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CITY OF CAPE TOWN 20599

ISIXEKO SASEKAPA
STAD KAAPSTAD

REP_DR.T To SUBCOUNCILS 1-24

(024366
1. ITEM NUMBER:
2. SUBJECT
PROPOSED AMENDMENTS TO THE 2017-2022 INTEGRATED.
DEVELOPMENT PLAN (IDP) ~ 2019/20 RELATED TO THE COUNCIL
APPROVED MID-YEAR ADJUSTMENT BUDGET.
ONDERWERP
VOORGESTELDE WYSIGINGS AAN DIE GEINTEGREERDE
ONTWIKKELINGSPLAN {GOP) VIR 2017-2022 — 2019/20 WAT VERBAND
HOU MET DIE HALFJAARLIKSE AANSUIWERINGSBEGROTING DEUR
DIE RAAD GOEDGEKEUR,
ISIHLOKO
ISIPHAKAMISO  SEZILUNGISO  ZESICWANGCISO SOPHUHLISO
NGOKUHLANGENEYO (IDP) SOWAMA-2019/20 EZINXULUMENE
NOLUNGELELWANISO LOHLAHLO-LWABIWO-MAL| LOMBINDI-NYAKA
OLUPHUNYEZWE LIBHUNGA.
[LL.SU: L2785]
3. PURPOSE
To inform Subcouncils of the public comment petiod for the proposed
amendments to the 2017-2022 IDP (2019/2020) as a result of the Mid-year
adjustment budget as approved by Council on the 29" January 2020:
4. FOR DECISION BY

Subcounils to submit comments to Council with regard to the proposed IDP
amendments according to delegation 24(2)(2) of the systems of delegations.

vt e oo emmanonnenes® . Malking progtess possible. Together.
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5. EXECUTIVE SUMMARY

The adjustment budget was tabled and approved by Council on the 29" of
January 2020. This resuited in changes in the Corporate Scorecard (C3), the
Medium term expenditure framework (MTREF) as well as the City's municipal
Entities Scorecard, which ali form part of the amendments to. the 2017-2022
IDP (2019/2020). These changes can be viewed in Annexure A1-Ad,

Legislation requires the City to review its IDP on an annual basis according to:

s An assessment of its performance measures;
» and also changing circumstances if need be.

The CS {Annexure A1) has been reviewed and amendments to the targets of
the following indicators are proposed:

o 1B Percentage of rates clearance certificates issued within 10 working
days;

¢ 1C Number of outstanding valid applications for commercial electricity

services expressed as a percentage of commercial customers;

2B Community satisfaction survey (score 1-5) — safety and security;

3A Community satisfaction survey (score 1-5) — city ~wide;

3G Number of human settlements opportunities (top structures)

3L Number of service points (toilet and tap with hand basin) provided to

backyarders;

3N Number of sites in the informal settlements;

4A Number of passenger journeys per kilometer operated (MyCiti)

4C Total humber of passenger journeys on MyCiti

5C Debt (total borrowings) to total operating revenue (NKPI)

5G Debt (total borrowings) to total operating revenue (NKPI)

a = & & °

The Entities Scorecard (Cape Town Stadium, annexure A2) proposed updates
{o the following indicators’ targets:

e 5.1 Reduction of the grant allocation from the City of Cape Town;
s 5.D Percentage spent on repairs and maintenance budget.

The Entities Scorecard, (Cape Town International Convention Centre (CTICC)
refer to annexure A3)) has been reviewed and amendments to the following
indicators' targets are proposed:

s 5.1 Operating profit; )
s 5.1 Capital Expenditure (CTICC 2 Expansion programme)
e 5.1 Net Debtors to annual income (ND) {(3)

The amendments and proposed amendments fo the 2017 -2022 IDP
(2019/2020) will be available for public comment from the 7th of February until
the end of business on the 27t of February 2020.
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The public comments together with amendments and proposed amendments
will be tabled at Council in March 2020 for consideration and approval.

8. RECOMMENDATIONS

For consideration by Subcoungil;

It is recommended that:

a} Subcouncils note the content of the report
b} Subcouncils comment and make recommendations to the Executive Mayor
together with the Mayoral committee for submissions to Council with

regards to the |DP, as.deemed nécessary.

AANBEVELINGS

Vir oorweging deur die subraad:

Daar word aanbevee! dat:
a} Subrade van die inhoud van die verslag kennis neem.
b} Subrade kommentaar cor die GOP lewer en aanbevelings doen by die

uitvoerende burgemeester tésame met die burgemeesterskomitee vir
voorlegging aan die Raad, soos nodig geag.

1. IZINDULULO

Yeyokuba iqwalaselwe liBhyngana:

Kundululwe ukuba:
a) AmaBhungana mawagwalasele okuqulathwe yingxelo.
b) AmaBhungana mawanike uluvo lawo kwaye enze izindululo

kuSodolophu weSiggeba kunye neKomiti yeSiggeba sakhe ukuze
Zingeniswe kwiBhunga malunga ne-1DP, njengoko kuyimfuneko .

2. DISCUSSION/ICONTENTS

2.1. Constitutional_and Policy Implications

Local Government. Municipal Systems Act 32 of 2000.

[August 2018]
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2.2. Legal Implications

Section 34(a) of the Local Government Municipal Systems Act 32 of
2000 requires a municipal council to review its IDP:

Jannually, in accordance with an assessment of its performance
measurements; and

iijto the extent that changing circumstances so demand,

Section 34(b) of the legislation states that a municipal council may
amend its IDP in accordance with the prescribed process.

The prescribed process for amendmg an IDF is contained in Section 3.
of the Municipal Planning and Performance Management Regulations
of 2001,

The main steps in the process can be summarized as follows:

Only a member of a municipal council may introduce a proposal for
amending the IDP

ijAny proposal amending the IDP must be accompanied by a
memorandum, setting out the reasons for the proposal.

m)The proposed amendment must be published for public comment for
a minimum period of 21 days.

An amendment to the |DP is adopted by a decision taken by a
municipal council in accordance with the rules and orders of council.

2.3. Other Services Consulted

« OQOrganisational Performance Man'agement_
= Budget
« Public Participation

ANNEXURES

Annexure A1: Proposed amendments to the 2017-2022 IDP resulting from the
2019/2020 mid-year adjustments pertaining to the Corporate
Scorecard. '

Arinexure A2: Proposed amendments to the 2017-2022 IDP resulting from the
2019/2020 mid-year adjustments pertaining to the Cape Town

_ Stadium. ) _ .

Annexure A3: Proposed amendmerits to the 2017-2022 IDP resulting from the
2018/2020 mid-year adjustments pertaining to the Cape Town
International Convention Centre..

Annexure A4: MTREF 2019/2020.
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FOR FURTHER DETAILS, CONTACT:

{ uecifle Jarissens

| ConTacT NumBERs | 021 400 9802

j| E-MAIL ADDRESS

Lucille janssens@capetown.gov.za

H DIRECTORATE

Corporate Services

2/2/8

8| FILE REF NoO

G ’
e

Comment:

_ DIRECTOR
Craig Kesson

EXECUTIYE

owe 0'3/32/2&7.
-/

Bﬁom COMPLIANT WITH THE PROVISIONS OF
COUNCIL'S DELEGATIONS, POLICIES, BY-Laws
AND ALL LEGISLATION RELATING TG THE MATTER
UNDER CONSIDERATION,

/ LEGAL COMPLIANGE
Joan-Mari Holt

[J NON-COMPLIANT

NAME %"” . //_‘g_m ' A‘ /ﬁ‘ Comment:

TEL A4 ¢0'0 2353
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Overvlew of budget assumptions applied fo the 2019/20 MTREF

Overview of budget assumptions applied to the 2019/20 MTREF
1. Infroduction

The Local Government Municipal Systems Acf, Chapter 5, Section 26, prescribes the core
components of the Integrated Development Plan (IDP). Section 28 (h) requires the inclusion of a
financia! plan, which should incliide a budget projection for at I2ast the next three years. This financial
plan aims to determine the financial affordability and -sustainability levels of the City over the medium
term..

The MBRR (Part 2; Budget-related policies of muricipalities) requires the accounting officer to ensure
that budget-related policies are prepared and submitted to. Gounci}, One of these policies relates to the
long-term financial plan, which aims to ensure that all lang-term financlal planning is based on a
_structured and consistent methodology, thereby ensuring long-term financial aﬁordahihty and
sustainability,

A municipality’s financial plan integrates the financial relationships of various.revenue and expenditure
streams to give effect fo the IDP. It provides guidance. for the development of current budgets and
assesses financial impacts on outer years’ budgets by incorporating ‘capital expendifure outcomes,
operating expenditure trends, optimal asset management plans and the consequential impact on rates,
fariffs and other service charges. The City has developed a financial model, namely the Long Term
Financial Plan (LTFP), which aims fo determine the appropriate mix of financial parameters and
assumptions within which the. City should operate to facilitate' budgets, which are affordable ‘and
sustainable for at least 10 years into the future. In addition, it identifies the consequential financial
impact of planhed capital projects on the Gity's operatingbudget.

The LTFP model is reviewed annually to determine the most affordable level at which the City can
operate optimally taking the fiscal overview, economic climate, National- and Provincial influences, IDP
and other legisiative imperatives, internal governance and community consultation inte account in its
deliberations.

The key budget assumptions of the 2019/20 MTREF include a discussion of the sources of information
used o develop assumptions for revenue and expenditure that drive the 3-year MTREF of the City
under the following headings: '

» Financial Strategic Approach;

s Financial Modelling ahd Key Planning Drivers;

« Economic outlook / external factors;

+ National and Provincial influences;

» Expenditure analysis — a three-year preview;

» Revenue analysis — a three-year preview; and

» Local Government Equitable Share and FuelLevy.
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Overview of budget sssumptions applied to-the 2019/20 MTREF
2. Financial Strategic Approach

The 2019/20 MTREF was prepared in the backend of the water crisis, which stili has arn impact on the

organisation’s operations. The financial challenges requiring attention in commencing with the LTFP

included:

o Keeping revenue parameters and tariffs at affordable levels to consumers;

s Protection of the City's revenue base;

o Impact of the amended Water Program,;

» Shrinkage in the consumer base, due to alternative energy sources and water saving initiatives by
consumers;

¢ Impact of the new salary agreement; and

o Shiinkage in government grants :and fuel levy, all the while ensuring alighment with the IDP and
affordable revenue parameters.

The budget theme for the 2019/20 MTREF was therefore a restrained MTREF,

The key challenges facing the administration and service delivery imperatives resuiting in‘identification
of -strategic priorities was the thrust of the Cify Manager's Strategic Brief to the organisation in
preparation of the 2019/20 MTREF. In addition, the Executive Mayor's Budget Brief stressed that the
budget over the MTREF must:

¢ Be a manifestation of the latest City strategies;

e Beimplementable and;

« Remain sustainable per the City's or local government mandate.

Subseguent to the tabling of the budget, the latest interim results for the year under review projects
more favourable net cash irflows than previously anticipated, mainly due to improved revenue
collection and expenditure manageraent. Based on these projectioris_, scope exists for further
allocations to the 2019/20 operating budget of R800 million for once-off allocations and R240 milifon
for permanent allocations.

" In addition, the barrowing requirement over the MTREF period was reduced from R2.5 billion in
2019/20t0 R1.1 billion and from RS billion in the outer years to R3 billion réspectively.

2.1.  Financial Modelling and Key Planning Drivers

The principles applied to the MTREF in determining and maintaining a sustainable financial plan
included:
« Siaff-and vacancies:
o. budgeting at 95% of employee ¢osts
o adifferentiated per cent budget approach on vacancies;
+ Lower lpan take-up based on proposed capital plan and current cash position;
+ Increased equitable share allocation to the Water & Sanitation department (R200. miflion) to keep
its revenue increases lower;
» Noincreases on overlime provision except for labour intensive directorates where higher than

inflation increases ate applied;
4
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‘Overviow of budget assumptions applied to the 2018/20 MTREF

» Repairs and maintenance growth based on previous year's aciual expenditure, service delivery
needs and efficiencies identified; '

= A 100% capital expendifure implementation rate;

« Credible collection rates based on collection achievements to date and incorporating improved
success anticipated in selected revenue items; and '

« Natiorial- and Provincial allocations as per the 2019 DoRA, 2019 Provincial Government Gazette
_and further amendments thereto.

2.2. Economic outlook/ external factors:

The preparation of the LTFP and the drafting of the MTREF commenced with a macro-environmental
scan of the economy as one of its determinants. The factors taken into consideration included the CP,
interest rates, exchange rates, service growth and GDP, which is briefly discussed below.

The economy recovered from @ technical recession in the first half of 2018 but growth still remained
subdued and ended the fourth quarter at 1.4%. According to National Treasury, growih is expected to
reach 1.5% in 2019 and improving to 2.1% in 2021 due to, infer alia, business and consumer
confidenice improvements. Emerging risks to the growth outicok still exists, which includes the
‘electricity supply shortages, national elections and volatility in the international markets.

Major influences to the ofl price are the Brent Crude oil price and the Rand/Dollar exchange rate. In
recent months Brent Crude oil price increased to levels of R64.00/$ per barrel. The main reasons for
the increase were as a.result of the contraction in oil supply by global suppliers and US sanctions on
various countries. The cost of Brent crude oil is expected to average R67.2/US$ over the next 3 years.
BER further forecasts the Rand to end 2019 at an average of R14.22/$ and 2021 at R14.44/$.

Inflation averaged 4.7% for 2018, which was mainly due to intemational developments, such as
declined international oil prices and favourable exchange rates during that period. Inflafion outlook
fluctuated over the last few manths due to various influences. The City's CPI forecast was based an
BER projection during the budget planning phase. In addition, due to the actual CPI for 2017118 being
lower than the budgeted amount, the City reduced the projected CP! for 2019/20. The City's CP
forecast, ih munlcipal financial years, is therefore 4.14% for 2019/20 and 5.05% for the two outer
Years.

2.3.  National and Provincial influgnces

a) National Treasury MFMA Circular No. 93, issued in December 2018
The purpose of this annual budget circular is. to guide municipalities with the compilation of the
2019720 MTREF, in particular to ensure that funded budgets are adopted by municipal councils.

The objectives of the circular are to, amongst other, démonstrate how municipalities should undertake
annual budget preparation in accordance with the budgst and financial reform agenda and associated
“game changers”. Key themes from this clrcu lar inciude the foliowing:

. economic and fiscal choices confronting government over the next several years;
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macro-economic. forecasts to be considered when preparing the 2019/20 MTREF municipal
budgets,

Changes fo local government allocations;

The . equitable. share and the allocation of the general fuel levy to local government constitute
unconditional fundmg, municipalities were reminded that this funding allocation is formula driven
and designed o fund the provision of free hasic services to disadvantaged communities;
Conditional grant funding must be ufilised for the intended purpose within the stipulated
timeframes, as specified in the annual DoRB. Monies not spent must be returned to the fiscus and
requests for roll-overs will only be considered where. unforeseen and unavoidable circumstances:
led to underspending of conditional grants;

'Reforms to local government fiscal framework;

Version 6.3 of the mSCOA chart is effective from 2019/20 ard must be used to compile the.
2019120 MTREF;

Municipalities must comply with Section 18 of the MFMA and ensure that they fund their 2019/20
MTREF budgets from realistically anticipated revenues o be collected;

‘The importance of compating the valuation roll data to that of the billing system to ensure that

revenue.anticipated from property rates are realistic;

“The need for municipalities to examine the ‘cost structure of providing electricity services and to

apply to NERSA for electricity tariff increases that reflect the total cost of providing the service so

that they work towards achieving fully cost-reflective tariffs that will help them achieve financial

sustainability;

Water service to.improve demand mahagement, infrastructure maintenance, loss managenient,

meter reading and tariff sefting;

Municipalities to consider the followirnig when compiling their 2019/20 MTREF budgets:

*  improving the effectiveness of revenue management processes and procedures;

*  paying-special aftention to cost containment measures by, amongst other things, controliing:
unnecessary spending on nice-to-have ifems and non-essential activities as highlighted In
MFMA Circular No. 82;

«  ensuring value for moriey through the pracurement process;

- the affordability of providing free basic services to-all households; and.

«  curbing consumption of water and electricity by indigents to ensure that they do not exceed
their allocation.

b} National Treasury MFMA Circular No. 94, issued in March 2019
This is a foliow-up to MFMA Circular No. 93 with the key facus being grant aflocations per the 2019

Budget Review and the 2018 DoRB,

In addition to the previous circular the following main guidelines were provided:

Reviewed macro-economic forecasts was provided;

Allocations included in the budget must correspond to the allocations listed in the DoRB,

Changes to allocations;

Barrowing proceeds to.be used to fund current and future capital expenditure, i.e. long-term debt-
may not be incuirred to replenish internally generated funds, which were spent in prior fi nancial
years; and;

impact of VAT on tariffs,
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3. Expenditure analysis ~ a three-year preview

The preparation of the 2019/20 operating expenditure budget built on the approach adopted in the
201819 budget. interventions. introduced in 2018/19 fo feduce expenditure, such as budget
reprioritisation, budget cuts, differentiated budgeting and budgeting for salaries at 95% were all
continued with in the 2018/20 MTREF, Additional interventions introduiced this year include budgeting
for certain intemal cost at 95% (based on past performance) and partially budgeting for vacancies.
This allowed for funding to be redirected to areas giving effect to the City's stiategies, further
investment in the sustainable provision of water and keeping Rates and Tariff increases at lower
levels.

3.1.  General Inflation outiook and its impact on municipal activities

The City continued with the differentiated approach adopted in previous years in the compifation of this
- year's budget. Inflation was therefore not the only.or primary driver.

In assessing previous years’ CP! outcomes against City projections, it was identified that the actuai
CPI for 2017118 compared to the City's projection was lower. To correct this overstatement in the
previous year the proposed 2019/20 CP| was reduced by 1%. CP| applied over the 2019/20 MTREF is
therefore 4.14% for 2019/20 and 5.05% for the two outer years.

The City's proposed CPl projections for the 2019/20 MTREF are within the South Affican Reserve
Bank's (SARB) inflation target range of between 3% and 6%. In terms of MFMA Circular No. 94, NT's
CPI projection is-5.2% for 2019/20 and 5.4% for the two outer years. The City's CPI projection over the
MTREF is therefore lower than the proposed NT CPi projections.

3.2,  Contracted Services, Overtime and Operational Cost

This year's budget theme isa restrained MTREF and echoes the interventions implemented last year.
Cost containment and efficlencies was the key drivers to this year's budgeting approach. It consisted
of a combination of zerd based and a differentiated budgeting approach, which was Implemented
based on the nature of expenditure and the previous year's expenditure performance.

This approach included reducing/increasing the base and applying differentiated parameters based on
performance and needs io elements that forms part of contracted services, overtime and other
operational cost expenditure types. Budget reprioritisation was also affected to ensure the. budg_'et is
kept relevant to the City's strategies. '

Cost containment measures as per MFMA Circular No. 82 also continued to be implemented to ensure
that value for maney is achieved and the resources of the municipality are used effectively, efficiently
and ecanontically.
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3.3. interest rates for borrowing and investment of funds
The City’s investments are done in terms of the Cash Management and Investment policy, which aims
to secuire sound and sustainable management of the C'it_y‘s: surplus cash and investments. An average
investment interest rate of 7% is forecast over the 2019/20 MTREF.
3.4. Collection rate for Property Rates and Service charges

Table Collection Rates

Services Base Budget ' Budget_ Year Bu_dg‘gt Year ™ Bu___ﬁget __Ye'ar' +2
2018/19 2019/20 2020121 2021722
Rates 96.0% 86.0%. 96.0% 95.0%
Electricity 98.0% 98.0% 98.0% 98.0%
Water 70, 7% 89.0% 82.0%- 82.0%
“Sanltation 86.0% ' 90.0% 95.0% 95.0%
Refuse 93.0% 93.0% 93.0% 93.0%

While the Rates collection rate is expected to average 96% over the MTREF, it is expecied to be
potentiaily impacted on by the higher service charges increases over the MTREF.,

The Electricity collection rate remains at 98% over the MTREF. This is mainly attributed to the
contihuous role out of prepayment meters and revenue protection initiatives.

The Water and Sanitation coliection rate shows an increase, which is predominantly as a result of a
change in the manner in which indigent-debtors are transacted, the 1mproved 2018/19 outcome, debt
management initiatives and the improved year to date outcome. The projected collection rate for
Water is 89% and Sanitation is 90% for 2019/20.

The projected Refuse collection rate remains constant at 93% for the MTREF. This is due to ongaing
debt management initiatives irplemented.

3.5. Salayy increases
In 2018, a new three-year Salary & Wage collective -agreement was entered into. The term of this
agreement covers the municipal financial years 2018/19 to 2020/21. In the absence of an agreement

for the last year of the MTREF the principle applied for 2019/20 was assumed for 2021/22,

In tems. of the agreement, the salary and wage increases per municipal financlal year are o be
calculated as follows:



Annaxure Ad
Ovorviaw of budget assumptions applied fo tho 2019/20 MTREF

= 2019/20: CPI percentage for 2019 as projected by January 2018 MPC plus 1.5%; and
s 2020/21: CPl percentage for 2020 as. projected by January 2020 MPC plus 1.25%.

Furthermore, the agreement states that if in any of these years the average CPI percentage is less
than 5%, the average CPIl will be deemed to be 5%, and in the event that the average CPl is above
10% the average CPI ‘will be deemed to be 10%.

The CPI projected by the January 2019 MPC Statement was. 4.8% for 2019. Based on this, the salary
provision for the 2019/20 financial year was 5% pius 1.5%. A further prows:on of 2% was made for
incremenial allowarices to cater for performarnce- and other notch increases.

The salary increases inciuded in the budget are grapﬁicaﬂy-shown_ below,

2.00%
T.00% | m—a i —
= 6.00% : _
T -
o 5.00%. — e TR g e
E 4.00%
K 3.00%
2.00%
1.00%
0.00% Base Budget Budgef _Y'ea_r Budget Year 1 Budget Year +2
201819 2019720 2020521 2021722
s Solary Incraases 7.10%- 8.50% - 6.65% 6.60%
=~ GCT's CPI projaction|  5.50% 4.14% 5.05% 505%

Figure 1 Correlation between the Clty's CPl and the salary increase over the MTREF

In addition to the above increases, thie City continued with the method of budgeting for salaries at 95%
as introduced in 2018/19, due to previous years' outcomes showing a recurring under performance.
The salary budget was further discounted by only partially budgeting for vacancies.

This approach was adopted as the turnaround tifme of -vacancles has attributed mostly to the
uriderperformance onthe salaries budget.

3.6. Ensuring maintenance of existing assets

The differentiated approach introduced in previous years was again applied to expenditure accounts
relating to Repairs. and Maintenance for- the 2019/20 WTREF. The approach considered previous
year's performance, service delivery needs, efficiencies and the nature of the function that individual
services provide. The following varying parameters were applied:
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- CPI increase to services, which although their main function is not providing repairs and.
maintenance, the nature of their business and facilities requires a proper maintenance provision;

- CPI + 1% increase. for services where the nature of their business is primarily to provide repairs
and maintenance and where health of assets must be secured; and

- No increase for services that is supportive in nature.

NT Circular No. 55 and NT Circular No. 70 set the ratio of operational repairs and maintenance to
asset value (write down value of the municipality's property, plant and equrpment (PPE)} at 8%. The
City averages 7.9% over the 2019/20 MTREF. The lower ratic outcome is as a result of the
reprioritisation of the budget and the accelerated capital investment in new water supply initiatives.
This new capital investment will not require immediate repairs and maintenance.

3.7.  Operational financing for capital

a) Pepreciation

Calculation of dépreciation on new capital expenditure is based on variables such as asset class and
lifespan, depending on the nature of the asset. An.annual capital expenditure implementation rate of
100% was assumed. Depreciation of existing assets is calculated based on simulated SAP data that
reflect actual vaiues per annum. Assets under construction (AUC) are calculated based on asset class
lifespan and projected capitafisation dates.

b) Credit rating outiook and borrowing

The City needs a credit rating to demonstrate its ability to meet its short- and long-term finanicial
obligations. Potential lenders also use it to assess the City's credit risk, which in turn affects the pricing
of any subsequent loans taken. Factors used to evaluate the creditworthiness of municipalities include
the economy, debt, finances, politics, management and institutional framework,

On 19 March 2019, Moody's Investors Service provided an update to the City's credit opinion. The
City's global and national scale ratings were confirmed with the outlaok. changed to stable from
negative,

The Gity's national scale rating is currently Aaa.za/P-1.za, which reflects the City's credit profile of
strong financial performance characterised by consistent annual operating surplus, prudent financial
management, low debt, a diverse economic profile and strong liquidity. The City's credit profile is
constrained by Cape Town's capital spending pressure as a result of water shortage because of
drought, infrastructure backlogs and population growth. The City's known ratings over the last period
were as follows:
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Table 2 Credit rating outiook

Current Rating -zzfi:\;:;;?zss
Category Currency | 1oMarch 2018 ) oo ing action | | ovous Rating
A Update following A . 201810215
changa in outiook on sovereign
rating
Cutipok - Stable Negative Giobal rating under
review
NSR {ssuer Raling Rand. Aan.za Aga,za Aaa.za
NSR ST Issuer Rating Rand P-1.za. P-1.za _ P-1.za
NSR Senfor Unsecured |Rand |Aad.za Ana.za Aas.zn

o Stable Outlook - reflects that a credit rating assigned to an issuer is unlikely to change;

» Negative Outlook - reflects that a credit rating assigned to an issuer which may be lowered;

o Rating under Review - a review indicates that a rating is under-consideration for a change in the
néar term; )

o NSR Issuer Rating — Aaa.zd - |ssuers or Issues rated Aaa.za demonstrate the strongest
creditworthiness refative to other domestic issuers;

e NSR ST Issuer Rating — P-1.za — Issuers- (or supporting institutions) rated Prime-1 have the
strongest ability to répay shori-term seriior Unsecured debt obligations relative to other domestic
issuers; and

e NBSR Senior Unsecured — Aaa.za - Issuers or issues rated Aaa.za demonstrate the strongest
creditwoithiness relative to other domestic issuers.

The City's borrowing is done in terms of Chapter & of the MFMA as well as the City's Borrowing Policy,
in terms of which a long-term loan will only be entered into if it's affordable and susiainable. The City's
loan requirements are determined by the capital investrhent requiremenit (excl. Transfers:Recognised:
Capital) and the projected cash.position. The City primarily borrows against future revenue generating
assets,

It is projected that the City will have a favourable cash position thus reducing the bofrowing
requirement as opposed to the capital requirement.

The below table refiects the borrowing and interest rate over the MTREF.

R Thousand 3019720 2020021 7021/22
Borrowing 1,001,580 3,000,000 3,000,000
Borrowing Interest Rate . BA% 11.0% 11.0%

10
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4. Revenue analysis — a three-year preview
41. Growth

c} Property Rates

A Rates growth of 1% is projected for 2019/20, due to the results of the 2018 General Valuations (GV)
to be implemented in 2018/20. The outer years is expected fo grow by 0,5% annually. This position wilt
be reviewed depending on the GV objection process.

d) Electricity _ _
Shrinkage in sales revenue for Electricity of 1.5% is projected for 2019/20 and 2.5% for the two outer
years. This shrinkage is due to continued energy saving and efficiency plans introduced by consumers
resulting in reduced consumpfion and declining revenue sales.

e) Water and Sanltation

Zero (base) growth is projected for Water and Sanitation over the MTREF, due to consumer behaviour
‘uncertainty. This position will be reviewed in future years when more information/data is available and
consumption levels have stabilised. It is viewed to be prudent for the new base to be established
before making future projections.

f} Refuse
Thé average revenue growth over the last 3 years shows that-a 2% growth for Refuse is sustainable
over the 2019/20 MTREF. The growth is driven by the growth in the requirement for this service.

4.2.  Major tariffs and charges: Rates and Trading services

MFMA Circutar No. 93 states that” National Treasury encourages municipalities to maintain tariff
increases at levels that reflect an appropriate balance between the affordability to poorer households
and other custormers while ensuring the financial sustainability of the municipality.

The Consumer Price index (CPI) inflation is forecasted to be within the upper limit of the 3 to 6 per
cent target band; therefore, municipalities are required to justify all increases in excess of the
projected inflation target for 2019/20 in their budget narratives, and pay careful attention to the
differential incidence of tariff increases across all consumer groups. In addition, municipalities shouid
include details of their revenue growth assumptions for the differerit service charges in the budget
harrative.”

Considering the above and to ensure future financial sustainability, the following revenue increases
are applied for 2019/20 MTREF,

1"
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25.00%
20.00% 2 1H
15,00% : 1
= 10.00% . s it
g P . o
& 5.00% - Sl
8 : s i g
8 0.00% it = : i -
P Base Budget Budget Year Budget Year +1 Biidget Year +2
& 2018/19 2019/20: 2020/21 2021422
= Property Rates 6.50% 4.00% 5.00% 5.00%
seai: Electricity 8,14% 8.88% 11.25% 10.77%
EHTH Water 19.90% 9.00% 15.00% 19.80%
s Sanitation 19.90% 8.00% 15.00% 19.80%
@i Refuse 5.70% 5.00% 6.00% 6.00%
~——City's CP! projection 5.50% 4,14% 5.05% 5.05%

Figure 2 Revenue parameters for the MTREF period

@) Property Rates

The revenue parameter for Properly Rates over the 2019/20 MTREF is at levels below the upper limit
of the inflation target range. The low.increase was as a result of various corporate initiatives proposed
to reduce cost and reprioritise budgets.

h) Electricity

According to MFMA Circular No. €3, municipalities are urged to examine the cost structure of
providing electricity services and to apply to NERSA for electricity tariff increases that reflect the total
cost of providing the. service so that they work towards achieving fully cost-reflective tariffs that will
help them achieve financial sustainability.

On 7 March 2019, NERSA provided a décision on Eskom’s Regulatory Clearing Account application
for year 5 (2017/18) of the third multi-year price determination and Eskom’s. fourth Multi-Year Price
Determination (MYPD) for the period of 2019/20 to 2021/22. The approved allowable revenue by
NERSA resulted in an average annual percentage price increase of 9.41%, 8.10% and 5.22%,
respectively for the period 2019/20 to 2022/23, to Eskom.

This franslated in an estimated Eskam increase to‘mun'lci'pal'ities of 15.63% for 2019/20 and 10% for
the two outer years. This increase influences the bulk purchases cost and therefore the Electricity
revenue increase requirement. The business of the electricity service is the purchasing and
redistribution of électricity; thus bulk purchases is. a major influencing factor in determining the
revenue increase, Bulk purchases averages 65.5% of the department's total expenditure budget.

"z
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Due to the implementation of corporate cost savings measures the revenue increase for electricity was
kept at levels lower than the projected Eskom increase for 2019/20. The elecfricity average revenue
increase projected over the 2019/20 MTREF is 8.88%, 11.25% and 10.77%, respectively.

The hlgher than CPI increase is as a result of the bulk purchases cost, declining electricity sales,
business enhancement initiatives, investment in new infrastructure and other higher than CPI cost.

1) Water and Sanitation | _
MFMA Circular N93 states that “Municipalities must ensure that the fariffs charged are able fo cover
for thie cost of bulk purchases, ongoing operations as well as provision for future Infrastructure.”

In this regard the average revenue increases for water and sanitation is projected at 9% for 2019/20,
and 15% and 19.8 % for the two outer years of the MTREF respectively. No increase to fixed basic
charge s proposed for the 2019/20 financlal year:

The higher than CPI increase proposed for water and sanitation is due to various factors, which

include the following:

« Expenditure requirements for the New Programme to ensure sustainable and resilient provision of
water. Inifiatives include the further investment in underground extraction from aquifers and cost of
temporary desalination plants; '

s Water demand management initiatives to limit the abuse of water;

s The continued investinent in asset replacement programmes to ensure proper asset management
and in the repairs and maintehance programme;

« Ensuring and maintaining required standard compliance; and

» Supplying water and sanitation at appropriate compliance, capacity, skills, service delivery and
responsiveness levels. '

j) Refuse
Solid Waste consists of 3 services of which two are tariff- funded and one funded by Property Rates.
The tariffi-funded services consist of Refuse and Disposal

Refuse is the revenue. received for the removal of waste from residential and non-residential
properties. The refuse average increase is 5.00% for 2019/20 and 6.00% for the two outer years. The
average increase will allow, inter -alia, the service to comply with the National Environment
Management Waste Act (NEMWA) waste minimisation requirements by increasing the removal of
recycling at the source and upgradiing the solid waste drop off facilities and. depots:

Disposal is the revenue received for the disposal of waste from residential and non-residential
properties. The disposal average increase for 2019/20 is 5.00%, the increases for the two outer years
are 11.50% and 13.50% respectively, This increase is required for the continued operational
requirement of the service and far the capitat investment on new, replacement and renewed assets.

The capital irvestment includes the introduction of mini recovery facilities, development of landfill
infrastructure, development and upgrading of transfer stations and plant replacement.

13
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k) Housing rental (Council rental properties)

The monthly rental charge for the City's housing rental properties is based on a rate per square meter
applied to the size of the unit being rented coupled with a set of premiums/deductions based on the
location, maintenance fevel, facilities et al of the specific property for which the rent is charged.

‘Through addressing the economic challenges faced by many poorer communities. residing. in,
particularly, the City's rental stock, the average total monthly rental charge percentage increase.
associated with the City’s rental properties has been retained at an affordable level and is based on.an
annual increase of 4.73% (where the unit has a separate water meter). or 8.36% (for those units which
include water in the rental charge) for 2019/20.

The annual rental charge percentage ihcrease, acknowledging the ongoing multi-year implications of
inflation on the costs associated with the management of rental properties including, inter alia,
maintenance of the properties, administrative costs etc., is not directly aligned to the full economic cost
of operating the rental units and operates on a City subsidised basis for the-financial differential
between the economic cost recovery based rental (CP1 linked) and the actual amount charged.

Tenants who were in occupation of the City's rental properties in 2007 receive 4 subsidy of 20% of the
rental charge being the final portion of the phase out program, which was not fully implemented by the
City to facilitate affordability of long standing tenants. This key initiative, reflected within the City's
Credit Control and Debt Collection Palicy, supports affordable rentals to many poor communities and
‘supports the City's initiatives in terms of its housing debt collection drives whilst supporting the City's
housing debtor book that it does not unduly increase due to, potentially, unreachable. charges.

The proposed 2019/20 housing rental charge is in line with previous annual rental increases and is
again aimed. at ensuring affordability for the City's poorer communities, The rental rate {per square
meter per month) is R10.88 {(where the unit has a separate water meter) or a rental charge (including
‘water charge where applicable) of R18.28 per square meter per month.

The City's housing premiums and deductions charge structure addressing the variations in the City's
diverse rental properties remains as foliows:

¥ Discounts on account
» Qutside toilet (R20 per month)
« External Water (R30 per month)
* No ceiling (R15 per month)

» Premiums on account
s Saleable unit (R4,50 per month)
o Well maintained (RS per month)
» Local ehvironment (R3,50 per month)
o Welllocated (R5 per month)
s Hot water cylinder (R4 per month)

14
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4.3. Capital funding

The capital budget was prepared considering very strict assessment criteria fo ensure mainly the
ability fo implement the capital budget. in this regard the "Brick Wall” approach was adopted where
screening and reviewing of projects took place for procurement and Implementation readiness,
tachnical and financial feasibility and strategic alignment. This process culminated in the proposal of
the following capital budgst over the 2019/20 MTREF.

Table 3 Capital Budget over MTREF

Funded by: Budget Year Budget Year+1 Budget Year +2
' 2019/20 2020/21 2021/22
R' 600 R 000 R' 000
Transters recognised - capital 2,617,108 3,100,527 3,665,514
Borowing ' 1,081,580 3,000,000 3,000,000
_Internally generated funds 4,171,062 2,806,816 2,862,583
Total 7,879,749 8,507,343 9,528,097

5. 2019 Divislon of Revenue Act (DoRA} and Fuel Levy
54. Equitable Share

In terms of section 227 of the Constitufion, local government is entiled to an equitable share: of

nationatly raised revenue to enable it to provide basic services and perform its allocated functions, The

local government equitable share is an unconditional transfer that supplements the revenue that

municipalities can raise themselves (including revenue raised through property rates and service
. charges).

201 9_!20'- R2 816_ milion:
2020/21 = R3 081 million
2021/22 ~ R3 378 million
5.2, Sharing of the Fuel Levy

The general Fuel Levy is legislated by the Taxation Laws Amendment Act (Act 17 of 2009), which
provides that each metropolitan’s share should be annaunced in the government gazette:

The Fue! Levy allocatiori for 2019/20 was based on the 2017 fue! volummie sales. Allocations for year 2
and 3.of the MTREF period is indicative, the actual allocations wil! be based on fue! sales.

15
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The following amounts were allocated to the City, as per the 2019/20 allocation letter, was included in
the City's 3-year budget

2019/20.— R2 571 miillion

2020/21 — R2 665 million

2021122 —R2 805 million

6. WMialor parameters

The following table summarises the major parameters ap_plied to the 2019/20 MTREF Budget:

Table 4 Summary of parameters applled to Operating Budget

Budget Year | Budget Year +1 |Budget Year +2
2019/20 2020/21 2021122

CPI 318% | 6.06% 5.05%

COLLECTION RATES -

Rales T 96.00% 8600% |  95.00% _

Electricity N | 88.00% 98.00% | 98.00%

Water 1 TBeob% | Ts260% | TU82.00%

Sanifaion | e000% | 9500% | 95.00%

Refuge e e N T R X1 . 03.00%

REVENUE PARAMETERS

Rates . gt e e . 400% 500%  |. . 5.00%

Blectralty T | e | 0%

Water TG 0% 15.00% | ig.80%

Sanitation T T g 0% 15:008% 1T E0% |

Refuse o T 5.00%. 6.00% |  B.00% |

Disposal ) "5.00% CU11.50% TUERGE, T

GROWTH PARAMETERS !

Rates = ... - 0% | 0.50% 0.50%

Electricity o [ 1 2.50%

Water T 0% ] 0.00% 0.00%

Sanitation o D D CR00%

Refuse: T o 12 60% TT2.00% "72.00%

|EXPENDITURE PARANETERS:

Salaryificrease _ 1 e
‘Salary increase- (SALGBCAgreement) T B50% 6.65% [ a80%
Incrementprovsion T 200 1 200% i 200%

Operational cost T i eniatad | Difterentiated | Bifferentisted.

Repairs B Malntenance T ignaniited | Bierentiated | Difierentiated
inferest paid T B X O N2 X
Interest on investment ) ] | 700% T 00% TR ee% T

Other; ' : I

Capital Bomowing expenditure ' | R1,092bn " T R3.000br | R3.000bn

Equitable Share Allocafion e R2Bt6bn | RAEEIGN | RE378EN

Fuel lewy ' B RZ.571bn ~ R2.665bn “R2.805bn

%




