ITEM: MUNICIPAL COUNCIH., MEETING
DATE: 29 MAY 2023

FINAL BUDGET-2023/2024

BUDGET AND TREASURY DEPARTMENT

ROUTING : COUNCIL

PURPOSE

The purpose of the report is to submit to council the 2022/23 final budget and Medium-Term
Revenue and Expenditure Framework in terms of Section 24 of the Local Government
Finance Management Act (MFMA) for approval.

LEGISLATION REQUIREMENTS

Section 24 of the Municipal Finance Management Act states that
(1) The municipal council must at least 30 days before the start of the budget year
consider approval of the annual budget.
(2) An annual budget—
(2) must be approved before the start of the budget year;
(b) is approved by the adoption by the council of a resolution referred to in section
17(3)(@)(@); and
(c) must be approved together with the adoption of resolutions as may be
necessary—-
(1) imposing any municipal tax for the budget year;
(ii) setting any municipal tariffs for the budget year;
(iii) approving measurable performance objectives for revenue from cach
source and for each vote in the budget;
(iv) approving any changes to the municipality’s integrated development
plan; and
(v) approving any changes to the municipality’s budget-related policies

It is thus for this reason that Council is presented with the Final Budget MTREF for the year
2023-24 and the two outer years 2024-25 and 2025-26 in compliance with Sec 24 of the
MFMA and the Budget and Reporting Regulation for approva_l. ’

BACKGROUND .
‘Some of the crucial factors taken into account in the Budget Process are listed
and discussed below for further clarity.

1. FUNDED BUDGET
A municipal budget must be funded in terms of Section 18, of the MFMA before a
municipal Council can adopt that budget for implementation. A funded budget is
essentially a budget that is funded by a combination of cash derived either from
realistically anticipated revenues to be collected in that year and cash backed
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surpluses of previous years. The Draft budget as was submitted to council was funded as so
as this final budget.

2. BUDGET GUIDELINES
The budget guidelines are based on the current circular 125, Municipal Budget Circular fot
the 2023/24 MTREF. This is a follow-up budget circular to MFMA Circular No. 122 that was
issued on 09 December 2022, Tt aims to provide further guidance to the municipalities in
preparation of 2023/24 Medium Term Revenue and Expenditure Framework (MTREF)
budgets and has been read together with the budget circulars that have been issued
previously.

3. MSCOA
The mSCOA Regulations apply to all municipalities from 1 July 2017, Dannhauser
Municipality has been fransacting across all the segments except for costing. Although the
municipality is transacting in mSCOA there are areas of improvement needed for example,
the Asset and Procurement modules . The further integration of our sub-modules within
MUNSOFT is also receiving attention, that also include our paytoll system (V IP) which is
not yet integrated with MUNSOFT. The module of Performance is not yet functioning
modules.
We are currently budgeting on mSCOA version 6.7 for the 2023/24 financial year. The
changes in versions create its own challenges with the implementation thereof as there are
changes in the datastrings which mostly get complicated.

4. BUDGET PROCESS
The budget process for the Dannhauser municipality was followed as per the requirements of
Section of the Municipal Finance Management Act no 56 of 1963.
The process plan outlining the key deadlines was table by Mayor to council 10 months before
the start of the financial year.
The 1IDP roadshow also took place on the 24 of November 2022 at Vanjazi Sport Ground.
‘I'his was for the review and amendment of the IDP with inputs from the public.
The draft budget was table before council by the mayar on the 28™ of March 2023.
The draft budget was advertised on municipal website and local newspapers and was also
submitted to treasury departments for their comments on the tabled budget.
The public consultation was called on the 16 of May 2023 at the Durnacol Sport grounds for
public comments and this was advertised on local newspapers and to community
organisation. All question and comments were recorded by the official present at the budget
roadshow and were responded by the mayor.
On the 18" of May 2023 there was an engagement between the municipality and Provincial
Treasurer where they provided their comments on the tabled budget. The comments from
provincial treasury were considered as the final budget was prepared.




DISCUSSIONS

1. Revenue Budget
The weak economic growth has put pressure on consumers’ inability to pay for services,
while transfers from national government are growing more slowly than in the past.
Dannhauser municipality has fallen into financial distress and face liquidity problems similar
to other local government institution. The municipality rely on the revenue collected from
rates and service charges other than the government grants. Our debtor’s book has risen to
R52million due to the consumers’ inability to pay for services. There is a need that we focus
on collecting revenue owed and eliminate wasteful expenditure, furthermore as the
municipally we need to have revenue strategies on how to improved revenue without only
relying on rates and services, The 2023/24 tariffs will be increased by 5.4%.

2. Assessment rates

Dannhauser municipality had prepared the new valuation roll with effect from 1 July 2023,
This valuation roll will be used to calculate the assessment rates for the next 5 years. The
draft budget figures were based on the old valuation roll with an increased tariff of 5.4%.
However, this draft budget has been prepared with the new valuation roll. The difference now
is that the tariffs used to calculate the assessment rates for 2023/24 financial year were not
incteased in the current year. This is mainly based on the 2022/23 rates. This is the
recommendation from MPRA when the municipality is using the new valuation roll in
consideration of the higher property values.

3. Employee Related Costs and Councilors remuneration

In terms of the agreement, all employees covered by this agreement shall receive with effect
from 01 July 2023 and 01 July 2024 an increase based on the projected average CPI
percentages for 2023 (5.4 per cent according to the Reserve Bank’s Monetary Committee
Statement for January 2023) and 2024 (4.8 per cent according to the Reserve Bank’s
Monetary Committee Statement for January 2023). The forecasts of the Reserve Bank, in
terms of the January 2023 and January 2024, shall be used to determine the projected average
CPI. Municipalities are encouraged to perform an annual head count and payroll verification
process by undertaking a once-a-year manual salary disbursement, to root out ghost
employees,

Municipalities are advised to budget for the actual costs approved in accordance with the
Government Gazette on the Remuneration of Public Office Bearers Act: Determination of
Upper Limits of Salaries, Allowances and Benefits of different members of municipal
councils published annually between December and January by the Department of
Cooperative Governance.

4. Conditional Grants Transfers to municipalities

The equitable share release criteria for 2023/24 were set out in MFMA Circular No. 122, To
assist with managing this process, a guiding checklist has been developed which
municipalities can follow throughout the course of the year to ensure that the required
documents are timeously uploaded to the GoMuni platform in line with the prescribed
deadlines.

In terms of Section 21 of the Division of Revenue Act, 2022 (Act No.5 of 2022) (DoRA) in
conjunction with the Division of Revenue Amendment Act, 2022 (Act No. 15 of 2022)
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(DoRA), the Act requires that any conditional allocation or a portion thereof that is not spent
at the end of the 2022/23 financial year reverts to the National Revenue Fund (NRF), unless
the rollover of the allocation is approved in terms of subsection (2). Furthermore, the
receiving officer, provincial treasury and national transferring officer is required to prove to
National Treasury that the unspent allocation is committed to identifiable projects, in which
case the funds may be rolled over.

Underlining principles for the Draft Budget

e According to the NT circular inflation has been assumed at 4.8% in 2022/23, 4.4% in
2023/24 and 4.5% in 2024/25 in line with Municipal Budget Circular 115 for the
2022/23 MTREF;

» Realistically anticipated revenues to be collected;

Tariff increases are in accordance with the guidelines which are based on the SA
inflation rate and recommendations from Municipal Property Rates Act (MPRA);

» Projects and programs must be within affordability limits;

s Only funded projects that are ready for implementation will be prioritized in the
2023/24 financial year;

s The operating expenditure baseline was reduced, and the focus must be on efficiency
gains and the principle of value for money (doing more with less, while prioritizing
service delivery);

e Some projects are recommended to be multiyear projects to spread the funding
amongst to the outer years in order to ensure Dannhauser Municipality submit and
approve a funded budget,

o The budget is aligned to the IDP priorities; 2023/24 Adjustment budget priorities and
targets as well as the baseline allocations contained in the approved adjustment
budget; the grants allocated in DORA for 2023/24 financial year;

s Salary increases have been estimated at 5.4% in 2023/24 in the upcoming financial
year and

» The budget related policies were reviewed and all adjustments required were effected
in the revised policies as per the attached for approval.

EXECUTIVE SUMMARY

The Mid-term budget assessment and the adjustment budget for 2022/23 financial year has
been used as a benchmark when the final budget for 2023/2024 was prepared. The final
budget has been prepared in terms of National Treasury format.

The state of the economy in South Africa as a whole has recorded a decline in economic
output over the years after Covid-19, July unrest and floods. There is signs of slow recovery

" in the economy, however it will take time to recover back to what we can call normal.

The state of the economy will continue to have an adverse effect on the consumers of

. Dannhauser Municipality in the 2023/24 financial year. As a result, the municipal revenue
and cash flow will remain under pressure. There is an initiative that COGTA is currently busy
with where Dannhauser is being selected as pilot for this program of reducing debtors’ debts.
Therefore, the application of sound financial management principles for

the Dannhauser” s financial plan is essential and critical to ensure that the municipality

- remains financially viable and that municipal services are provided sustainably, economically
and equitably to all communities.

The municipality will continue with efforts to enhance revenue. However, more needs to be
done to engure the sustainability of the municipality as it has been geen in the past year that
the municipality’s financial distress has not be mitigated.
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Tn South Africa, economic growth has continued to stagnate and weaknesses in the world
economy are likely to amplify our own challenges.

Rising unemployment and income losses have affected the debt collection rate of the
municipality. The collection rate has shown signs of slow recovery.

The main challenges experienced during the compilation of the 2023/24 —2025/26 MTREF
can be summatrized as follows:

o The declining economic growth, which was impacted further by Eskom’s
loadshedding

e High unemployment rate of 34.9% and the impact on household ability to pay for
municipal services. .

o CPI inflation estimates over 2022/23 medium term are 4.8%, 4,4% and 4.5%
respectively.

o The economic challenges will continue to exert pressure on municipal revenue
generation capacity, and collection levels.

e Securing the health of the asset base (especially the revenue generating assets) by
increasing spending on repairs and maintenance and renewal of assets. One of the
fundamental challenges that the municipality faces are the aged fleet and
infrastructure, which result in ever escalating repairs and maintenance costs, This
anomaly puts more pressure on the municipality to come up with a turn-around
strategy, with the main focus on the replacement of its old fleet, plant and equipment,
with the #im of reducing high maintenance costs and the hiring of fleet (yellow fleet},
plant and equipment in the provision of services to the communities of the
municipality.

» A growing debtor’s book as well as the remaining outstanding creditors and long term
loans is a major concern, and contributing factors to the municipality’s unfunded
budget, and going concern — financial sustainability.

o Salary increases for municipal staff that continues to exceed consumer inflation, as
well as the need to fill critical vacancies with limited resources.

2023/2024 MEDIUM-TERM REVENUE AND EXPENDITURE FRAMEWORK
Revenue Budget

Total operating revenue has increased from R218,6million for the 2022/23 adjusted budget to
R227.5million in the 2023/24 estimated final budget. For the two outer years, operational
revenue will increase, based on the CPI and inflation rates.

: Original Budget; Revised Budget finai Budget | Projected | Peolected |
J03AEINALDUDGET i 2022[28 i amf . 2023/24  iBudget 2024/25  Budget 2025/26.
ASSESSMENT RATES . 30 285 000 - 30 285 600 ;- 42227869 - 52145544 i 54595385 '
SERVICECHARGES .. L amyye8si. 1865760 19665 2053037 .. 2MsAuM: .
OTHERREVENUE L BTsel 5084866 | $3231383
INTEREST- EXTERNALINVESTMENTS  §. 3977@9i 1200000 1947792 2037380
TRAFFIGEINES ; 445578 - 466520 ;

PROVINGIALISATION OF UBRARY - ARTS & CULTURE |- 5810 1077435

Lo ae088 -
'COMMUNITY IBRARY SERVICES- ARTS & CULTURE | b _ 1489228 i 1506872

sl 262540

MIG INFRASTRUCTURE GRANT

"FMG GRANT 1950 006 1
INTEGRATEDELECTRIFICATION GRANT 2346000
[EQUITABLE SHARE . '

TOIAL BUDGEYED REVENUE




INCOME SOURCES 2023-24 |
National Grants & Subsidies | 145 310 000 |
Provincial Grants & Subsidies | 2353000
Rates General . 42227869
Otherincome . 33781080
Refuse Removal . 1966511
nerest " {a4s000

e

Income Source 2023/2024
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Analysis of Revenue

National and Provineial Grants
These are all the grants that have been gazette from DORA for Dannhauser Municipality,

2023/24 2022/23
s Equitable Share R11l4million R108million
+ MiG R25million R24million
e INEP R2million R5million
o FMG R1.9million R1.9million
s EPWP R950 000 R935 000
o Library grants R2.3million R2.3million

The allocation of grant in the cutrent year show an increase only from the Equitable share
with the rest of the grants being similar or a slight change from the previous financial year.

Assessment rates o

The estimated budget for the assessment rates is calculated based on the new Valuation Roll
 that will be implemented with effect from 1 July 2023. The tariffs for the current budget
estimate were not increased with the CPI like other revenue and expenditure, This was the
recommendation from MPRA since the municipality is using the new valuation roll. The
valuation roll for 2022/23 financial year was R 2,4billion and the new valuation that will be
effective from 1 July 2023 has increased to R3,5billion. This is a huge increase to the
consumers’ values. It is for this reason the that the tariffs be kept at the same rate as in
2022/23 financial year. An increase in the assessment rates can be seen from R30.2million to
R42.2million 3
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Service charges
The Dannhauser municipality only have one service charges, the Refuse removal. The budget
is based on current year’s billing and was increased by 5.4%.

Interest on Investment income

Interest on investment was underbudgeted in the current year then during the adjustment
budget it was increased to R1,2 million. This was encouraged by the interest received to date
which was the double budget amount in the mid-year review. The proposed budget for
interest has been increased from R1.2million to R1.8million.

Traffic Fines and Licenses
The following items are included in this revenue budget,
e Traffic Fines — the municipality must implement weys of enhancing revenue received
from fines
e Vehicle licenses
o Drivers and learners’ licenses
All the above licenses and fines were increased by 5.4% CPI

Other revenue
The following items are included in this revenue budget,
e Fees from the tariff policy
e Sundries
¢ VAT received
o Revenue to be received from the mines and DTI
Other revenue is expected to increase by 5.4 % in the budgeted year except for the Vat which
is kept the same.

EXPENDITURE BUDGET

Total operating expenditure for the 2023/24 financial year has been appropriated at R613,5
million. When compared to the 2020/21 Adjustment Budget, operational expenditure has
increased by 5.6% in the 2021/22 budget and 4,2% and 4,4% increases for each of the
respective outer years of the MTREF. The budget for bulk purchases to Eskom has increased
to 17,8% as announced by NERSA and the employment budget has increased by 5% as per
the MFMA Circulars 107 & 108 as the salary agreement has come to an end and a new
agreement is under consultation.

OPERATINGBUDGET
' { " Final Budget
Operating Budget 202324
Employee related costs | 50200 116
Gouncilior Allowsnces | 117752798 ‘
Genefal Expenses 1 56912693
Repairs and Maintenace |~ 16586829
Capital Budget ~ -~ - 4 74256000
Grant Expenditure and Provisioris | 42 660 000
T o 252 358 436




Expeuditure 2023/2024

Grant Expendilura
and Provistons Emplayae relaled
174 cosls

20%

% Councllior
-‘Nlowances
Capital Budget &%
29%
Genaral Expenses
22%
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Mainlenace
T%

Analysis of Expenditure

FEmployee Related Costs

The employee related cost for the municipality is determined by the Bargaining council. The
Salary and Wage Collective Agreement for this period has not been issued as yet. The
guidelines per the national treasury circular is to use the projected average CPI percentages
for 2023 of 5.4% which is according to the Reserve Bank’s Monetary Committee Statement
for January 2023. The Employee related costs were increased by the additional vacant posts
that were added in the municipal organogram that were not budgeted for previously. In
addition the increment of 5.4% was effected. The employee related cost increased from
R43million of the adjusted budget to R50million in the 2023/24 final budget.

Councilors Remuneration

Councilors remunerations are budgeted based on the Government Gazetie on the
Remunetation of Public Office Bearers Act: Determination of Upper Limits of Salaries,
Allowances and Benefits of different membets of municipal councils published annually
between December and January by the Department of Cooperative Governance, Once it has
been published adjustment to the budget will be implemented on the Adjustment budget.

General Expenses and Repairs and Maintenance

This group of expenditure comprises of general related expenditure which includes amongst
others contracted services, audit fees, subsistence & travel, municipal services, annual
insurance, financial system costs, plant hire, fuel and licenses for vehicles and others. When
compared to the 2022/23 adjusted budget this group has been increased by 5.4% except for
expenditure budgeted for fixst time, like from Planning and Development department. The
general.expenses increase from R47million of the adjusted budget to R 57million, The -
incredse is contributed by, ' ‘

- The CPI recommended increase of 5.4%

.

- The budget for the review of SDF was previously under budgeted for, including all
new expenditure that comes with the new directorate of Planning and Development

- The PPE was not budgeted in the previous financial year due to unavailability of
funds. The municipality intends to purchase PPE for the employees.

- IT support had to be increased to accommodate the technical needs of the new offices.

- Budget for training was under budgeted for in the 2022/23 financial year

The repairs and maintenance have reduced from R29 million adjusted budget in the 2022/23
financial year to R17million in the upcoming year. The decrease is mainly from the reduction
of using Plant hire.




CAPITAL EXPENDITURE BUDGET

| CAPEX FUNDING SOURCES
MIG 25 000 000,00
INEP 2346 000,00
ZINOJU 5 700000,00
INTERNAL FUNDING 41610 000,00
TOTAL 74 656 (000,00
) ) : £
]
CAPEX FUNDING SOURCES |
MiG;
25 000 000,00
39%
ENEP;
- 2 346:000,00; 3%
INTERNAL . ZINOI;
FUNDING; “_5 700 000,00 ; 8%
42.610000,00;
563%
x MIG #INEP & ZINOJY o INTERMAL FUNDING
FINAL Projected Projected
Budget Budget Budget
2023/24 FINAL CAPITAL BUDGET FUNDING 2023/24 024/25 2025/2
FURNITURE & EQUIPMENT{ TOOLS OF TRADE] [NTERNAL 1 600 000,00 4 058 000,00 1116 190,00 |
METER CONVERSION( WARD 2) INTERNAL 300:000,00 - -
TELEPHONE LINE NEW OFFICES INTERNAL 600000,00 - -
CONSTAUCTION LANDFELL CELL INTERNAL 500 000,00 . -
SPORT COMBO | WARD 7JCOUNTERFUNDING INTERNAL 1.300 00,00 - -
COMMUNITY HAELS -MIG (Ward 98:10) INTERNAL 2 500000,00 - -
MAST LIGHTS-IWARD 6,7,8,10,13} INTERNAL 1300000,00 - -
FENCING CEMENTRY -WARD 2 INTERNAL - 2500 000,00 -
ELECROMIC FILLING SYSTEM INTERNAL 250 (10,00 - -
NEW OFFICES INTEANAL 5,000 000,00 - -
ELECTRIFICATION INFILL (3,48, 12JINEP INEP 2346 000,00
COMMUNITY HALLS -|WARG 9 & 10} MIG MIG 2,500 000,00 .
AURAL ROADS- { WARD 1,3,6,7 813) MIG MIG 22 500000,00 - -
SPORT COME0 { WARD 7) ZNOI 5 700000,00 . -
URBAN ROADS -| WARD 2) INTERNAL 1000 000,60 - -
SKIP BINS INTERNAL 300 000,00 -
SLASHERS INTERNAL 150.000,00 - -
BRUSH CUTTERS INTERNAL 200000,00 - -
CLOCKING MACHINE FOR NEW OFFICES INTERNAL $00 000,00 - -
RINE ON MOWER INTERNAL 80 000,00 - -
LOWSED C {NTERMAL e 2 500 000,00
TOOLS FOR RESPONSE TEAM INTERMAL 100 000,00 - -
ELECTRIFICATION INFILL {3,4,8,12|COUNTERFUNDING INTERNAL 3 000:000,00 2000000,00
ELECTRIFICATION INEILLLS, 1) 7023/24 {1,2,6,7,9,10,13) 2024/25 INTERNAL 2000 000,00 9000 000,00 .
CHAINSAWS .. INTERNAL 30 000,00 . .
GIS PLOTA INTERNAL 400, 600,00
PARKHOMES INTERNAL - 1 2500000,00
DURNACOL SPORT CENTRE INTERNAL 2000 000,00 -
DTl PROJECTS DTI/INTERNAL]  3000000,00 - .
NEW CEMERTY INFRASTRUCTURE INTERNAL 2 500 000,00 - -
LANDFILLSITE FENCING INTERNAL 1,500 000,00 . -
URBAN ROADS[ WARD2)-UTIGATION INTERNAL 1804 000,00 -
NEW OF FICES - SYSTEMS & FURNITURE SINTERNAL 4004 DOC,00 1,500000,00
FIE ENGINE INTERNAL 2 000 000,00
TESTING GROUNG INTERNAL 3 500060,00 8500 000,00 1000 000,00
. 74 656 000,00 29558000,00 | . 2116190,00

]




Capital expenditure analysis.
e Capital expenditure projects for the 2023/24 budget is funded through MIG, INEP,
Internal Funding and mines.
o Most projects that were internally funded and budgsted for in the 2022/23 financial
year were rolled forward to this budget due to unavailability of funding during the
financial year,

ATTACHMENTS

Annexure A — Detailed Income and Expenditure Budget Schedule
Annexure B — 2023/24 Tariff of Charges

Annexure C — Budget Related Palicies

RECOMMENDATIONS

1t is recommended that:

. The council approves the Final 2023/24 Medium-term Revenue and Expenditure
Framework, tabled in accordance with the Municipal Finance Management Act,
2003 (Act 56 of 2003). '

- That the council approves the proposed tariffs of charges for the Final 2023/24
MTREF as outlined in Annexures B.

- Council approves the multi-year operating and capital projects appropriations for
the financial year 2023/24 and indicative for the two projected outer years
2024/25 and 2025/26

- That the council approved the reviewed budget related policies for the 2023/24
financial year as per Annexure C as listed below

» Customer Care, Credit Control and Debt Collection Policy,
» Property Rates Policy ;

» Tariff Policy and;

* Budget Polioy'

»  Unauthorized Irregular and Fruitless and Wasteful Expenditure
Policy;

» Indigent Policy;
» Virement Policy;
«  (Cash Management and [nvestment Policy;

» Travel & Subsistence Policy;




Travel & Subsistence Policy;

Cost Containment Policy;

Supply Chain Management Policy;
Asset Management Policy;

Loss Control Policy;

Funding Borrowing & Reserve Policy;
Long Term Financial Plan;

Debt Impairment Policy;

Overtime and Stand-by Policy
Commitment Policy

Consultant Policy

Contract Management Policy

Gift and Donation Policy
Expenditure Management Policy
Petty cash Policy

VAT Policy
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- That the Capital expenditure by project and Capital funding by source as
contained in report be approved

- That the Operating revenue by source as contained in the report and Operating
expenditure by type as contained in the report be approved

- That the draft tariffs for property rates and tariffs of services charges(Refuse
Removal) as reflected in the report be approved

. that the Final Annual Budget documentation for 2023/24 — 2025/26 as outlined in
the budget regulations be submitted to National and Provincial Treasury.

«;?J DATE: vuicivienrnnerensen

SP HLATSHWAYO
ACTING CHIEF FINANCIAL OFFICER
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S CELE
MUNICIPAL MANAGER
For Consideration.
DATE: i vvieirervsenrmise
CLLR : XM NKOSI
SPEAKER
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