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FOREWORD

OMAF - 22 FEBRUARY 2017
PRESENTATION BY ALDERMAN DUDLEY COETZEE, FINANCE PORTFOLIO
CHAIRMAN/ DEPUTY MAYOR: OVERSTRAND MUNICPALITY

Good evening Ladies and Gentleman,

Last week in the Village News there was an article that stated that Overstrand had
not implemented water restrictions despite the lower than average rainfall to date
this year. This is largely due to the forward planning of our Infrastructure and
Planning Director Steven Muller, who some ten years ago convinced Council to
invest in Groundwater expropriation. This resulted in an additional nine boreholes
being drilled in the greater Hermanus area and the Water Treatment Works at
Preekstoel being expanded to include a Biological treatment plant to remove Iron
and Manganese form the ground water. The Municipality also started replacing
ageing and leaking water reticulation mains.

These developments required large amounts of Capital resulting in us drawing on
our Cash Reserves, however we are reaping the benefits of these investments today.

Three years ago we started to consolidate our financial position by reducing
expenditure and increasing revenue slightly. This has resulted in improved liquidity
levels. The unencumbered cash and cash equivalents as at 30 June 2016 was
R174,78m which gave us a coverage ratio of 1.15 and left a surplus of R18.46m after
providing for our statutory liquidity requirements.

Our gearing also improved from 56% to 49% and while this is higher than the 45%
recommended by National Treasury it is moving in the right direction.

We will start to benefit from the improved income and curtailment of expenditure,
and thus real cash generated by operations during the 2017/2018 financial year.
Capital funds from our surplus will increase from R2.4m in the current year to
R10,2m next year.




Year on year inflation recorded at the end of December 2016 was 6,8%. It is
projected that inflation this year will decline from the current 6,6% to 5,9% by year
end. It is against this background that we prepared the 2017/2018 Draft Budget.

We have taken further steps in this Draft Budget to address the challenge of
Providing infrastructure and a high level of service delivery that is only fully used
during short holiday seasons.

This Draft Budget for the third consecutive year makes provision for a zero increase
on all expense items that the Municipality has control over.

Salary increases approved for Municipal employees and included in this Draft
Budget amount to 9.72% This is made up of a 6%+1% annual salary adjustment
approved by the Bargaining Council plus an average notch adjustment of 2,7%.

To date we have received no indication from ESKOM of the increase in Electricity
costs and have consequently increased electricity tariffs by an average of 8% in this
Draft Budget.

With the approval of the current budget, we started to increase the basic charge for
electricity so as to shift the cost of providing the service out of the consumption
tariff to the basic charge.

This Draft Budget again increases the basic charge for electricity by 17,5% and
offsets this by increasing the first 350 units by 1%, resulting in an average increase
of 7.34% for the first 350 units of electricity consumed.

On the positive side, the hospitality industry again reported having experienced a
very good December/ January season with occupancy at capacity from 15 December
to 5 January. Restaurants still remain fully booked on most nights as overseas
tourists still enjoy a relatively cheap holiday in South Africa because of the exchange
rate of the Rand.

With the CPI projected to decline from 6,6% to 5,9% during 2017 the directive from

the politicians to the administration has been to limit increases in those services
that we can control to 6% in the 2017/2018 Draft Budget. In order to ensure that



we continue to build up our reserves Property Rates are again increased by 7,2%
across the board in this Draft Budget.

The rebate on property rates offered to persons over the age of 60 remains
unchanged. During 2015 we reduced the parking tariffs in the Hermanus CBD and
these again remain unchanged for the 2017/2018 financial year.

Calculating the sewerage charge for water borne sewerage on 70% of potable water
consumed with a cap of 35 kl remains the manner in which water borne sewerage
charges are to be levied.

The tariffs for Refuse removal, Sewerage, and Water all increase by 6% in this Draft
Budget.

The exception here is the tariff for 0 — 6kf of water which increases by 11,5%. This is
in line with a National Treasury directive that the level and structure of water tariffs
are to be fully cost reflective. At present the cost of providing water is around R21
per k&.

The basic charge for Refuse Services levied on undeveloped properties will be
reduced by 11,9% or R16.71 per month. The cost of hiring the banqueting hall is
reduced by 17.5% or R82 per hour.

Sundry tariffs for items such as building plan fees, photocopy fees and rental of
community halls have been increased by 6%.

Alderman Dudley Coetzee

Deputy Mayor: Overstrand Municpality
22 February 2017



Part 1 — Annual Budget

1.1 Mayor’s Report

The Executive Mayor delivers his Budget speech with the tabling of the final budget for approval. A
copy of the speech will be included thereafter.

The new generation 5 year IDP and draft SDBIP will also be tabled during the Council meeting.

1.2 Council Resolution

The following is the resolution that will be considered for the approval and adoption of the annual
budget for 2017/2018:

RECOMMENDATION TO THE COUNCIL:
1. that in terms of section 24 of the Municipal Finance Management Act, (Act 56 of 2003) the

annual budget of the Overstrand Municipality for the 2017/18 to 2019/20 MTREF (Medium
Term Revenue and Expenditure Framework) period be approved as set out in the following

schedules:

Schedule 1: Budgeted financial performance (revenue & expenditure by municipal
vote)

Schedule 2: Budgeted financial performance (revenue by source & expenditure by
type)

Schedule 3: Budgeted single & multi-year capital appropriations by functional
classification (vote) and associated funding by source

Schedule 4: Budgeted financial position

Schedule 5: Budgeted cash flow

Schedule 6: Cash backed reserves and accumulated surplus reconciliation

Schedule 7: Asset management

Schedule 8: Basic service delivery measurement

2. that in terms of section 75A of the Local Government: Municipal Systems Act (Act 32 of
2000) the property rates reflected in Annexure A, be imposed for the budget year 2017/18;

3. that in terms of section 75A of the Local Government: Municipal Systems Act (Act 32 of
2000) tariffs and charges reflected in Annexure A, be approved for the budget year
2017/18;

4. that the Municipal Manager be authorised to sign all necessary agreements and documents
to give effect to the 3™ draw down of the three year borrowing programme for external loans
amounting to R30 million per year;

5. that the following schedules be noted:

Schedule 9: Budgeted financial performance (revenue & expenditure by functional
classification)
Schedule 10: Budgeted capital appropriations by municipal vote

6. that cognisance be taken of the letters of comment received from the community and the
LG MTEC 3 Assessment Report by Provincial Treasury and the Provincial Department of
Local Government, included in Annexure J & K respectively of the budget report; and



7. that cognisance be taken of the 2017/2018 Budget Report.

1.3 Executive Summary

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

The Municipality’s business and service delivery priorities were reviewed as part of this year’'s
planning and budget process. Where appropriate, funds were transferred from low- to high-priority
programmes so as to maintain sound financial stewardship. A critical review was also undertaken
of expenditure on cost containment measures, non-core and ‘nice to have’ items.

The Municipality has undertaken various customer care initiatives to ensure the municipality truly
involves all citizens in the process of ensuring a people lead government. Encouragement of
structured community participation in the matters of the municipality is a strategic objective.

The publishing of the regulation on the Standard chart of Accounts (mMSCOA) on 22 April 2014 has
a profound effect on the business of local government. This reform is not limited to a financial
reform, but a business reform as a whole. It is the largest reform since the promulgation of the
Municipal Finance Management Act in 2003. The mSCOA regulations take effect on 1 July 2017
and therefore this budget has been compiled to adhere to the regulations

The following are extracts from the preamble to the regulations:

“Section 216 of the Constitution of the Republic of South Africa, 1996, provides that national
legislation must prescribe measures to ensure transparency and expenditure control in each
sphere of government by introducing generally recognised accounting practice, uniform
expenditure classifications and uniform treasury norms and standards.” “These Regulations
propose segments and a classification framework for the standard chart of accounts to be applied
in local government in similar form to that implemented for national and provincial government
departments. In order to enable the National Treasury to provide consolidated local government
information for incorporation in national accounts, national policy and other purposes, it must
obtain financial information from individual municipalities.”

The regulations contain amongst others, segment and classification framework for mSCOA,
minimum business process and system requirements and responsibilities of municipal councils and
accounting officers.

The segments classification consists of the following:

Funding segment — This segment relates to the various sources of funding available to
municipalities and municipal entities for financing expenditure relating to the operation of the
municipality and provides for both capital and operational spending.

Function segment - This segment provides for the classification of the transaction according to the
function or service delivery objective and provides for the standardisation of functions and sub-
functions across local government.

Municipal Functional classification Segment - This segment provides for the organisational
structure and functionality of an individual municipality, which is not prescribed.

Project Segment - This segment provides for the classification of capital and operating projects on
the basis of whether it relates to a specific project and if so, the type of project.



Regional Indicator Segment - This segment identifies and assighs government expenditure to the
lowest relevant geographical region within which the intended beneficiaries of the service or capital
investment are located.

Item Segment - This segment provides for the classification of item detail in the presentation of the
financial position, performance and cash flow according to the nature of the transaction either as
revenue, expenditure, asset, liability or net asset.

Costing Segment - This segment provides for a classification structure for secondary cost elements
with reference to departmental charges, internal biling etc. and acts as a cost collector in
determining inter alia total cost of services.

Overstrand municipality was identified as one of the official national pilot sites to early implement
MSCOA and to pilot the Bytes SAMRAS system. This was first implemented for the 2015/2016
financial year and has been continued in 2016/17. A report regarding the status of implementation
of mSCOA can be found in Annexure | of the budget documentation.

National Treasury issued MFMA Budget Circulars No. 85 & 86 for guidance for the compilation of
the 2017/18 MTREF. A revised A Schedule — mSCOA Version 6.1. 2.8 (Municipal annual budgets
and MTREF & supporting tables) was also issued.

MFMA Circular No. 82 (updated November 2016) relating to direction and guidance regarding Cost
Containment Measures were also issued. These circulars are included in Annexure H to this
report, as well as the status relating to cost containment measures.

The Western Cape Provincial Treasury has issued Circular No. 5 regarding budget related matters
and the proposed LG MTEC Budget & IDP engagements.

The main challenges experienced during the compilation of the 2017/18 MTREF can be
summarised as follows:

. The on-going difficulties in the national and local economy;

. Ever aging water, roads, sewage and electricity infrastructure;

. Sustainable refuse disposal;

. The need to reprioritise projects and expenditure within the existing resource envelope
given the cash flow realities of the municipality;

. The cost of bulk electricity;

. Revenue recovery from cost reflective core municipal services;

. Wage increases for municipal staff that have exceeded headline consumer inflation in the
past, as well as the need to restructure certain components for operational efficiencies;

. Affordability of capital projects and the operational expenditure associated with prior year’s

capital investments needed to be factored into the budget as part of the 2017/18 MTREF
process; and
. Maintaining a positive cash flow.

The following budget principles and guidelines directly informed the compilation of the 2017/18
MTREF:

. The 2016/2017 Adjustments Budget priorities and targets, as well as the base line
allocations contained in the Budget Circulars informed the upper limits for the new
baselines for the 2017/18 annual budget;

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

. Tariffs and property rates increases should aim to be affordable. Increases in property rates
has lagged over a number years;

. Some price increases in the input costs of services are beyond the control of the

municipality, for instance the cost of fuel and chemicals. In addition, tariffs need to remain

3



or move towards being cost reflective, and should take into account the need to address
infrastructure maintenance and backlogs;
. There will be no budget allocated to national and provincial funded projects unless the
necessary grants to the municipality are reflected in the national and provincial budget and
have been gazetted as required by the annual Division of Revenue Act;
. The following cost saving measures were applied:

- Reduction from 2015/2016 MTREF borrowing programme;

- Principle of 0% increase in non-core general expenses unless valid motivations
dictate.
- Cost containment measures referred to in Circular 82 of 30 March 2016 (updated in
November 2016 are responded to in Annexure H (Budget Circulars)

In view of the aforementioned, the following table is a consolidated overview of the proposed
2017/18 Medium-term Revenue and Expenditure Framework:

Table 1 Consolidated Overview of the 2017/18 MTREF

(a) Total Revenue (including capital grants)

R th d Budget Year Budget Year Budget Year Budget Year
ousan 2016/17  2017/18  +12018/19 +2 2019/20

Revenue 1047 342 1045031 1093 281 1189 353 0.2% 46% 8.8%
Expenditure 1084 514 1022 816 1087 532 1152129 -5.7% 6.3% 5.9%
Surplus / (Deficit) (37172) 22 215 5748 37 224
Capital 85 872 115107 94 362 117 953 34.0%  -18.0% 25.0%
(b) Total Revenue (excluding capital grants)

R th d Budget Year Budget Year Budget Year Budget Year

ousan 2016/17  2017/18  +12018/19 +2 2019/20

Revenue 1015605 977 712 1046 919 1119400 3.7% 71%  6.9%
Expenditure 1084 514 1022 816 1087 532 1152129 -5.7% 6.3% 5.9%
Surplus / (Deficit) (68 909) (45104) (40 614) (32729)
Capital 85872 115107 94 362 117 953 34.0% -18.0% 25.0%

Total revenue (including capital grants) to expenditure (Table 1a) indicates a surplus for each of
the years over the 2017/18 MTREF.

Total operating revenue (Table 1b) indicates a reduction in revenue of 3,7 per cent for the 2017/18
financial year when compared to the 2016/2017 Adjustments Budget. For the two outer years,
operational revenue will increase by 7,1 and 6,9 per cent respectively. The seemingly reduction in
revenue is attributed to the change in budget presentation for free basic services (cost and
revenue cost of FBS) whereby National Treasury indicated that all relief and subsidies to indigent
and poor households be reflected as a reduction to revenue and not reflecting any expense in this
regard. The fluctuations of revenue in Table 1(a) are informed mainly by the allocation of the
Housing grant between operating (top structures) and capital (infrastructure) in the respective
financial years.

Total operating expenditure for the 2017/18 financial year has been appropriated at R1,023bn and
translates into a budgeted deficit of R45,1m (excluding capital grants) and a surplus of R22,2m
(including capital grants). When compared to the 2016/2017 Adjustments Budget, operating
expenditure has reduced by 5,7 per cent in the 2017/18 budget and increased by 6,3 and 5,9 per
cent for each of the respective outer years of the MTREF. The decrease for 2017/18 is attributable
to the presentation of expenditure relating to indigent and poor relief and subsidies and the
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allocation of the Housing grant between operating (top structures) and capital (infrastructure) in the
respective financial years.

It should be noted that although the 2017/2018 operational budget and indicative years indicate
budgeted deficits, this does not reflect the actual cash position. This phenomenon will continue for
the foreseeable future. These circumstances arose as the result of the implementation of GRAP,
with special reference to GRAP 17 (Property, Plant and Equipment-PPE). The asset value before
depreciation is in excess of R5,3 billion, which relates to substantially high depreciation charges.
Although accurately reflecting asset value, the cost of a substantial portion of these assets had
been fully redeemed previously, but the useful life of assets were extended as well as ever
increasing assets funded by grants. The replacement thereof can thus not be recouped via current
tariffs as this would lead to taxation in advance of need and no reserves may be established for
these purposes. The principle of recovering actual cash costs during each financial period is
adhered to.

The capital budget of R115,1m for 2017/18 is 34 per cent more when compared to the 2016/2017
Adjustments Budget. The increase is mainly due to the year-on-year fluctuation and allocation of
the Housing grant between operating (top structures) and capital (infrastructure) in the respective
financial years. Own funding of the capital budget is limited to available resources to fund the
capital budget. The capital programme decreases to R94,3m and increases to R118m in the outer
years, whilst an estimated R100m is required annually to sustain capital infrastructure. The
reduction in own funding (borrowing) is largely due to cost containment measures as a smaller
portion of the capital budget (34%) will be funded from borrowing over the MTREF with anticipated
borrowings of R110m. The balance will be funded from internally generated funds (10%) and
capital grants (56%).

The Municipality had reached its planned outer borrowing limit of 60% of operational revenue in
2012. This was a result of much needed investment in infrastructure during the period from 2009 to
2012, after which the municipality embarked on a strategy to manage this rate down by at least
10% over a ten year period. In January 2014 National Treasury published the first norms and
standards circular in which it recommended an upper limit of 45% to revenue. By the end of June
2018 it is estimated that this rate would be at 46% and at the end of the 2017/18 MTREF borrowing
programme this rate should be around NT upper limit of 45%. As a result there is limited scope to
increase borrowing levels over the medium-term. The repayment of capital and interest (debt
services costs) remains within the NT acceptable norm band. Consequently, the capital budget
remains fairly flat over the medium-term.

1.4 Operating Revenue Framework

For Overstrand to continue delivering and 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 the municipality. The reality is that we
are faced with an increasing population (7" highest growth nationally as per the 2011 census),
development backlogs and increasing poverty levels. The expenditure required to address these
challenges will inevitably always exceed available funding; hence difficult choices have to be made
in relation to tariff increases and balancing expenditures against realistically anticipated revenues.

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

. National Treasury’s guidelines and macroeconomic policy;

. Growth in the Municipality and continued economic development;

. Efficient revenue management, which aims to maintain levels of above 99 per cent annual
collection rates for property rates and other key service charges.;

. Electricity tariff increases for Eskom and the municipality, as approved by NERSA;

. Achievement of cost recovery of specific user charges and especially in relation to services;

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



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

. Increased pressure to deliver and maintain services and recover costs;
. The municipality’s Indigent Policy and rendering of free basic services; and
. Tariff policies of the Municipality.

In line with the formats prescribed by the Municipal Budget and Reporting Regulations, capital
transfers and contributions are excluded from the operating statement, as inclusion of these
revenue sources would distort the calculation of the operating surplus/deficit.

Revenue generated from rates and services forms a significant percentage of the revenue basket
for the Municipality. Rates and services revenues comprise 81% of the total operating revenue mix.
For the 2016/2017 financial year, revenue from rates and services charges totals R796m. This
changes to R790m, R835m and R881m in the respective financial years of the MTREF.

The following table is a summary of the 2017/18 MTREF (classified by main revenue source):

Table 2 Summary of revenue classified by main reve

nue source

2017/18 Medium Term Revenue &
Description 2013/14 2014/15 2015/16 Current Year 2016/17 R
Expenditure Framework
R thousand Audited Audited Audited Original Adjusted Full Year | Budget Year | Budget Year | Budget Year
Outcome Outcome Outcome Budget Budget Forecast 2017/18 +1 2018/19 +2 2019/20
Revenue By Source
Property rates 134 986 152 654 164 554 180 591 189 791 189 791 212 784 228 530 245 442
Service charges - electricity revenue 268 055 287 754 324 599 356 959 351 822 351 822 339 249 354 470 369 998
Service charges - water revenue 95 130 108 318 114 179 111 544 113 744 113 744 114 494 121 086 127 840
Service charges - sanitation revenue 62 875 68 581 72728 72 318 74 318 74 318 67 869 71675 75 484
Service charges - refuse revenue 52 974 56 770 61 689 65510 65 510 65 510 55 388 58 354 61197
Service charges - other (0) 722 722 722 647 686 727
Rental of faciliies and equipment 7 650 9 253 9 950 4728 4728 4728 4933 5220 5523
Interest earned - external investments 6 352 8 144 12 209 10 489 15 489 15 489 13 962 14 809 15 785
Interest earned - outstanding debtors 2118 2279 2735 2756 2756 2756 3203 3395 3 599
Fines, penalties and forfeits 18 053 19 310 24 458 31991 31 991 31991 33 260 35 255 37 371
Licences and permits 1956 1972 2423 2330 2330 2330 2374 2517 2668
Agency services 2395 2790 3211 3220 3220 3220 3419 3616 3831
Transfers and subsidies 67 835 60 473 103 629 126 313 133 025 133 025 98 184 117 866 138 930
Other revenue 15 200 21 060 29 273 23702 24 204 24 204 27 946 29 441 31007
Gains on disposal of PPE 3 956 8 539 1954 1954
Total Revenue (excluding capital transfers 735 580 803 312 934 177 993 175 1 015 605 1015 605 977 712 1 046 919 1119 400
and contributions)
Table 3 Percentage growth in revenue by main reven  ue source
Description 2017/18 Medium Term Revenue & Expenditure Framework
Current Year Budget Year Budget Year Budget Year
R thousand 2016117 201617 +12017/18 +2 2018/19
Revenue By Source
Property rates 194 791 212784 9.24% 228 530 7.40% 245 442 7.40%
Service charges - electricity revenue 351 822 339 249 -3.57% 354 470 4.49% 369 998 4.38%
Service charges - water revenue 113 744 114 494 0.66% 121 086 5.76% 127 840 5.58%
Service charges - sanitation revenue 74 318 67 869 -8.68% 71675 5.61% 75 484 5.31%
Service charges - refuse revenue 65 510 55 388 -15.45% 58 354 5.35% 61 197 4.87%
Service charges - other 722 647 -10.42% 686 6.01% 727 5.99%
Rental of facilities and equipment 4728 4 933 4.34% 5220 5.81% 5523 5.81%
Interest earned - external investments 15 489 13 962 -9.86% 14 809 6.07% 15785 6.59%
Interest earned - outstanding debtors 2756 3203 16.21% 3395 6.00% 3 599 6.00%
Fines 31991 33 260 3.97% 35 255 6.00% 37 371 6.00%
Licences and permits 2330 2374 1.87% 2517 6.01% 2668 6.00%
Agency services 3220 3419 6.16% 3616 5.76% 3 831 5.97%
Transfers recognised - operational 133 025 98 184 -26.19% 117 866 20.05% 138 930 17.87%
Other revenue 24 204 27 946 15.46% 29 441 5.35% 31 007 5.32%
Gains on disposal of PPE 1954
Total Revenue (excluding capital transfers
and contributions) 1 015 605 977 712 -3.73% 1046 919 7.08% 1119 400 6.92%




The above table, relating to percentage increases for the different revenue categories, could reflect
percentage changes that are not consistent with the annual tariff increases. This would be due to
the baseline of the 2016/17 budget, the revised bud get presentation for free basic services
(cost and revenue cost of FBS) and further reclassi  fications of revenue categories relating

to mSCOA. The determination of proposed revenue for 2017/18 has been based on the current
statistics available, limited growth and a conservative approach.

After service charges, property rates are the second largest revenue source. The third largest
source is operational grants from national and provincial government, which has shown growth
over the MTREF, followed by fines and ‘other revenue’ which consists of various items such as
income received from permits and licenses, building plan fees, connection fees, advertisement
fees etc. Departments delivering these services have been urged to review the tariffs of these
items on an annual basis to ensure they are cost reflective.

Operating grants and transfers total R98,2m in the 2017/18 financial year. This increase to
R117,9m in 2018/19 and to R138,9m in 2019/20 of the MTREF. The fluctuations are mainly due to
housing grant allocations and the splitting thereof between operating and capital budgets. The
housing allocation for the building of top structures for housing development amounts to R40,2m
over the MTREF. Equitable share increases over the MTREF (26%) in terms of the equitable share
formula after the release of the 2011 census figures, as a result of the population growth in the
Overstrand area.

The following table gives a breakdown of the various operating grants and subsidies allocated to
the municipality over the medium term:

Table 4 Operating Transfers and Grant Receipts

2017/18 Medium Term Revenue &
Expenditure Framework

Budget Budget Budget

Audited | Audited | Audited | Original | Adjusted | Full Year | — . 9° udge udge

R th d Y Year +1 Year +2
ousan Outcome | Outcome | Outcome | Budget Budget | Forecast ear ear ear
2017/18 2018/19 2019/20

Description 2013/14 2014/15 2015/16 Current Year 2016/17

RECEIPTS:

Operating Transfers and Grants

National Government: 45 033 56 511 67 709 76 347 76 597 76 597 88 073 97 715 107 536
Local Government Equitable Share 41949 52 021 64 598 72 950 72 950 72 950 84 223 96 165 105 986
Finance Management 1300 1450 1450 1475 1475 1475 1550 1550 1550
Municipal Systems Improvement 540
EPWP Incentive 1244 1768 1661 1922 1922 1922 2300
Disaster recovery grant 1272
Municipal Infrastructure Grant (MIG) 250 250

Provincial Government: 23 332 4481 35118 49 966 55 857 55 857 10 111 20 151 31394
Housing 18 669 632 29 425 43795 49 526 49 526 3372 13 042 23785
Provincial Library Grant 795 3182 5 307 5839 5889 5889 6 306 6 675 7 055
Finanicial Management Support Grant 800 120 120 120
Community Development Worker Grant 49 70 72 75 75 75 54 74 74
Main Rd Sub/Greenest Tow n/Graduate Internsli 3019 597 314 137 247 247 379 360 480

District Municipality: - - - - - - - - -
[insert description]

Other grant providers: 586 165 - - 571 571 - - -
Spaces 4 Sport/Friedrich Naumann Foundatior] 27
Table Mountain Fund/ ACIP/Friedrich Nauman 559 165 571 571
Total Operating Transfers and Grants 68 951 61 158 102 827 126 313 133 025 133 025 98 184 117 866 138 930

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

National Treasury continues to encourage municipalities to keep increases in rates, tariffs and
other charges as low as possible. Inflation is however currently hovering above the inflation target
as the Consumer Price Index (CPI) inflation has breached the upper limit of the 3 to 6 per cent
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target band of the South African Reserve Bank’s inflation targets. Municipalities are required to
justify all increases in excess of the 6,4 per cent projected inflation target. Excessive increases are
fundamentally likely to be counterproductive, resulting in possible higher levels of non-payment.

The increase in property rates has been set at 7,4%. Property rates increases were below inflation
over previous years before 2014/15. In the eight years prior to 2014/2015, the property rates tariff
had only on two occasions exceeded the annual inflation rate. Furthermore, increases in service
charges have been kept below current inflation.

The percentage increases of Eskom bulk tariffs charged to municipalities has been set at 0,31%.
Unit charges are allowed to increase to 1,88% in terms of the NERSA consultation paper released
on 28 February 2017. The upper inclining blocks for the electricity consumption tariffs is equal to
the recommended increases relating to the NERSA approval of Eskom tariffs, while the lowest
inclining block has been set with a reduction in the unit price of electricity, which grants further
relief to all households for consumption up to the first 350kwh electricity per month.

The following table sets out the costing of services.

It should be noted that the revised budget presentation in comparison with the previous year for
services, whereby subsidies for basic services to indigents are reflected as a reduction of
revenues, that portion of the Equitable Share equal to the cost and revenue cost of FBS to
indigents will now be reflected as revenue to the relevant service and thus applicable to also revise
the budget presentation and allocate the portion of the Equitable Share, equal revenue cost of
subsidised services, as revenue to the relevant service. This is to ensure that the tariffs for these
services are not unduly burdened as a result of the revised budget presentation.

Table 5 Costing of services

Original Original
COSTING OF SERVICES Budget Budget
2016/2017 2017/2018

Service : ELECTRICITY
Bulk Purchases 210 763 340 211 416 707
Contracted Services 2471 103 2 615 261
Depreciation and Amortisation 23 402 951 25 681 099
Employee Related Cost 20 695 290 22 002 468
Interest, Dividends and Rent on Land 15 885 606 16 427 075
Inventory Consumed 3694 716 4 094 589
Operational Cost 425 860 593 884
Debt Impairment 230 802
Bad Debts Written Off 172 482
Costing: Owverheads (Dept charges) 46 149 067 48 918 011
TOTAL EXPENDITURE | 323 891 217 | 331 749 094 |
** Ex Rev. Sales Goods Senvices -738 500
** Ex Rev. Senvice Charges -359 503 381 -340 290 297
** Non-Ex Rev -180 200 -25 760 121
** Contra: Cost Free Basic Serv 2 544 000
TOTAL INCOME -357 878 081 | -366 050 418 |
(SURPLUS)/DEFICIT -33 986 864 | -34 301 324 |

9.50% 9.37%




COSTING OF SERVICES

Service : WATER

Contracted Senices

Depreciation and Amortisation
Employee Related Cost

Interest, Dividends and Rent on Land
Inventory Consumed

Operational Cost

Debt Impairment & Bad Debt
Costing: Overheads (Dept charges)

TOTAL EXPENDITURE

** INCOME

** Ex Rev: Sales Goods Senices
** Ex Rev: Senice Charges

** Non-Ex Rev: Fine Penlt Forft
** Non-Ex Rev: Transfers Subsidy
** Contra: Cost Free Basic Serv

TOTAL INCOME

(SURPLUS)/DEFICIT |

Service : WASTE WATER MANAGEMENT
Contracted Senices

Depreciation and Amortisation

Employee Related Cost

Interest, Dividends and Rent on Land

Inventory Consumed

Operational Cost

Debt Impairment & Bad Debt

Costing: Overheads (Dept charges)

TOTAL EXPENDITURE

** Ex Rev. Sales Goods Senvices
** Ex Rev: Senice Charges
** Non-Ex Rev: Transfers Subsidy

TOTAL INCOME

(SURPLUS)/DEFICIT |

Service : WASTE MANAGEMENT
Contracted Senices

Depreciation and Amortisation

Employee Related Cost

Interest, Dividends and Rent on Land
Inventory Consumed

Operational Cost

Debt Impairment & Bad Debt

Costing: Overheads (Dept charges)

TOTAL EXPENDITURE

** Ex Rev:. Sales Goods Senjces
** Ex Rev: Senice Charges
** Non-Ex Rev: Transfers Subsidy

TOTAL INCOME

(SURPLUS)/DEFICIT [

Original Original
Budget Budget
2016/2017 2017/2018
28 920 947 41 317 423
20 046 672 27 593 009
9791 132 10 232 364
18 391 521 18 295 385
2 597 404 2 869 944
3663 412 4 563 507
386 522
17 392 360 14 403 048
101 189 970 | 119 274 680 |
-265 000 -100
-113 181 354 -114 812 383
-79 500
-11 613 917
1 637 170
-111 888 684 | -126 426 400 |
-10 698 714 | -7 151 720 |
9.56% 5.66%
16 662 773 17 532 559
18 033 658 16 023 825
14 351 696 15 374 796
7 943 531 9 142 865
3 729 694 3771 495
984 823 1126 456
232 272
10 133 504 14 526 824
72 071 951 | 77 498 820 |
-212 100
-72 318 000 -68 240 439
-11 047 561
-72 530 100 | -79 288 000 |
-458 149 | -1 789 180 |
0.63% 2.26%
17 614 507 20 516 991
5 452 442 4 029 590
23 857 081 25 224 684
1143 905 990 825
2 732 404 2 516 860
7 540 891 3483 627
163 961
8 972 935 9511 311
67 478 126 | 66 273 888 |
-60 000 -1 087 700
-65 510 200 -54 390 499
-14 811 601
-65 570 200 | -70 289 800 |
1 907 926 | -4 015 912 |
-2.91% 5.71%




It must also be noted that the consumer price index, as measured by CPI, is not an ideal indicator
of the cost increases of goods and services relevant to municipalities. The basket of goods and
services utilised for the calculation of the CPI consist of items such as food, accommodation, petrol
and medical services, whereas the cost drivers of a municipality are informed by items such as the
cost of remuneration, bulk purchases of electricity, chemicals, etc. The current challenge facing the
Municipality is managing the gap between cost drivers and tariffs levied, as any shortfall must be
made up by either operational efficiency gains or service level reductions. Within this framework
the Municipality has undertaken the tariff setting process relating to service charges as follows.

1.41 Property Rates

Property rates revenue should cover the cost of the provision of general community and support

services. Determining the effective property rates tariff is therefore an integral part of the
municipality’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 also prescribe the rate ratio
for the non-residential categories, public service infrastructure and agricultural properties relative to
residential properties.

The following stipulations in the Property Rates Policy are highlighted:

TARIFF TYPE OF
CLASS TAX REBATE OR EXEMPTIONS
CODE PROPERTY
General Tax: | All business, industries, Bed | No exemptions.
Commercial and Breakfast and Guest | Bed and Breakfast as well as Guesthouses can apply before 30 June for
Houses the following rebate on the difference between Bus and Res. rate:
BUS 1 -2 X lettable room:  100%
3 X lettable rooms:  75%
4 X lettable rooms:  50%
5 X lettable rooms:  25%
General Tax: Tourism | Hotels, — Guest  Houses, | 509 rebate on the tax applicable on commercial property in urban areas.
BUSO and regreational Cottages, Caravan parks
resorts outside the )
- and Holiday Resorts, Chalets
municipal urban areas
General Tax: | Single residential properties, The first R15 000.00 of the rateable value of all residential properties is
Residential properties | Group housing, Retirement | €xempted from property tax.
within the municipal | Villages, Flats, Sectional . )
) . A further R35 000.00 of the rateable value is exempted in respect of all
service areas Schemes, small holdings not — ) T ; .
. . residential properties where a residential completion certificate has been
RES used for bona fide farming | . d and
DUTPOSES issued an
an additional rebate of 20% of the levy calculated on such properties, is
granted.
Rebate to qualifying property owners as indicated under “Other Rebate”
General Tax: | Single residential properties, | 50% of the tax applicable on residential property in urban areas.
RESO Residential properties | Group housing, Retirement | Rebate to qualifying property owners as indicated under “Other Rebate”
outside the municipal | Villages, Flats, Sectional
urban area Schemes
General Tax: Farming | Smallholdings used for bona | Agricultural purpose in relation to the use of a property, excludes the use
FARMS | Properties fide farming purposes outside | of a property for the purpose of ecotourism or for the trading in or hunting
municipal service area of game.
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Conservation land

Privately owned properties | Not rateable in terms of section 17(1)(e) of the act.

FARMS whether designated or used
for conservation purposes.
Other Rebates Single residential properties, - Property zoned single residential must be occupied permanently
Group Housing, Retirement by the applicant;
Villages, Flats, Sectional - The applicant must be the registered owner;
Schemes - Only one residential unit allowed on the property
- Applicant may not be the registered owner of more than one
property
» A rebate of 100% to approved applicants, in terms of the Property

PR100 Rates Policy, who'’s gross monthly household income may not exceed
the amount of two times (2X) of state funded social pensions per
month;

PR050 » A rebate of 50% to approved applicants, in terms of the Property
Rates Policy, who are older than 60 with a gross monthly household
income less than four times (4X) of state funded social pensions per

PR040 month;

» A rebate of 40% to approved applicants, in terms of the Property
Rates, who are older than 60 with a gross monthly household income
of more than four times (4X) but less than eight times (8X) of state
funded social pensions per month.

The following table sets out the categories of rateable properties for purposes of levying rates and
the proposed rates for the 2017/18 financial year, to increase from 1 July 207.

Table 6 Comparison of proposed rates to be levied for the 2017/18 financial year

RATES TARIFFS
Tarif Code Deta Exclude VAT e Include VAT Exclude VAT o Include VAT
RATES YEAR OF GENERAL VALUATION: 02 JULY 2015
RATE1*  [Commercial Land with Improvements 0.00771 0.00771 0.00718, 0.00718| 7.4000%
RATEZ_|Residentil Land with Inprovements 0.00509 0.00509 0.00474 0.00474) 7.4000%

* See atfached schedule of Exemptions and Rebates applicable

Applicable tariff for Applicable tariff for Applicable tariff for Applicable tariff for

RATE3  |Municipal Properties: Investment Properties Commercial or Commercial or Commercial or Commercial or

Residential Residential Residential Residential
RATE4  |Municipal Properties: Property, Plant and Equipment 0.00000 0.00000 0.00000 0.00000
RATES Improvement District Surlcha.rge (HPP) on total rates payable on 040000 0.40000 0.40000 0.40000 0.0000%

approved Improvement District

RATES  [Buiding Ciause Equals to tariff for rates | Equals to tariff for rates | Equals to tariff for rates | Equals to tariff for rates

on property on property on property on property
RATE7  |Farm/Agriculture (Bona-fide) 0.001273 0.001273 0.00119 0.00119| 7.4000%
RATE8  |Undeveloped erven 0.00697 0.00697 0.00649 0.00649| 7.4000%
RATE9  |Government Properties: Commercial 0.00771 0.00771 0.00718 0.00718| 7.4000%
RATE10  |Government Properties: Residential 0.00509 0.00509 0.00474 0.00474| 7.4000%

PLEASE NOTE: VAT IS LEVIED AT A RATE OF 0% ON ASSESSMENT RATES
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1.4.2 Sale of Water and Impact of Tariff Increases

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

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

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

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

In addition National Treasury has urged all municipalities to ensure that water tariff structures are
cost reflective by 2014.

Better maintenance of infrastructure and cost-reflective tariffs will ensure that the supply
challenges are managed in future to ensure sustainability.

Tariff increases as from 1 July 2017 are indicated in the list of tariffs in Annexure C. The 6 kf free
water per 30-day period has since 2014 only been granted to registered indigents. The third level
of phasing in the increases in the 0 — 6 k& category as implemented during 2013/14, to recover
minimum cost of the production of water, further postponed in 2014/15, has been implemented.
This is the reason for the higher than 6% collective increase in this category of the tariffs.

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

Table 7 Comparison between current water charges a  nd increases (Domestic)

2017/2018 2016/2017
Tariff Code Detail Exclude Include Exclude Include
VAT VAT VAT VAT

w1 BASIC CHARGE
W1A1 Basic Monthly Charge per erf/unit per { 121.83 138.88 114.93 131.02] 6.00%
wW1B CONSUMPTION - HOUSEHOLDS
Normal Tariff

W1B1 0- 6kl perkl 4.50 5.13 4.04 4.60| 11.50%
W1B2 7-18 Kkl perKkl 10.24 11.67 9.66 11.01| 6.00%
W1B3 |19-30kl perkl 16.61 18.94 15.67 17.86] 6.00%
W1B4 |31-45kl perkl 25.57 29.15 24.13 27.50] 6.00%
W1B5 [46 - 60 kI per ki 33.22 37.87 31.34 35.73| 6.00%
W1B6___ [>60kI per kI 44.30 50.50 41.79 47.64] 6.00%

1.4.3 Sale of Electricity and Impact of Tariff Incr  eases

NERSA announced a revised bulk electricity pricing structure at 2,2 per cent for Eskom on 23
February 2017, to be implemented from 1 April 2017 for Eskom clients. A proposed 0,31 per cent
increase in the Eskom bulk electricity tariffs to municipalities, as per the consultation paper, issued
on 28 February 2017, could become effective from 1 July 2017, with a proposed guideline tariff
increase to municipalities at 1,88 per cent. The tariff increases that have been factored into the
budget are based on the proposed increases in the consultation paper.

On 15 March 2017, Minister Lynne Brown announced that she was postponing the tabling in the
National Assembly of ESKOM's amended 2017/18 pricing structure and schedule of standard
prices for municipalities in terms of Section 42(4) of the MFMA. In terms of Section 42 of the Act,
such a tariff amendment, if tabled on or before 15 March, comes into effect on 1 July, the
beginning of the municipal financial year. If it is tabled in Parliament after that date, it “does not
take effect for the affected municipalities or municipal entities before 1 July the next year, unless
the Minister of Finance grants an extension for the tabling of the tariff increases and determines an
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effective date. An extension until 5 April 2017 for the tabling of the tariff increases was granted by
the Minister of Finance.

Therefore, any subsequent changes that might be announced, will be considered and determined,
for inclusion in the final budget report to be tabled in Council during May 2017, subject to the
finalisation of the Eskom tariff increases.

Considering the increases based on the consultation paper, the overall tariffs will be adjusted
between -0,15% to 1,88%, for units consumption. Before mentioned will provide relief with regard
to the first 350 units purchased each month, as this bracket will decrease by -0,15%. The basic
charge increases by 5% per cent. The basic charge increase for households is to further mitigate
the disparity between fixed and variable costs.

Local Government has been urged in discussions at various forum meetings and workshops to
address the disparity in recovery of costs in relation to basic charges versus unit cost charges with
regard to fixed costs and variable costs respectively. The municipality will be revisiting cost
allocation in terms of before-mentioned on an annual basis in order to ensure parity.

The unit costs for three phase conventional commercial consumption had to be revisited to rectify
this tariff in relation to tariffs for prepaid users in this category.

Registered indigents continue to be granted 50 kWh per 30-day period free of charge.

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

Table 8 Comparison between current electricity cha  rges and increases (Domestic)

2017/2018 2016/2017
Tariff Code Detail Exclude Include Exclude Include
VAT VAT VAT VAT

E1A Two-Part Tariff: Credit meters up to 60 Amp (13.8 kVA BDMD) (Including Resorts)
E1A1  |Basic Monthly charge per meter R 267.52 304.97 254.78 290.45| 5.00%

kWH Unit cost
E1A2 |IBTBLOCK1 0- 350 kWh c 108.58 123.78 108.74 123.97] -0.15%
E1A3  |IBT BLOCK2 351- 600 kWh c 158.17 180.31 155.45 177211 1.75%
E1A4 |IBTBLOCK3 > 600 kWh c 192.81 219.80 189.25 215.74] 1.88%
E1B Two-Part Tariff: Pre-paid up to 60 Amp (13.8 kVA BDMD) (Including Resorts
E1B1  |Basic Monthly charge per meter R 267.52 304.97 254.78 290.45| 5.00%

kWH Unit cost
E1B2 |IBTBLOCK1 0- 350 kWh c 100.30 114.34 100.45 11451 -0.15%
E1B3  |IBT BLOCK 2 351- 600 kWh c 149.04 169.91 146.48 166.99] 1.75%
E1B4 |IBTBLOCK3 > 600 kWh c 185.33 211.28 181.91 207.38] 1.88%

The stepped tariff for electricity as previously proposed by NERSA has continued. Tariffs have
been adjusted between -0,15% to 1,88%, for units consumption across the different brackets of the
sliding scale. The municipality will maintain the current stepped structure for the electricity tariffs.
The reduced tariffs for prepaid meters, compared to conventional meters, will continue as in the
past.

The challenge regarding the previous inadequate electricity bulk capacity in the Hermanus area
and the impact on service delivery and development was alleviated with the commissioning of the
new 66 KVA sub-station.

The proposed capital budget for the Electricity Division will primarily be utilised for certain

committed upgrade projects and to strengthen critical infrastructure. An amount of R1m has been
set aside to purchase some much needed vehicles for the electricity function.
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The taking up of external loans as a strategy for the funding of infrastructure is considered to
spread the burden over the life span of the assets. As part of the 2017/18 medium-term capital
programme, external loan funding has been allocated to electricity infrastructure.

The full proposed tariffs are included in Annexure C.

1.4.4 Sanitation and Impact of Tariff Increases

A tariff increase of 6 per cent for sanitation (basic & consumption) is proposed from 1 July 2017.
This is based on tariff increases related to inflation increases as mentioned earlier in this report.
The tariff for the basic charge for undeveloped sit  es which can connect to the network has
been reduced to bring it in line with the basic cha rge for developed sites.

The following factors inform the proposed tariffs:

. Sanitation charges are calculated according to the percentage water discharged as
indicated in the table below;
. Tariff structure comparability research was undertaken by the Infrastructure & Planning

directorate, where it was found that the current tariff structure compares very favourably,
towards the consumer, against tariff structures locally and international; and

. Free sanitation (4,2 k£ of 6 ki water) will be applicable to registered indigents.

The following table compares the current and proposed tariffs:

Table 9 Comparison between current sanitation char  ges and increases (Domestic)

2017/2018 2016/2017
Tariff Code Detail Exclude Include Exclude Include
VAT VAT VAT VAT

SEWERAGE - SINGLE AND INTERMEDIATE RESIDENTIAL (Dwelling house and Duplex flats, Conventional

SE7A Sewers, small bore sewers and conservancy tanks)
0-35kI perkl (based on 70% of 50kl water usage) - per
SETA1 unit per month , Conservancy tank service only during office 129 1393 1153 1314 6.00%

hours per month. For after hours service, refer to tariff
SE9B.
SE8  |BASIC CHARGE

Basic Monthly Charge Developed sites per erf/unit per
SEBA month

108.54 123.74 102.40 116.74 6.00%

1.45 Waste Removal and Impact of Tariff Increases

The financial performance of the solid waste services is improving in terms of a turnaround of the
minor deficit budgeted for in 2016/17 and it is expected to operate marginally above breakeven.
Services relevant to refuse removal, refuse dumps and solid waste disposal mechanisms must
comply with stringent legislative requirements such as the National Environmental Management:
Waste Act, No 59 of 2008. This service will receive further revision of the solid waste strategy to
ensure that this service can be rendered in a sustainable manner over the medium to long-term.
The main contributors to the cost impact on this service are increased capital and operational costs
for the expansion (Cell 3) in the recent past, of solid waste disposal infrastructure and general
expenditure.

The re-opening of the Karwyderskraal waste disposal site during the latter half of 2016/17 by the
Overstrand municipality, who now operates the site, was resolved by the entering into a lease
agreement with the District municipality for a portion of the land at Karwyderskraal to further
develop a cell. This now channels solid waste disposal from Hermanus and Kleinmond to this site,
to improve operational efficiencies. The Theewaterskloof municipality previously disposed of solid
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waste at Karwyderskraal when it was operated by the District municipality. Theewaterskloof
municipality has opted to utilise this service.

An increase of 6 percent in the waste removal tariff is proposed from 1 July 2017. Higher
increases are not viable at this stage owing to the increases implemented in preceding financial
years to ensure sustainability of this service. The acceptability of the draft budgeted figures, after
due consideration, is viewed as appropriate in context with the participation by Theewaterskloof
municipality, which grants a more realistic performance of this service to monitor performance
during the 2017/18 financial year.

The following table compares current and proposed amounts payable from 1 July 2017:

Table 10 Comparison between current waste removal fees and increases (Domestic)

2017/2018 2016/2017
Tariff Code Detail Exclude Include Exclude Include
VAT VAT VAT VAT
SAN REFUSE REMOVAL (1 removal per week of 4
bags or 1X240 Bin)
SANTA Residential (All registered erven/unit with approved 155.04 176.74 146.26 16674 6.00%

building plan) 1 x removal per week (R/Month)

All proposed refuse tariffs are listed in Annexure C.

1.4.6 Overall impact of tariff increases on househo Ids

The following table shows the overall expected impact of the tariff increases on large, medium and
small household consumers (with a pre-paid electricity meter ), as well as an indigent household
receiving free basic services.

Note that in all instances the total overall impact of the tariff increases on household’s bills for low,
medium and high consumption, after the impact of the electricity increases, range between 4 — 4,5
per cent. The increase for indigent households is at 0,57 per cent. The below inflation increases in
electricity tariffs has brought much needed relief to all consumers.
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High Consumption with prepaid elect meter

Valuation R3 500 000
Rates
Sewer SE7A1+SE8A
Infrastructure Basic Charge Water, Electricity & Sewer
Refuse 1X Per Week
Water 50 kI
VAT
SUB TOTAL
Electricity Prep 1500 kWh
VAT
TOTAL
HPP if applicable

Medium Consumption with prepaid elect meter

Valuation R2 500 000
Rates
Sewer SE7A1+SE8A
Infrastructure Basic Charge Water, Electricity & Sewer
Refuse 1X Per Week
Water 25 ki
VAT
SUB TOTAL
Electricity Prep 800 kWh
VAT
TOTAL
HPP if applicable

Low Consumption with prepaid elect meter

Valuation R1 000 000
Rates
Sewer SE7A1+SE8A
Infrastructure Basic Charge Water, Electricity & Sewer
Refuse 1X Per Week
Water 15 ki
VAT
TOTAL
Electricity Prep 600 kWh
VAT
HPP if applicable

Life-Line Consumption (ONE PART) (Indigent)
Valuation R50 000

Rates

Sewer SE7A1

Infrastructure Basic Charge Water, Electricity & Sewer
Refuse 1X Per Week

Water 8 ki

VAT

SUB TOTAL
Electricity Pre-|
VAT

TOTAL

300 kWh

2016/2017 | 2017/2018 |  Amount | %
1.090.20 1170.87 80.67 7.40
505.95 536.30 30.35 6.00
41.70 41.70 0.00 0.00
146.26 155.04 8.78 6.00
961.68 1.020.70 59.03 6.14
231.78 245.52 13.74 5.93
2 977.57 3170.15 192.58 6.47
2609.75 2659.14 49.40 1.89
365.36 372.28 6.92 1.89
5 952.68 6 201.57 248.89 4.18
109.02 117.09 8.07 7.40
2016/2017 | 2017/2018 |  Amount | %
774.20 831.49 57.29 7.40
304.18 322.42 18.25 6.00
41.70 41.70 0.00 0.00
146.26 155.04 8.78 6.00
364.75 387.97 23.22 6.37
119.96 127.00 7.04 5.86
1751.05 1 .865.63 114.58 6.54
1336.38 1361.83 25.46 1.91
187.09 190.66 3.56 1.91
3 274.52 3 418.12 143.60 4.39
77.42 83.15 5.73 7.40
2016/2017 | 2017/2018 |  Amount | %
300.20 322.41 22.21 7.40
223.47 236.87 13.40 6.00
41.70 41.70 0.00 0.00
146.26 155.04 8.78 6.00
226.08 240.98 14.90 6.59
89.25 94.44 5.19 5.82
1.026.96 1.091.45 64.50 6.28
972.56 991.18 18.62 1.91
136.16 138.76 2.61 1.91
2135.67 2 221.39 85.72 4.01
30.02 32.24 2.22 7.40
2016/2017 | 2017/2018 Amount | %
0.00 0.00 0.00 0.00
16.14 17.11 0.97 6.00
41.70 41.70 0.00 0.00
0.00 0.00 0.00 0.00
19.32 20.48 1.16 6.00
10.80 11.10 0.30 2.76
87.96 90.39 2.43 2.76
298.83 298.83 0.00 0.00
41.84 41.84 0.00 0.00
428.63 431.06 2.43 0.57
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Table 11 MBRR Table SA14 — Household bills

WC032 Overstrand - Supporting Table SA14 Household bills

2017/18 Medium Term Revenue & Expenditure

2013114 2014115 201516 Current Year 2016117
Description Framevork
Ref|  Audited Audited Audited Original | Adjusted | Full Year |Budget Year | Budget Year | Budget Year | Budget Year
Outcome | Outcome | Outcome Budget Budget Forecast 2017118 201718 | +12018/19 | +22019/20
Rand/cent % incr.
Monthly Account for Household - 'Middle 1
Income Range'
Rates and services charges:
Property rates 156.00 179.40 191.53 205.32 205.32 205.32 74% 220.57 233.80 241.83
Electicity: Basic levy 192.98 204.56 216.83 254.78 254.78 254.78 5.0% 261.52 283.51 300.59
Electicity: Consumption 1126.62 1219.02 1367.73 144542 1445.42 144542 1.4% 1464.98 1552.88 1646.05
Water: Basic levy 96.49 102.28 108.42 114.93 114.93 114.93 6.0% 121.83 129.14 136.89
Water: Consumption 273.66 294.9 3.7 333.62 333.62 333.62 6.4% 354.92 376.22 398.79
Sanitation 268.62 306.60 325.09 344.53 344.53 344,53 6.0% 365.16 387.07 410.29
Refuse removal 122.81 130.18 137.99 146.26 146.26 146.26 6.0% 155.04 164.34 174.20
Other 470 #1.10 4170 4170 410 410 4170 4170 #1.10
sub-fotal 2298.88 2478.69 2703.06 2 886.56 2 886.56 2 886.56 3.6% 2991.72 3168.72 3356.34
VAT on Services 300.00 321.90 351.61 375.31 3715.37 315.37 387.96 410.89 435.19
Total large household bill: 2598.88 2 800.59 3054.67 3261.93 3261.93 3261.93 3.6% 3379.68 3579.61 3791.53
% increase/-decrease 7.8% 9.1% 6.8% - - 3.6% 5.9% 5.9%
Monthly Account for Household - ‘Affordable | 2
Range'
Rates and services charges:
Property rates 108.00 124.20 132.60 142.15 142.15 14215 7.4% 152.70 161.86 17.57
Electricity: Basic levy 192.98 204.56 216.83 254.78 254.78 254.78 5.0% 261.52 283.57 300.59
Electicity: Consumption 456.59 494.02 554.27 5711.30 571.30 571.30 0.6% 574.61 609.09 645.63
Water: Basic levy 96.49 102.28 108.42 114.93 114.93 114.93 6.0% 121.83 129.14 136.89
Water: Consumption 207.86 22011 236.54 251.79 251.79 251.79 6.5% 268.19 284.28 301.34
Santation 254.84 270.69 281.01 304.18 304.18 304.18 6.0% 322.39 373 362.24
Refuse removal 122.81 130.18 137.99 146.26 146.26 146.26 6.0% 155.04 164.34 174.20
Other 41.70 H.70 41.70 41.70 H.70 41.70 - 41.70 41.70 H.70
sub-total 1481.27 1589.74 1715.36 1821.09 1827.09 1827.09 4.2% 1903.98 2015.72 213416
VAT on Services 192.26 205.18 221.59 235.89 235.89 235.89 24518 259.54 214.76
Total small household bill: 1673.53 1794.92 1936.95 2062.98 2062.98 2062.98 4.2% 2149.16 2271526 2408.92
% increasel-decrease 7.3% 7.9% 6.5% - - 4.2% 5.9% 5.9%
Monthly Account for Household - 'Indigent’ | 3
Household receiving free basic services
Rates and services charges:
Property rates 60.00 69.00 73.67 78.97 78.97 78.97 7.4% 84.83 89.92 95.31
Electicity: Basic levy 192.98 204.56 216.83 254.78 254.78 254.78 5.0% 261.52 283.51 300.59
Electicity: Consumption 286.75 310.24 348.08 351.58 351.58 351.58 (0.2%) 351.06 3211 304.44
Water. Basic levy 9.49 102.28 108.42 114.93 114.93 114.93 6.0% 121.83 129.14 136.89
Water: Consumption 143.72 152.36 162.59 173.44 173.44 173.44 6.7% 185.14 196.25 208.02
Sanitation .07 234.78 248.93 263.82 263.82 263.82 6.0% 279.62 296.40 314.18
Refuse removal 122.81 130.18 137.99 146.26 146.26 146.26 6.0% 155.04 164.34 174.20
Other (598.16) (635.06) (676.99) (743.13) (743.13) (743.13) (807.20) (855.63) (906.97)
sub-fotal 525.66 568.34 619.52 640.65 640.65 640.65 (0.4%) 637.83 676.10 716.67
VAT on Services 65.19 69.91 76.42 78.64 78.64 78.64 7742 82.07 86.99
Total small household bill: 590.85 638.25 695.94 719.29 79.29 719.29 (0.6%) 715.25 75817 803.66
% increase/-decrease 8.0% 9.0% 3.4% - - (0.6%) 6.0% 6.0%

"References

1. Use as basis property value of R700 000, 1 000 kWh electricity and 30kI water
2. Use as basis property value of R500 000 and R700 000, 500 kWh electricity and 25kI water

3. Use as basis property value of R 300 000, 350kWh electricity and 20k! water (50 kWh electricity and 6 kI water free)
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1.5 Operating Expenditure Framework

The Municipality’s expenditure framework for the 2017/18 budget and MTREF is informed by the
following:

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

. The repairs and maintenance plan relating to the asset management strategy;

. Funding of the budget over the MTREF as informed by Section 18 and 19 of the MFMA,

. Very limiting growth in the personnel structure;

. Reducing expenditure on non-core programmes;

. Implementing operational gains and efficiencies;

. Strict adherences to the principle of no project plan no budget. If there is no business plan
no funding allocation will be made; and

. Taking cognisance of cost containment guidelines and assessing the status of current
measures

The following table is a high level summary of the 2017/18 budget and MTREF (classified per main
type of operating expenditure):

Table 12 Summary of operating expenditure by funct  ional classification item

2017/18 Medium Term Revenue &
Description 2013/14 | 2014/15 | 2015/16 Current Year 2016/17 ,
Expenditure Framework
Budget Budget Budget
Audited | Audited | Audited | Original | Adjusted | Full Year | - 9¢ | =udget | Budge
R thousand Year Year #1 Year +2
Outcome | Outcome | Outcome [ Budget | Budget | Forecast
2017/18 2018/19 2019/20
Expenditure By Type
Employ ee related costs 260250 | 269820 273115 314204 | 310893 | 310893 333177 351728 370 471
Remuneration of councillors 7933 8104 8 566 9110 9110 9110 10 053 10 527 11024
Debt impairment 4953 76931 19128 23 888 23 888 23 888 22792 22792 22792
Depreciation & assetimpairment | 99817 | 122559 | 123514 117690 | 127262 | 127262 130 287 133 096 135905
Finance charges 39938 | 43447 46207 46 421 46 421 46 421 47 440 48 849 49073
Bulk purchases 157055 | 167660 | 194620 ( 210763 | 206563 | 206 563 211417 224 102 237 548
Other materials 13579 277541 19605 75 048 81542 81542 34 865 47 577 60 360
Contracted services 72766 | 95295| 112338 | 158368 | 161233 161233 173 269 182 969 194 712
Transfers and subsidies 38749 50392 51090 57 479 57 479 57 479 1778 1868 1964
Other ex penditure 117562 | 131401 94626 60 024 60 123 60 123 57 740 64 025 68 280
Loss on disposal of PPE 12017 - 323
Total Expenditure 824620 | 924126 | 943132 | 1072995 | 1084514 | 1084514 | 1022816 | 1087532 1152129

The budgeted allocation for employee related costs and remuneration of councillors for the
2017/18 financial year totals R343,2m which equals 33,5 per cent of the total operating
expenditure and within the NT norm of 25 — 40 per cent. It should be noted that the percentage

of 33,5 per cent reflects an increase mainly due to the revised budget presentation relating

to FBS. Of this total, the provisions relating to employee related costs amounts to R7,5m of which
the majority of the amount is of a long term liability nature (post-retirement benefits) and therefore
not cash remuneration.

A new three year collective SALGBC salary agreement came into effect on 1 July 2015. Salary
increases, according to the agreement, have been determined at 7,35% for the 2017/18 financial
year, based on the average inflation for the period February 2016 to January 2017, with a minimum
inflation rate of 5% plus 1%. This salary determination and annual notch increases for qualifying
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personnel have been factored into the budget for the 2017/18 financial year and at 6% for the two
outer years of the MTREF.

As part of the Municipality’s cost reprioritisation and cash management strategy vacancies have
been significantly rationalised downwards. The outsourcing of the water and waste water treatment
plants, in respect of operational efficiencies, has been implemented in the 2016/17 financial year.

With effect from 1 July 2010, the Municipal Manager and Section 57 Employees (Directors)
remuneration is determined by an independent consulting firm, appointed by the Employer to
determine market related cost-to-employer remuneration packages. The afore-mentioned
employees receive no bonuses, which principle was negotiated with them. The recommendation
does compare the salaries of people with similar job descriptions, whether it be the private or
government sector. The remuneration model developed by them for senior managers in the local
government sector has been adjusted to reflect the remuneration trends in the labour market. This
determination will be completed at a later stage for the 2017/2018 budget. For draft budgeting
purposes, the same increase of 7,35 per cent, as for other employees has been factored into the
budget.

New regulations have been promulgated, which regulations provide for the Minister of Co-operative
Governance to determine the total remuneration packages payable to any new employees to the
posts of Municipal Manager and Section 57 Employees (Directors), with effect from 1 July 2014.
Existing contracts however continue until they lapse.

The cost associated with the remuneration of councillors is determined by the Minister of Co-
operative Governance and Traditional Affairs in accordance with the Remuneration of Public Office
Bearers Act, 1998 (Act 20 of 1998). The proclamation with regard to the 2016/2017 increases was
published during January 2017, but not yet implemented due to unclarified stipulations in the
determination. No indication for 2017/18 has been received to date and therefore an increase of
5%, based on previous determinations, has been factored into the budget for 2017/18.

The provision of debt impairment and write-off of bad debts for consumer accounts has been
determined based on an annual collection rate of close to 100 per cent and the Debt Write-off
Policy of the Municipality. For the 2017/18 financial year this amount equates to R2,4m and R0,5m
for impairment and write-offs respectively. Impairment for traffic fines, resulting from the
implementation of IGRAPL, has been budgeted according to the trends from the three previous
financial years and amounts to R22,8m.

Provision for depreciation and asset impairment has been informed by the Municipality’s Asset
Management Policy. Depreciation is widely considered a proxy for the measurement of the rate of
asset consumption. Budget appropriations in this regard total R130,3m for the 2017/18 financial
year and equates to 12,75 per cent of the total operating expenditure. Note that the implementation
of GRAP 17 accounting standard has meant bringing a range of assets previously not included in
the assets register onto the register. This resulted in a significant increase in depreciation relative
to previous years. This aspect is further highlighted in para. 1.3 of this report.

Finance charges consist primarily of the repayment of interest on long-term borrowing (cost of
capital) and limited finance leases. Finance charges make up 4,64 per cent of operating
expenditure excluding annual redemption for 2017/18 and decreases slightly in 2019/20. This
results from the planned decrease in borrowing over the MTREF from the previous budget. As
previously noted, the Municipality had reached its prudential limits for borrowing in 2012 — hence
the planned borrowing to finance the capital budget does not result in finance charges increasing
as a percentage of operational expenditure — rather it decreases to 4,26 per cent over the MTREF.

Bulk purchases are directly informed by the purchase of electricity from Eskom. The proposals
from the consultation paper for annual price increases have been factored into the budget
appropriations and directly inform the revenue provisions. The expenditures account for distribution
losses.
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Other materials, now classified as Inventory in mSCOA, comprise amongst others the purchase of
materials for maintenance, cleaning materials, fuel, printing and stationary, top structures for
housing projects etc. The expenditure on top structures that fluctuates from year to year causes
huge discrepancies in the trend for this type of expenditure. In line with the Municipality’s repairs
and maintenance plan this group of expenditure has been prioritised to ensure sustainability of the
Municipality’s infrastructure. The introduction and reclassification resulting from mSCOA caused a
shift in expenditure previously classified and budgeted under general expenses in relation to
previous years’ figures.

Contracted services have been identified as an area f