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PART 1- ANNUAL BUDGET

1.1 MAYORS REPORT

SPEECH BY THE MAYOR OF UTHUKELA DISTRICT MUNICIPALITY
PRESENTED TO THE MUNICIPAL COUNCIL ON THE OCCASION OF TABLING OF THE 2021/2022 DRAFT
BUDGET

VISION

Our vision is an economically sound municipality with effective infrastructure and a municipality that
empowers people, protects the environment and demonstrates excellence in leadership.

In this tabled draft budget Council has endeavoured to achieve these calls and has tried to provide for
this within its limited resources. Given the constraints on the revenue side, tough decisions have been
made to ensure a sustainable budget.

JOB CREATION

Council has heeded the Government's call for job creation and has partnered with the Department of
Public Works to ensure that the EPWP is fully operational in this Municipality. The allocation for EPWP
will decrease for 2021/2022 financial year from R3.7million to R3.5 million. The municipality is
unfortunately not in a position to subsidise with the equitable share. Management will have to manage
the contracting of workers accordingly.

INFRASTRUCTURE DEVELOPMENT

The total capital grant allocations for 2021/2022 financial year have decreased to R283 million. We will
continue to upgrade our infrastructure and embark on new capital projects improve water distribution and
reticulation. Various infrastructure projects that have been identified by the community during the needs
analysis will be considered in this budget.

DEBT MANAGEMENT

Council has written off debts for qualifying indigent debtors, a concerted effort has been made to collect
and reduce all outstanding debts. Council has also approved the implementation of the flat tariff in order
to improve the collection rate. Debt collection and revenue enhancement will remain a priority in the
upcoming financial year. The municipality has employed recommendations from COGTA on the issue of
revenue enhancement. Further to that a pool of debt collectors has been employed in order to assist with
debt collection. We are anticipating an improvement in our collection rate.

ASSET MANAGEMENT

Asset management is prioritised and ensuring that councils assets are managed properly.

We have responsibility of reducing expenditure on non-essential assets and prioritising repairs and
maintenance of municipal assets.A certain percentage of the MIG will be allocated towards refurbishment
of infrastructure.

THE WAY FORWARD

The municipality will remain dedicated to its core business of providing high quality basic services to the
community. All areas of non-performance affecting basic service delivery will be identified and remedial
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measures will be employed accordingly. The limited resources available will be prioritised strictly for basic
service delivery.

1.2 COUNCIL RESOLUTIONS:
In March 2021 the Council of UThukela District Local Municipality met in the Council Boardroom of

UThukela District Municipality to consider the draft annual budget of the municipality for the financial year
2021/2022. The Council approved and adopted the following resolutions:

1.

2.

1.1.

1.2

The UThukela District Local Municipality, acting in terms of section 24 of the Municipal
Finance Management Act, (Act 56 of 2003) approves and adopts:

The annual draft budget of the municipality for the financial year 2018/19 and the
multi-year and single-year capital appropriations as set out in the following tables:
1.1.1. Budgeted Financial Performance (revenue and expenditure by standard

classification) as contained in Table A2

1.1.2. Budgeted Financial Performance (revenue and expenditure by municipal vote)

as contained in Table A3
1.3. Budget Summary as contained in Table A1

Budgeted financial performance (revenue and expenditure) as contained in

- Table A4

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

out in the following tables:
1.2.1. Budgeted Financial Position as contained in Table A6
1.2.2. Budgeted Cash Flows as contained in Table A7

1.2.3. Cash backed reserves and accumulated surplus reconciliation as contained in

Table A8
1.2.4. Asset management as contained in Table A9
1.2.5. Basic service delivery measurement as contained in Table A10

The Council of UThukela District Local Municipality, acting in terms of section 75A of the

Local Government: Municipal Systems Act (Act 32 of 2000) to consider:

2.1. The tariffs for water services.
2.2. The tariffs for sanitation services.
2.3. The tariffs for other municipal services.
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1.3 EXECUTIVE SUMMARY

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

In the compilation of this budget the municipality has taken note of the Cabinet resolution by which
all national and provincial departments, constitutional institutions and all public entities are
required to implement cost containment measures. These cost containment measures must be
implemented to eliminate waste, reprioritise spending and ensure savings on six focus arrears
namely consultancy fees, no credit cards, travel and related costs, advertising, catering and
events costs as well as accommodation.

The Municipality has embarked on implementing a range of revenue collection strategies to
optimize the collection of debt owed by consumers. Most of which will benefit the municipality as
well as consumers. Consultants have also been engaged in the revenue department to assist with
the prior year’s qualifying matters

National Treasury’s MFMA Circular No.108 was used to guide the compilation of the 2021/2022
Draft Budget and MTREF.

The main challenges experienced during the compilation of the Draft 2021/2022 MTREF can be
summarised as follows:

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

. Including COVID 19 pandemic

. Aging water infrastructure;

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

. The increased cost of bulk electricity (due to tariff increases from Eskom), which is placing

upward pressure on service tariffs to residents. Continuous high tariff increases are not
sustainable - as there will be point where services will no-longer be affordable;

. Escalating water losses

. Wage increases for municipal staff that continues to exceed consumer inflation, as well as
the need to fill critical vacancies.

In view of the aforementioned, the following table is a consolidated overview of the proposed
2021/2022 Medium-term Revenue and Expenditure Framework:
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Table 1 Consolidated Overview of the 2021/2022 MTREF.

2021/22 2022/23 2023/24
Total Revenue - 1142819658 |- 1331169940 |- 1380022 253
Operating Expenditure 901 339551 891179674 929136 702
Capital Expenditure 246 009 000 292 283 000 312171000
(Surplus )or Deficit 4528892 |- 147 707 266 |- 138714 551

Operating Revenue

Total operating revenue has been increased by 6% for the 2021/2022 financial year when
compared to the 2020/2021 adjustments budget. The increase is due to the general percentage
increase which is applied to service Charges tariffs and across all revenue generated by the
municipality as prescribed by circular 108. Tariffs have been increased by 6% however the
increase in industrial tariffs is 8%.

Operating Expenditure

Total operating expenditure for the 2021/2022 financial year has been appropriated at R901
million which results in the budget having a deficit of R4.2 million Comparing to the 2020/2021
adjustment Budget operating expenditure has increased by 4.4%. Apart from the mentioned
expenditure 0% increase was applied to employeerelated cost. The municipality has duly
considered the affordability of an increment, in light of our unfunded budget.

Capital Expenditure

R246 million is funding from national Government Grants for water and sanitation capital projects
which are core functions of the municipality
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1.4 OPERATING REVENUE FRAMEWORK

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

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

National Treasury’s guidelines and macroeconomic policy;

Growth in the Municipality and continued economic development;

Efficient revenue management, which aims to achieve a 60% annual collection rate for
key service charges;

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

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

Increase ability to extend new services and recover costs;

The municipality's Indigent Policy and rendering of free basic services; and tariff policies
of the Municipality.
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The following table is a summary of the 2021/2022MTREF
(classified by main revenue source):
Table 2 Summary of revenue classified by main revenue source A4

Description 2021/2022 Financial Period 2022/2023 Financial Period 2023/2024 Financial Period
R tiiousande Munsoft Adjusted Budget Data | Munsoft Adjusted Budget Data | Munsoft Adjusted Budget
2021/22 2022123 Data 2023/24
Revenue B r
Service charges - water revenue 259 388 364 181 380 569
Service charges - sanitation revenue 21154 29 701 31037
Service charges - refuse revenue - i
Rental of faciliies and equipment - - -
Interest earned - ex ternal inv estments 6 463 9 074 9483
Interest earned - outstanding debtors 74 975 105 265 110 001
Dividends received - -
Fines, penalties and forfeits 10 -
Licences and permits - -
Agency services S -
Transfers and subsidies 531 696 526 280 532 177
Other revenue 3124 4387 4584
Gains on disposal of PPE - ” N
Total Revenue (excluding capital transfers and 896 811 1038 887 1 067 851
contributions)
Table 3 percentage growth in revenue by main revenue source A4
Province: Municipality A - Table A4 Budgeted Financial Performance
Dessiiptoh 2021]2022'Flnanclal 2022/2023 Financial 2023/2024 Financial
Period Period Period
R thousands Munsoft Adjusted Munsoft Adjusted Munsoft Adjusted
Budget Data 2021/22 Budget Data 2022/23 Budget Data 2023/24
Revenue By Source
Service charges - water revenue 259 388 29% 364 181 | 35% 380 569 36%
Service charges - sanitation revenue 21154 2% 23701 ‘ 3% 31037 3%
Service charges - refuse revenue ; -
Rental of facilities and equipment l
Interest earned - ex fernal inv estments 6463 1% 9074 1% 9483 1%!
Interest earned - outstanding debtors 74 975 8% 105 265 10%, 110 001 10%
Dividends received -
Fines, penalfies and forfeits 10 0% 0% - 0%
Licences and permits
Agency services -
Transfers and subsidies 531696 59% 526 280 51%| 532177 50%
Other revenue 3124 0% 4387 0%, 4584 0%
Gains on disposal of PPE . - -
Total Revenue {excluding capital transfers and 896 811 100% 1038 887 100% 1067 851 100%
contributions)
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The two tables above shows that the municipality's main source of Revenue is grant funding as it
covers more than above half of the income. Thus making the municipality grant reliant. Revenue
from Service Charges has remained constant at 31%.

A total of R259 million is expected to be generated from Service charges, this revenue shows a
6% increase in tariffs across the board with the exception of industrial tariffs to be increased by
8% due to the faulty declining scale, the municipality has the burden of non-cost reflective tariffs.
We continuously suffered losses of greater than 25% in service charges.

Revenue increases by 4% %in the outer financial years of the MTREF which is inline with the CPI
inflation.

Other revenue’ contributes a very little percantage to total revenue. Other revenue consists of
items and services that the municipality offers such as income received from the sale of tender
documents and the issue of clearance certificates.

Operating grants and transfers totals R531 million in the 2020/2021 below is a detailed split of the
operating grants, this includes the operational portion of MIG of R35 million as per MSCOA
regulations.

Table 4 Operating Transfers and Grant Receipts

NAME OF GRANT 2021/22 2022/23 2023/24
1 Equitable share 406 627.00 431 275.00 431 524.00
2 RSClevies Replacement 72 380.00 77 624.00 82729.00
3 Special support for councillors remunerations 6149.00 6371.00 6 658.00
Total equitable share 485 156.00 515 270.00 520 911.00
4 EPWP 3516.00
5 Financial management Grant 1950.00 2100.00 2100.00
IN KIND GRANT OPERATIONAL GRANT- SCHEDULE 5
6 Municipal system Improvement Grant 3031.00 5741.00 5994.00
TOTAL OPERATIONAL GRANT 493 653.00 523 111.00 529 005.00

A further amounts R35million MIG allocation has been treated as operating transfers ,the top-slice and

VIP toilets as these amounts are classified as operational in their nature.

1.4.1 Water and Sanitation Tariffs

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.
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In 2015 the District and the rest of the country experienced severe drought due to the heat and
lack of rain which resulted to water shortages, the impact from that situation affected the
municipality. The effects from the drought are still felt by the municipality as it affected the
collection rate as water had to be shut down and distributed by water tankers. Municipality is still
recovering from this situation and which has been further negatively impacted by the COVID 19
pandemic.

The core function of the municipality is water and sanitation which is considered to be the basic
needs for human beings and the constitution says they are basic human rights. The municipality
has a difficult task of setting tariffs which are affordable to all consumers and the same time must
be cost reflective taking into account all cost associated with the end product.

National Treasury continues to encourage municipalities to keep increases in rates, tariffs and
other charges as low as possible.

Discounting the impact of these price increases in lower consumer tariffs will erode the
Municipality's future financial position and viability. As mentioned earlier services are failing to
break even.

It must also be appreciated that the consumer price index, as measured by CPI, is not a good
measure of the cost increases of goods and services relevant to municipalities. The basket of
goods and services utilized for the calculation of the CPI consist of items such as food, petrol and
medical services, whereas the cost drivers of a municipality are informed by items such as the
cost of remuneration, bulk purchases of electricity, petrol, diesel, chemicals 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

Tariff the cost of the provision of general services. Determining the effective tariff is therefore an
integral part of the municipality’s budgeting process.The municipality has considered the
percentage increase in the major cost drivers of providing services. Which are electricity
increasing between 16% and 20 %, and the cost of labour.The 6% increase on tariffs is not cost
reflective. However the municipality also considers the impact of covid-19 on consumers
expandable cash.

Below are the proposed water services tariffs for the financial year 2021/2022 these tariffs exclude
VAT. The Municipality has adopted a 6% increase on all tariffs and 8% increase on the industrial
tariffs due to the fact that tariffs have not been cost reflective in the past and certain areas a
minimum flat rate has been applied. The municipality is working towards phasing in more cost
reflective tariffs however this cannot be achieved in a single financial year.
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Table 5 Water and Sanitation Tariffs B
WATER & SANITATION SERVICES TARIFF 2021/2022 FINANCIAL YEAR

Description Tariff
1. Tariff for accessibility to water ( basic charge R91.71/ month
occupied and unoccupied)
2. Tariff for accessibility to sewerage system (basic R116.88month

charge occupied and unoccupied)

3. Sewer tariff for restricted usage (unmetered) R116.88/ month

4, Servicing sewer conservancy tanks/pits (small) R206.49./ service
Servicing sewer conservancy tanks/pits R442.49/ 50001/ load
(large)
Discharge of sewage to waste water works by RO,15/litre

private sewer tankers
Integrated Step Tariff (Domestic Use)

5. Water tariff for water usage up to 6kl Free/ Indigent
Water tariff for water usage 1 to 30kl R13.31kl
Water tariff for water usage 31kl to 100kt R15.42kI
Water tariff for water usage 101kl and above R17.73ki
Integrated step tariffs(Business use)

Water tariff for water usage 1 to 30ki R13.31kl
Water tariff for water usage 31kl to 100kl R15.42kI
Water tariff for water usage 101kl and above R17.73kl
Integrated Step Tariff (Industrial/Factory

Use)

6. Water tariff for water usage1 to 1000k R14.10ki
Water tariff for water usage 1001kl and above R7.37kl
Integrated Step Tariff(Co-operatives) 1
Water tariff for water usage 1 to 40kl R7.23kl
Water tariff for water usage 41 to 80kl R7.13kl
Water tariff for water usage 81kl and above R8.60klI
Integrated Step Tariff(Churches)

Water tariff for water usage 1 to 30kl R6.25kI

Water tariff for water usage 31 to 70k R7.13kl

Water tariff for water usage 71kl and above R8.60kI
Integrated Step Tariff(Trust) O
Water tariff for water usage 1 to 30kl R12.75ki
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