBRR Table D4 — Budgeted Cash Flow — (BCMDA)

Description

A thousands

CASH FLOW FROM OPERATING ACTIVITIES
Receipts
Property rales, penalties & collecfion charges
Service charges
Chher revenug
Govemment - operafing
Govemment - capital
Interest
Dividends
Payments
Suppliers and employees
Finance charges
Dividends paid
Transters and Grants

Ref

1213

0134

201415

Current Year 2015/16

Medium Term Revenue and
Expendlture Framework

Audited
Qutcome

{179)
0

Audited
Qutcome

818

45

(812)
{2

Audited
Qutcome

1 851

56

{1 853)
(4

Original
Budget

7585

£5

(7 645}

Adjusted
Budget

7585

Full Year
Forecast

7585

65

(7 645
15

|Budget Year
01617

18116
200
69

(18 108)
)

Budget Year
+ 2017118

2478
19402

7

(21 833)
)]

Budget Year
12 201819

3 668
2079

(24 418)
{8

NET CASH FROM/{USED) OPERATING ACTIVITIES

269

12

18

CASH FLOWS FROM INVESTING ACTIVIIES
Receipts
Proceeds on disposal of PPE
Decrease {lncrease) in non-cument debors
Decrease {increase) oher non-Current receiv ables
Decrease (increase) in non-cument iv estments
Payments
Capial assets

NET CASH FROMAUSED) INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Reteipts

Short term foans

Borrowing long term/refinancing

hhctease (decrease) in consumer deposils
Payments

Repayment of bomowing

NET CASH FROMI{USED) FINANCING ACTIVITIES

NET INCREASE/ (DECREASE} IN CASH HELD

k]

10

26

1

118

Cash/cash equivalents at the year begin;
Cash/cash equivalents at te year end:

EL TR A1

129
1623

1623
169

1693
174

14
114

174
174

1744
174

174
201

2013
2125

2125
24
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Table 68: MBRR Table SD2 - Financial and Non-Financial Indicators (BCMDA)

Medium Term Aevenue and

Description of indicator Basis of calculation Ref | AW 200 Current Yegr 2115 Expenditure Framewark
Audited | Audited | Audiled | Original | Adjusted | Full Year |Budget Year|Budget Yaar|Budget Year
Outcome | Outcome | Outcome | Budget Budget | Forecast | 2016117 | +12017M6 | +2 201819
Borrowing Management
Bomowing 1o Asset Ratio Total Long-ierm Bonow ing’ Total Assets 0% 0.0% 0,0% 00% 0.0% 0.0% 0% 00% 0.0%
Capiial Charges o Operating Finance charges & Depreciation / i3 % 0% % 0% 0% % 0% &
Ex penditure (Operabng Expendiure
Borroweed funding of capital expenditure | Bomow ing'Capital expendiurs excl 0% 0,0% 8,0% 0.0% 0.0% 0.0% 0,0% 00% 0.0%
transfers and grants and conlributions
Safety of Capital
Debt o Equiy Loans, Accounts Payable, Overdral & 200.9% 8.0% % 0.0% 0.0% 0.0% 82.4% 136% 152.4%
Tax Provision / Funds & Reserves
Geanng Long Term Bomowing / Funds & % 0% 0% % 0% 0% 0% 0% 0%
Reserves
Liquidiy
Cunent Ratio Currenl assets | cument iabiftes 159 30 280 7.1 i 1mh 158 158 1,5
Cunent Ratio adjusted for deblors Cumrent assets/cumen kabiktes less 158 109 380 17.1 1.1 in 158 1,58 1,58
deblors > 90 days
Liquickty Rakio Monetary Assets | Cument Liabilties 1,58 n in 1744 174 1744 1,5 1,56 1,%
Revenue Management
Annual Debtors Collection Rate Last 12 Mhs Recerpts | Last 12 Mihs 0% 0% 0% 0% 0% 0% 0% %
{Payment Level %) Bilfing
Qutstanding Debors 1o Reveme Tolal Cutstanding Debiors ko Annual % 21% 2% 0% L1573 0% 0% 0% 0%
Revenug
Longstanding Debiors Reduction Due  {Debtors » 12 Mihs Recovered / Total
To Recovery Debiors > 12 Morhs Okl
|Creditors Management
Crediors Sy stem Eficiency % of Credf