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	Disclaimer: This Long-Term Plan is exclusively applicable to the Municipality and does not include the information pertaining to the Economic Development Agency, which is excluded. 

	
	

	1.
	PURPOSE AND OBJECTIVE

	
	

	1.1
	The purpose of this Long-term Financial Plan is, inter alia to outline a comprehensive, multi-year financial plan with the objective to ensure long-term financial sustainability and to limit risks on all levels.

	
	

	1.2
	The Long-term Financial Plan is essential to ensure that Central Karoo District Municipality could continuously implement and execute its constitutional competencies and mandate effectively, without the risk of impairment to its capital base.

	
	

	1.3
	Furthermore, the Long-term Financial Plan must also serve the purpose to assist and inform the municipality to compile effective and accurate future budgets to empower the municipality to meet the increasing demand to deliver reliable services.

	
	

	2.
	INTRODUCTION

	
	

	2.1
	Municipalities are confronted with massive challenges to deliver sustainable and effective services.

	
	

	2.2
	Municipalities are constrained to limited revenue resources and they are becoming increasingly depended on Government subsidies to balance their budgets.

	
	

	2.3
	Municipal expenditures are relatively more inflation sensitive than other sectors in the economy due to the nature of services that municipalities must deliver.

	
	

	2.4
	[bookmark: _Hlk515022022]However, Councils have a constitutional responsibility to manage the affairs of the municipalities to not only serve the wellbeing of the present communities, but also those of future generations. Very responsible and thoughtful financial planning must be done and put into practice to secure future service delivery and to ensure that municipalities remain going concerns.

	2.5
	The municipality does not render essential basic services which involve an expensive investment in services delivery infrastructure. However, it’s still very important to remain a going concern.

	
	

	2.6
	The municipality must remain in a position to maintain the roads infrastructure in the area under its jurisdiction. The maintenance of the roads infrastructure is essential for economic stability and growth.

	
	

	2.7
	In addition, the municipality must meet its responsibilities in terms of the Local Government: Municipal Structures Act, 117 of 1998 (the Structures Act) relating to Health, Fire and Local Economic Development to the community as well.

	
	

	2.8
	Progressive demands in this regard for the medium to longer term is inevitable and for this very reason the municipality must carefully accumulate cash reserves and or determine alternative funds to replace assets if and when needed. Comprehensive maintenance plans must be implemented to extend the useful lives of its assets.

	
	

	2.9
	To achieve all this, Council has to formulate a transparent, attainable, but most important, an affordable long-term plan and strategy. In addition, the plan must be put in practice in order to plan in advance for future demands. A balance must be reached between providing high quality services versus the availability of funding.

	
	

	2.10
	Council has compiled a long-term financial plan encompassing the next 10 years thus ensuring the identification of financial risks, revenue streams and future operational and capital expenditure responsibilities. An approximate determination of the future dependency on Government grands and external borrowing was also done.

	
	

	3.
	ROLES AND RESPONSIBILITIES

	
	

	
	The Municipality has a constitutional obligation to structure and manage its administration and budgeting and planning processes to give priority to the functions allocated to it in terms of section 156 of the Constitution being:

	
	

	
	· 
	democratic and accountable government for the local community;

	
	· 
	the provision of services to community in a sustainable manner;

	
	· 
	promote social and economic development;

	
	· 
	promote a safe and healthy environment;

	
	· 
	encourage the involvement of communities and community organisations in the matters of local government.

	
	
	

	
	Various role players must collaborate and embark on strategies to successfully achieve long term financial viability for the municipality. These role players are, amongst others, the Council, the Mayor and the Municipal Manager.

	
	
	

	3.1
	The Council:

	
	

	3.1.1
	It is the duty of the Council to make bylaws, set the municipality’s overall strategic direction and approve budgets, policies and plans aimed at achieving that direction. Part of their role is to ensure that the views and needs of the community is placed first when making decisions.

	
	

	3.2
	The Mayor:

	
	

	3.2.1
	The mayor of a municipality must—

	
	

	
	· 
	provide general political guidance over the budget process and the priorities that must guide the preparation of a budget;

	
	· 
	co-ordinate the annual revision of the integrated development plan and the preparation of the annual budget, and determine how the integrated development plan is to be taken into account or revised for the purposes of the budget;

	
	· 
	promote sound financial management.

	
	

	3.3
	The Municipal Manager:

	
	

	3.3.1
	As the accounting officer of the municipality the Municipal Manager must—

	
	

	
	· 
	act in the best interests of the municipality in managing its financial affairs;

	
	· 
	disclose material facts which are available which might influence the decisions or actions of the council or the mayor;

	
	· 
	managing the financial administration of the municipality and must ensure that the resources of the municipality are used effectively, efficiently and economically.

	
	

	4.
	LONG-TERM FINANCIAL PLANNING: WHAT AND WHY?

	
	

	4.1
	A financial plan is a tool to assist and inform the budget process, it does not replace the budget.
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FIGURE 1: PLANNING PHASES






	4.2
	Financial planning uses forecasts to provide insight into future financial capacity so that strategies can be developed to achieve long-term sustainability in light of service objectives and financial challenges.

	
	

	4.3
	Long-term financial planning combines financial forecasting with strategizing. It is a highly collaborative process that considers future scenarios and helps to navigate challenges. Long-term financial planning works best as part of an overall strategic plan.

	
	

	4.4
	Financial forecasting is the process of projecting revenues and expenditures over a long-term period, using assumptions about economic conditions, future spending scenarios, and other variables.

	
	

	4.5
	Long-term financial planning is the process of aligning financial capacity with long-term service objectives.

	
	

	4.6
	A comprehensive long-term financial plan stimulates discussion and engenders a long-range perspective for decision makers. It can be used as a tool to prevent financial challenges; it stimulates long-term and strategic thinking; it can give consensus on long-term financial direction; and it is useful for communications with internal and external stakeholders.

	
	

	5.
	WHAT SHOULD BE INCLUDED IN A LONG-TERM FINANCIAL PLAN

	
	

	5.1
	Time Horizon:

	
	

	
	A plan should encompass at least five to ten years into the future.  The municipality may elect to extend their planning horizon further if conditions warrant.

	
	

	5.2
	Scope:

	
	

	
	A plan should consider all appropriated funds, but especially those funds that are used to account for the issues of top concern.

	
	

	
	

	5.3
	Frequency:

	
	

	
	The municipality should update long-term planning activities as needed in order to provide direction to the budget process, though not every element of the long-range plan must be repeated.

	
	

	5.4
	Content:

	
	

	
	A plan should include an analysis of the financial environment, revenue and expenditure forecasts, debt position and affordability analysis and strategies for achieving and maintaining financial balance.

	
	

	5.5
	Visibility:

	
	

	
	The public and officials should be able to easily learn about the long-term financial prospects of the municipality and strategies for financial balance. Hence, the municipality should devise an effective means for communicating this information, through either separate plan documents or by integrating it with existing communication devices.

	
	

	6.
	LONG-TERM FINANCIAL PLAN PHASES

	
	

	
	The following diagram (figure 2) highlights the various long-term financial planning phases:
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	6.1
	Mobilization Phase:

	
	

	
	The mobilization phase prepares the organization for long-term planning by creating consensus on what the purpose and results of the planning process should be.

	
	

	
	

	6.2
	Analysis Phase:

	
	

	
	The analysis phase is designed to produce information that supports planning and strategizing. The analysis phase includes the projections and financial analysis commonly associated with long-term financial planning. The analysis phase involves information gathering and trend projections.

	
	

	6.3
	Decision Phase:

	
	

	
	After the analysis phase is completed, the municipality must decide how to use the information provided. Key to the decision phase is a highly participative process that involves officials, staff and the public. The decision phase also includes a culminating event where the stakeholders can assess the planning process to evaluate whether the purposes for the plan described in the mobilization phase were fulfilled and where a sense of closure and accomplishment can be generated. Finally, the decision phase should address the processes for executing the plan to ensure tangible results are realized.

	
	

	6.4
	Execution Phase:

	
	

	
	After the plan is officially adopted, strategies must be put into action (e.g. funding required in achieving goals). The execution phase is where the strategies become operational through the budget, financial performance measures and action plans. Regular monitoring should be part of this phase.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	7.
	METHODOLOGY FOLLOWED COMPILING THE LONG-TERM FINANCIAL PLAN

	
	

	7.1
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	7.2
	Information was gathered from the following documents:

	
	

	
	· 
	Audited Annual Financial Statements for the year ended 30 June 2017;

	
	· 
	Medium Term Revenue and Expenditure Framework for 2017/18;

	
	· 
	Integrated Development Plan as approved by Council in May 2017;

	
	· 
	The asset register of the municipality.

	
	

	7.3
	The asset register of the municipality has been analysed in an attempt to determine future asset replacement costs and maintenance requirements. The IDP and relevant documents were reviewed to identify material matters with a financial impact and determine the future capital investment requirements of the municipality.

	
	

	7.4
	The cash need of the municipality was weighted against the revenues it can expect to generate and the information was modelled in an attempt to determine the affordability of future capital expenses.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	8.
	LONG-TERM FINANCIAL PLAN FRAMEWORK

	
	

	8.1
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	8.2
	The elements as illustrated in figure 3 above are the fundamental building blocks which inform and guide the content of the long term financial plan. These elements individually and collectively impact the long-term need for capital and revenue and the strategies that will followed to ultimately formulating the financial plan.

	
	

	
	

	
	

	8.3
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	9.
	ANALYSING THE CURRENT STATUS

	
	


9.1
[image: ]
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	9.2
	The profile reflects the socio-economic reality of the area of jurisdiction for the municipality. As such, valuable insight can be gained as to the developmental challenges faced by communities residing within the municipality’s geographical area.

	
	

	9.3
	This profile primarily uses data sourced from the 2011 Census - Statistics South Africa, and administrative data from the 2016 Western Cape Socio Economic Profile for Central Karoo District Municipality. This available information was used to determine projected information as anticipated for the current socio-economic statistics for 2018 and shall be applied to assist in the projections and planning through the course of the planning process.

	
	

	
	

	9.4
	The current growing rate of the local economy of approximately .34% ties with the National economic growth rate and there is no indication that the three-main local economic sectors will grow beyond that. For planning purposes, a growth rate of only .5 % was utilised.

	
	

	9.5
	In terms of National Governments fiscal policy, inflation is set to remain in the band ranging between 3% and 6 %.

	
	

	9.6
	The current relative high inflation rate appears to be slowing down and economists are of the opinion that the inflation rate could be expected to decline soon. For projection purposes an inflation rate of 5% over the next 10 years is anticipated.

	
	

	9.7
	The revenue resources of the municipality are graphically set out in figure 4 below and individually analysed as such.

	
	

	10.
	CURRENT CASH GENERATING REVENUE RESOURCES



Grants 
R36.982m
45.98%
Revenue 
Dependency

Grants 

	


Roads Services
R40.91m
50.86%

Dept Roads Transport
Uncertainty 

	



Environmental Health Services
R3.589m
4.4%
Agency Services
Certainty 





Figure 4 – Current Revenue
	10.1
	Government Grants:

	
	

	10.1.1
	Government Grants received currently contribute R36.98million (45.98%) of total revenue; this is a clear indication that the municipality is dependent on Government Grants.

	
	

	10.1.2
	The Equitable Share contribution is the only applicable un-conditional grant of significance and for long-term planning purpose it was isolated and forecasted, thus estimating future expected contributions payable to Central Karoo District Municipality.

	
	

	10.1.3
	The past year and the forthcoming three years allocations are as follows:
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	10.1.4
	The graph above indicates that the growth in the allocations to the municipality has a decreasing trend, the increase between the 2017/2018 and 2018/2019 allocation was clearly a once-off occurrence. It is expected that the future allocations would not be lower than the expected inflation rate of 5%.

	
	

	10.1.5
	Based on the past 3 years actual amounts received and the amounts of the outer 3 years as published in the Division of Revenue Act (DORA), the amounts have been projected to forecast the expected future equitable share grants.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	10.1.6
	The forecasted future equitable share contributions would be as follows:

	
	


	Year
	5% Annual Increase 
R (million)

	2018
	22 595

	2019
	28 502

	2020
	30 316

	2021
	31 887

	2022
	33 482

	2023
	35 156

	2024
	36 914

	2025
	38 760

	2026
	40 698

	2027
	42 733



	10.1.7
	The other grants are conditional grants with accompanied contra expenditure and they are therefore excluded.

	
	

	
	Conclusion:

	
	

	10.1.8
	The municipality has a relatively poor revenue base and is fully dependant on grant funding to fund the budget.

	
	

	10.1.9
	From the model, it is forecasted that an amount of R341. 043 million in total will be expected to be allocated as Equitable Share grants for the next 10 years.

	
	

	10.2
	Department of Roads:

	
	

	10.2.1
	In terms of Annexure 5A of the National Constitution, the provision and maintenance of provincial roads are a Provincial Government competency.

	
	

	10.2.2
	The maintenance of Provincial Roads in the Municipal District area is currently transferred to the Municipality to perform the duty on behalf of the Provincial Government. An allocation is gazetted annually of which the municipality draw funds on a proof of payment basis.

	
	

	10.2.3
	Revenue received in this regard currently contribute R40.91million (50.81%) of total revenue and is by far the largest revenue resource of the municipality.

	
	

	10.2.4
	From the total amount of R40.91 million the actual revenue derived from that is only a 10% (VAT inclusive) administrative fee levied for the services delivered to the Provincial Government. The municipality is currently in talks with the Western Cape Government to increase the administrative fee percentage to 12% to bring the percentage closer to the percentages paid to the other district municipalities in the Province.

	
	

	10.2.5
	Thus, to project actual revenue for the 10-year period, provision is made for a 5% annual inflation adjustment with a 12 % administration fee recovery which would be as follows:
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	10.2.6
	Unfortunately, this source of revenue is not guaranteed. The Provincial Government is currently investigating the status qua and may opt to outsource or privatize the delivery of this service.

	
	

	10.2.7
	This is a massive risk which could severely impact on the Municipalities future existence.

	
	

	
	Conclusion:

	
	

	10.2.8
	If the assumptions are applied as suggested, the projected actual revenue derived from this service could realize a possible total amount of R55.13 million for the next 10-years.

	
	

	
	

	
	

	10.3
	Other Revenue:

	
	

	10.3.1
	The effect of other revenue is considered as immaterial as a source of additional revenue. Apart from the normal annual inflation linked increases in the applicable service fee; no other appropriate measures are foreseen.

	
	

	11.
	CURRENT CASH OPERATING EXPENDITURE
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	Building on the cost containment guidelines as approved by Cabinet in October 2013, government at all levels will need to identify opportunities to increase efficiency and reduce waste.

	
	

	
	Economic challenges will continue to pressurise municipal revenue generation and collection hence a conservative approach is advised for projecting revenue.

	
	

	
	Municipalities will have to improve their efforts to limit non-priority spending and to implement stringent cost-containment measures.

	
	

	
	At a national level, the 2018 budget will pay particular attention to reducing line items that are not critical to service delivery to reinforce cost containment. Municipalities are still urged to implement the cost containment measures as contained in the MFMA Circular 82 – Cost Containment Measurements.

	
	

	
	In the municipal environment, the following line items are considered to be the main cost drivers, as it represents 90% of the total operating expenditure of Central Karoo District Municipality:

	
	

	
	· 
	Employee Related Costs;

	
	· 
	Depreciation and Asset Impairment;

	
	· 
	Repairs and Maintenance;

	
	· 
	Council Remuneration.

	
	

	11.1
	Employee Related Costs:

	
	

	11.1.1
	Employee related costs make up more than half of the total operating expenditure of the municipality as the expenditure of the municipality does not include bulk purchases of electricity or water or other large expenditure items linked to the provision of basic services.  Thus, it is of the utmost importance to monitor this line item on a regular basis to ensure that it is within set limits.

	
	

	11.1.2
	Excessive increases, without the corresponding increase in revenue, could negatively impact on the long-term sustainability of the municipality.

	
	

	11.1.3
	The majority of the employee cost relates to the Roads Department.

	11.1.4
	R4 million (10.5%) of the total Employee cost is applicable to the senior management component, including the senior management component of the Roads Department.

	
	

	11.1.5
	For this Long-term Plan, provision of 6% (inflation rate plus 1%) is projected, which is reflected in the schedule below.
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	Conclusion:

	
	

	11.1.6
	Annual salary increases are set at a National Bargaining Council level and the municipality has little or no control over this. However, this situation is not a result of a structural problem due to ineffectiveness nor unproductiveness but rather a result of the vast area of the municipality where the municipality has to maintain the rural and proclaimed roads which are spread in its geographical district area.

	
	

	11.1.7
	The municipality will have to proceed with caution if any re-valuations of the organogram is undertaken to ensure that the staff costs remain affordable even if the increases in the salary agreements exceeds the inflationary increases predicted for the Equitable Share and Roads revenue.

	
	

	11.2
	Council Remuneration:

	
	

	11.2.1
	Council Remuneration currently amounts to approximately R3.9 million and constitute 4.94 % of the total operating expenditure budget.

	
	

	11.2.2
	This is a statuary obligation and has the municipality no control over this.

	
	

	
	

	
	

	
	

	11.2.3
	For the purpose of the Long- term Plan prediction the current actual cost is inflated with 5% pa and is the projected expenditure reflected in the below schedule.
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	Conclusion:

	
	

	
	A total amount of R50.66 million is projected to be paid as council remuneration for the 10-year period.

	
	

	11.3
	Borrowing:

	
	

	11.3.1
	The municipality has no external loans at present and does the 2017/18 budget make no provision for raising of external loans or for short term borrowing in the form of an overdraft facility.

	
	

	11.3.2
	The past borrowing cost related to financial leases, the rental periods of which have lapsed during 2017/18.

	
	

	11.3.3
	Due to the fact that the assets obtained with finance leases usually only have a useful live of around 3 years, the current leased assets may have to be replaced.

	
	

	11.3.4
	For the purpose of this plan it is assumed that similar assets have to replace the existing assets and is assumed that the current payments inflated with 5% in 3-year periods would be a fair reflection of the municipalities cost in this regard.

	
	

	11.3.5
	Currently the cost for the interest and redemption portion amounted to less than R 60 000 pa.

	
	

	
	

	
	

	
	

	11.3.6
	The below schedule reflecting the assumed projected cost in this regard.
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	11.3.7
	A total amount of R 600 000 is projected to be paid for assumed interest and redemption for finance leases for the 10 -year period.

	
	

	11.3.8
	Since 2013 the Municipality has financed their capital projects mainly with National Government Grants and relatively small contributions towards capital expenditure were made from own resources.

	
	

	11.3.9
	Due to the fact that the municipality has no external loans responsibilities, this favourable position opens a window of opportunity and will assist the municipality with the implementation of this long-term plan (more detail in summarized long-term plan – financing).

	
	

	11.3.10
	Borrowing is not necessarily a “bad” option and is borrowing permitted in terms of section 18(1)’(c) of the MFMA, but only for financing budgeted capital projects.

	
	

	11.3.11
	Borrowing allows the costs of the infrastructure to be shared with future beneficiaries of that infrastructure. Infrastructure investment is generally `lumpy’ in the sense that the project costs must be incurred in one or a few financial years. However, if the infrastructure is well maintained, its benefits can continue to be incurred for up to twenty or even thirty years into the future.

	
	

	11.3.12
	Relying only on current surpluses to finance infrastructure development therefore imposes undue costs on current beneficiaries of the infrastructure and gives undue benefits to future beneficiaries.

	
	

	11.3.13
	Borrowing therefore allows a better matching of costs paid and benefits derived across time. Spreading costs over time through borrowing is therefore more equitable, and also conforms more closely to standard cost- recovery principles. It should also strengthen the sense of community ownership over inherited municipal infrastructure.

	
	

	11.3.14
	The benefits of borrowing are broadly explained as follows:

	
	

	
	· 
	Firstly, and most obviously, borrowing allows the municipality to deliver more infrastructure services within in a shorter timeframe than it could if it invested only its own annual operating surpluses (`savings’) each year. The demand for infrastructure is generally urgent, and legal and political mandates are such that governments all over the world incur debt because this demand far exceeds their ability to fund it from surpluses on current budgets.

	
	
	

	
	· 
	Like a householder borrowing to fund his or her house, a long-term loan allows the benefits of the infrastructure to be gained before its costs have been fully paid.

	
	
	

	
	· 
	Borrowing effectively blends commercial funding with public resources, which are scarce and insufficient to meet the demand for infrastructure, and therefore permits an accelerated investment programme. This has enormous quality of life implications for urban households as well as productivity implications for all economic activity. Such acceleration benefits are often so obvious and tangible that borrowing also becomes a means of relieving community and political pressures on municipal governments.

	
	
	

	
	· 
	Many large infrastructure projects only become affordable if financed through borrowing, as their scale is such that they cannot be afforded if they must be paid for only from current surpluses.

	
	
	

	
	
	

	
	
	

	
	· 
	Borrowing can mean saving on infrastructure costs. In Southern Africa, the rate of building inflation (the rate of increase of building costs) has often exceeded the interest rate that a municipality might pay on borrowed funds. In such circumstances, borrowing means that overall infrastructure costs will be lower than if the project is postponed until sufficient own savings have been generate to pay for the project. By that stage, project costs will have increased by more than the total interest cost of the loan. This is an important consideration and an appropriate loan can permit substantial real savings in overall infrastructure costs.

	
	
	

	
	· 
	Borrowing can increase the municipal management focus on financial sustainability due to a borrower-lender relationship that develops. This is because the lender is entitled to be kept informed about the financial results of the borrower, and the borrower has a real interest in ensuring that the lender retains confidence in the ability of the municipality to service the debt. A lender concerned about deteriorating creditworthiness can therefore prompt management action within a municipality to correct any deterioration and to remain operationally and financially effective.

	
	
	

	
	· 
	While most municipalities are of course under some form of financial supervision by their national government, the attention paid by a lender to the financial results of a borrowing municipality provides a complementary form of financial accountability. A municipality with infrastructure loans has a financial incentive to promote transparency, good governance and reform.

	
	
	

	
	· 
	Under the best circumstances, public entities that borrow will find themselves being scrutinised regularly and rigorously by private lenders.

	
	
	

	
	
	

	
	
	

	
	
	

	
	· 
	This can have a substantial impact, improving financial discipline, encouraging management reforms, and promoting good management generally. Since a better managed municipality will achieve more than one which is poorly managed, such scrutiny indirectly further improves effectiveness and reduces unit costs and makes higher capital spending possible.

	
	
	

	
	· 
	Borrowing builds a credit history because a municipality which borrows regularly and services its debts establishes relationships with lenders and builds up a credit history. This tends to reduce future borrowing costs and improve access to future loans, which can be invaluable if there is ever a definite and urgent need for an infrastructure loan and all other options are closed. By contrast, a municipality without a credit history is an unknown entity to lenders and will tend to find it both harder and more expensive to raise infrastructure finance.

	
	
	

	
	· 
	A good credit history will also tend to attract general investment within the municipal area due the confidence and benefits those investors and businesses derive from operating in a well-managed municipality which provides the required services and at a reasonable cost.

	
	
	

	
	Conclusion:

	
	

	11.3.15
	Looking at the benefits of borrowing, it is recommended that the municipality explore the possibility to raise loans to meets the any spending requirements that relate to capital projects and in particular spending on replacing assets.

	
	

	11.4
	Other Expenditure:

	
	

	11.4.1
	For the determination and calculation of the contract fees and general expenditure, conditional grant expenditure was excluded as was the case with the grant revenue where only the equitable share was recognised.

	
	

	11.4.2
	The reason for the exclusion is due to the fact that conditional grants expenditure should normally equalize the amounts of grants received.

	
	

	11.4.3
	Contracted services and general expenditure were added together and the grant expenditure as recognised was deducted. The total amount was then inflated at a rate of 5% pa.

	
	

	11.4.4
	The schedule below reflecting the projected general expenditure:
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	Conclusion:

	
	

	11.4.5
	A total amount of R325.79 million is projected to be paid for assumed general expenditure (excluding conditional grants expenditure) for the 10-year period. The majority of the general expenditure will be incurred by the Roads Department and will therefore be funded from the Roads Revenue.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	12.
	CURRENT NON-CASH OPERATING EXPENDITURE
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	12.1
	Debt Impairment:

	
	

	12.1.1
	Although debt impairment is a non-cash item and not very important to include in the operating budget, it is very important to accurately budget for debt impairment to reduce the gross receivable balance to the net recoverable amount. It is also very important to factor any potential non- payment of debtors into the tariff structure of the municipality.

	
	

	12.1.2
	The municipal debtors consist of intergovernmental debt and the risk of non-payment is therefore limited.

	
	

	12.1.3
	As the municipality does not deliver consumer services the provision for debt impairment is not applicable.

	
	

	12.1.4
	The debtors’ recovery rate on other Debtors is not consider as a risk and is debt impairment therefor excluded.

	
	

	12.2
	Depreciation and Asset Impairment:

	
	

	12.2.1
	Depreciation is widely considered a proxy for the measurement of the rate of asset consumption. Although depreciation is a non-cash item, the expense should still be factored into the tariffs and rates charged by the municipality to ensure that sufficient resources are available when assets needs to be replaced.

	
	

	12.2.2
	Relative to benchmarks set for depreciation in the Western Cape (revenue and expenditure benchmarks), the municipality’s depreciation charge is well in line with set norms.

	
	

	12.2.3
	As the municipality does not provide basic services and cannot raise taxes, the depreciation and impairment charge will not have any relevance re tariff calculations.

	
	

	
	

	
	

	
	

	
	

	
	Conclusions:

	
	

	12.2.4
	Depreciation provision seems to be in order and a more comprehensive assessment of future depreciation contributions are reflected under the Asset Management section.

	
	

	13.
	ASSET MANAGEMENT

	
	

	13.1
	Asset management constitutes surely the vast majority of a B-municipality’s current and future challenges. A balance must be found between responsible and sound financial practices and affordability.

	
	

	13.2
	The capital program and the maintenance of existing assets, should never be compromised because the long-term sustainability of most municipalities are totally dependent on it.

	
	

	13.3
	If the financial sustainability of the municipality is compromised it will inevitably result in a negative outcome due to the fact that the municipality will not be in a position to meet the service delivery responsibilities and expectations of the present and future generations.

	
	

	13.4
	This scenario is however, very common at a number of municipalities in South Africa and poor asset management is the common denominator at failing municipalities.

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	13.5
	The carrying values of the Municipalities assets as at 30 June 2017 are as follows:
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	13.1
	Property Plant and Equipment:

	
	

	13.1.1
	The Municipality has limited investment in property, plant and equipment (PPE). The carrying value of PPE is projected to not increasing substantially over the period as the capital expenditure significantly exceeds the level of depreciation charges per year.

	
	

	13.1.2
	The municipality should be conscious of the fact that a significant capital program, if not financed through a well-balanced mix (grants, borrowing and accumulated internal funds), can have a negative effect on the financial sustainability of the municipality.

	
	

	
	

	
	

	13.1.3
	The impact on the operating budget of the municipality of the depreciation of large cost items such as vehicles must be taken into account before grant funding is accepted to acquire such assets. The usefulness of the assets and the positive impact on service delivery must outweigh the negative impact on the operating budget of the municipality.

	
	

	13.1.4
	The inclusion of new functions (for example a district landfill site) must be carefully considered and both the cost of acquisition, the operational running costs and the costs of depreciation must be taken into account when decision relating to the expansion of services are taken.

	
	

	13.1.5
	Borrowing and self-financing from own funds and the subsequent maintenance of the assets have a significant impact on the future outflow of cash and constitutes a potential negative impact on the financial viability of the municipality if not properly planned and managed for.

	
	

	13.1.6
	To ensure that the above structure (figure 8) is affordable, the program should be evaluated against the municipality’s ability to generate cash to meet the demand of the program.

	
	

	
	Other Assets Values



[image: ]
	13.1.7
	In terms of the Asset register, the assets that are depreciating are the assets as set out above.

	
	

	13.1.8
	At the present depreciating rate, the assets would reach the end of its useful lives more or less at the end of the 10-year period.

	
	

	13.1.9
	The cost to replace the assets is calculated based on assumptions that the assets need to be replaced in year 10 and that the assets are currently in a good condition. The current replacement cost of the assets is calculated at 1.5 times the cost values (assumption).

	
	

	
	(To get a more reliable indication of the assets conditions and to more accurately calculate the replacement cost, a comprehensive asset assessment has to be performed)

	
	

	
	Conclusion:

	
	

	13.1.10
	From the above it could be distracted that assets to the value of R9.074 million are still in a good condition, but possibly need to be replaced at the end of the 10-year period.

	
	

	13.1.11
	If not replaced, the municipality could be at risk to not be able to deliver services. Thus, it appears that it is imperative that these assets have to be replaced within the short- term.

	
	

	13.1.12
	Furthermore, the remaining useful lives (RUL) could be extended if it is properly and carefully maintained, but again it will require funding.

	
	

	13.1.13
	Ideally, it will be meaningful if the amount for asset depreciation is equally contributed in to a Capital Replacement Reserve (CRR) and not just make a provision which is not cash backed.

	
	

	13.1.14
	Unfortunately, the municipality does not have a CRR and it would be meaningful if contributions to such a reserve could be instituted. If funded, it could be used to replace the assets as set out above. (This issue is dealt with in more detail under Reserves).

	
	

	13.1.15
	From the above it is very clear that the municipality is strangled in a predicament in terms of a shortage in cash reserves which would require very careful planning to rectify.

	
	

	
	

	13.2
	Repairs and Maintenance:

	
	

	13.2.1
	Repairs and maintenance is a necessity relating to asset management. Repairs and maintenance is very important to ensure that full benefits are derived from assets over the initial expected life time of the assets. Insufficient allocations to repairs and maintenance could result in shortened useful lives of assets and the useful lives could be considerably extended when the assets are properly maintained.

	
	

	13.2.2
	Maintenance is necessary to ensure the expected useful lives of the assets to remain operational and repairs are made to recover and rectify faulty and broken assets to re instate its operational functionality as soon as possible.

	
	

	13.2.3
	Well and proper maintained assets could also result in future saving in repair cost.

	
	

	13.2.4
	The municipality has a limited number of assets to maintain and is the current provision for repairs suffice. Repairs and upkeep of the buildings must be a priority for the municipality as it represents a substantial portion of the assets of the municipality. The cost for repairs and maintenance is included as part of the operational cost as set out in section 11.4.

	
	

	13.3
	Depreciation and Asset Impairment:

	
	

	13.3.1
	Depreciation is widely considered a proxy for the measurement of the rate of asset consumption. Although depreciation is a non-cash item, the expense should normally be factored into the tariffs and rates charged by the municipality to ensure that sufficient resources are available when assets needs to be replaced.

	
	

	13.3.2
	However, this municipality does not charge for services and rates and the cost for depreciation should be discounted as part of directly linked grant expenditure.

	
	

	
	

	
	

	
	

	
	

	
	

	14.
	BORROWING COST

	
	

	14.1
	Borrowing cost is calculated based on external loans raised should no other alternative funding be available and or MIG and other grants not be available (which is highly unlikely).

	
	

	14.2
	From the model it is anticipated that sufficient cash reserves as set out below would be available for asset replacements.

	
	

	15.
	RESERVES

	
	

	15.1
	In order to maintain any form of reserve, the municipality needs to ensure that sufficient cash resources are available to back the reserve. From the projected cash flows as set out in section 16, the positive trend in cash as identified would allow the municipality to institute a Capital Replacement Reserve.

	
	

	15.2
	Apart from the Capital Replacement Reserve, which is utilised to provide funding for internally funded projects, the municipality also recognised the need for other reserves to be created by way of the municipality’s Funding and Reserves Policy in terms of the Municipal Budget and Reporting Regulations as and when affordable by the municipality.

	
	

	15.3
	The statement of financial position indicates that the municipality have material non-current provisions in the form of Employee Benefit Provisions (Long term awards and Post-retirement medical benefits). There is currently no legal requirement to ensure that these provisions are cash-backed. However, the municipality should implement strategies that will enable the cash-backing of reserves to ensure that these provisions are cash funded when it becomes due and payable.

	
	

	15.4
	When the projections as set out in Section 16 is analysed and summarized, the municipality could accumulate approximately R10 million in cash to be transfer into a Capital Replacement Fund. This is illustrated below:
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	Conclusion:

	
	

	15.5
	Cash surpluses could become available but it is dependent on the availability of grant funding and the curbing of expenditure. The municipality should implement classic cash management principles and skills to “delay” capital programs to the period where capital is more affordable by the utilization of grants to fund the compulsory legal requirements. If proper cash flow management is applied, it seems that borrowing could be avoided.

	16.
	SUMMARISED PROJECTED OPERATIONAL REVENUE AND EXPENDITURE (CASH FLOW)

	
	


	Revenue
	2018  
R (m) 
	2019 
R (m)
	2020    R (m)

	2021
R(m)
	2022 R(m)
	2023
R(m)
	2024
R(m)
	2025
R(m)
	2026
R(m)
	2027 R(m)

	Equitable Share
Section 10.1
	22. 6
	28.5
	30.3
	31.9
	33.5
	35.2
	36.9
	38.8
	40.7
	42.7

	Admin Fee Roads 
 Section 10.2
	4.38
	4.60
	4.83
	5.07
	5.33
	5.59
	5.87
	6.17
	6.48
	6.80

	Rental of Facilities
5% Annual increase
	0.08
	0.084
	0.088
	0.092
	0.0975
	0.1025
	0.107
	0.1126
	0.118
	0.1247

	Interest on Investments
	0.61
	0.64
	0.67
	0.71
	0.74
	0.79
	0.82
	0.86
	0.90
	0.95

	Other Income
	0.49
	0.51
	0.54
	0.57
	0.60
	0.63
	0.66
	0.69
	0.72
	0.76

	
	
	
	
	
	
	
	
	
	
	

	Total Cash Revenue
	28.16
	34.33
	36.43
	38.34
	40.27
	42.31
	44.36
	46.63
	48.92
	51.33

	
	
	
	
	
	
	
	
	
	
	

	Expenditure
	2018  
R (m) 
	2019 
R (m)
	2020    R (m)

	2021
R(m)
	2022 R(m)
	2023
R(m)
	2024
R(m)
	2025
R(m)
	2026
R(m)
	2027 R(m)

	Employee cost
Section 11.1
	39.62
	42.0
	44.52
	47.19
	50.02
	53.03
	56.22
	58.63
	63.15
	66.94

	Councillors Remuneration
Section 11.2
	4.03
	4.23
	4.44
	4.66
	4.89
	5.14
	5.4
	5.67
	5.95
	6.25

	Operational Expenditure
Section 11.4
	

23.1
	

24.94
	

26.87
	

28.9
	

31.0
	

33.26
	

35.6
	

38.1
	

40.7
	

43.4

	Less Roads subsidy
5% annual increase
	-40.91
	-42.96
	-45.10
	-47.36
	-49.73
	-52.21
	-54.82
	-57.56
	-60.44
	-63.46

	Interest and Redemption
Section 11.3
	.057
	.057
	.057
	.060
	.060
	.060
	.063
	.063
	.063
	.063

	Total cash
Expenditure
	25.90
	28.28
	30.79
	33.45
	36.24
	39.28
	

42.46
	44.90
	49.42
	53.19

	Total cash surplus/deficit
	2.26
	6.06
	5.64
	4.89
	4.03
	3.03
	1.90
	1.73
	-.0.503
	-1.86



Conditional Grants Revenue and Expenditure are Excluded.
	17.
	RECOMMENDATIONS

	
	

	17.1
	The municipality should:

	
	

	
	· 
	Explore further avenues to obtain more grant funding (keeping in mind the additional maintenance expenditure that will still be the liability of the municipality even though the additional acquisition is financed from external sources).

	
	· 
	Weigh up the need for new assets against the need for replacing existing assets.

	
	· 
	If no further grants could be obtained, loans to fund asset replacements must be considered.

	
	· 
	Repairs and maintenance must be considered as one of the major line items relating to asset management. It would be meaningful to increase future spending on repairs and maintenance.

	
	· 
	Elevate the tourism marketing and facilitation activities (but avoid an implementation role).

	
	· 
	Investigate the possibilities to deliver collective shared services to the municipalities in the juridical area which could be but not limited to Accounting Services, Computer Services, Town Planning Services and the establishment of a District Landfill site.

	
	· 
	Migrate asset registers to become decision tools for integrated asset management.

	
	· 
	Assess quantum and timing of future revenues that an investment in infrastructure could generate before making that investment.

	
	· 
	Revisit the rental policy to ensure that actual costs are recovered.

	
	· 
	Implement a detail maintenance cost accounting system.

	
	· 
	Annually review all financial assumptions relating to financial policies.



17.2	Focus should be placed on revenue generating projects, such as:
· District waste disposal
· Green energy
· Alternative water supply
· ITC services
· Transport
· Small town regeneration
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        GDP  Growth   2005   –   201 5                  3.4 %     Largest Economic Sectors  

Industry  %  

Agriculture   1 6.8  

Commercial Services   42.3  

Government, Social and Personal      Services   29.7  

  Source 2016 SOCIO -   ECONOMIC PROFILE Western Cape Government  

Economy  
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Year    R  (million)          % Increase  

2018  22 595   

2019  28 502  26  

2020  30 316  6.3       

2021  31 887  4.9  
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 201 8   R (m)  201 9   R(m)  20 20   R(m)  202 1   R(m)  202 2   R(m)  202 3   R(m)  202 4   R(m)  202 5   R(m)  202 6   R(m)  202 7   R(m)  

Accounts  claimed   40.91  40.91  42.96  45.10  47.36  49.73  52.21  54.82  57.5 6  6 0.44  

Annual  Increase    5   % pa    2.0 5  2.1 5  2.2 6  2.3 7  2.4 9  2.61  2.74  2.88  3.02  

  Total  Revenue   40.91  42.96  45.10  47.36  49.73  52.21  54.82  57.56  60.44  63.46  

12 % Admin fee   4.38  4.60  4.83  5.07  5.33  5.59  5.87  6.17  6.48  6.80  
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Employee   cost  
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Contracted  Services  

R   38 .   49 m   4 8 %    

R11m   14%  
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 201 8   R (m)  201 9   R(m)  20 20   R(m)  202 1   R(m)  202 2   R(m)  202 3   R(m)  202 4   R(m)  202 5   R(m)  202 6   R(m)  202 7   R(m)  

Cost   3 7.38  39.62  4 2 . 0  4 4.52  4 7.19  50.02  53.03  56.21  59.58  63.15  

Annual  Increase    6 % pa   2.24  2.3 8  2. 52  2. 67  2. 83  3.00  3.18  3.37  3.57  3.79  

  Tota l  Employee  Cost   39.62  42.0  4 4.52  4 7.19  5 0.02  5 3.03  5 6..21  59.58  63.15  6 6 .9 4  
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 201 8   R (m)  201 9   R(m)  20 20   R(m)  202 1   R(m)  202 2   R(m)  202 3   R(m)  202 4   R(m)  202 5   R(m)  202 6   R(m)  202 7   R(m)  

Cost   3.8 4  4.0 3  4.2 3  4.44  4.66  4.89  5.14  5. 40  5.6 7  5.95  

Annual  Increase    5 % pa   .19  .20  .21  .22  .23  .24  .26  .27  .28  30  

  Total  Employee  Cost   4.03  4.23  4.44  4.66  4.89  5.14  5.40  5.67  5.95  6.25  
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 201 8   R (m)  201 9   R(m)  20 20   R(m)  202 1   R(m)  202 2   R(m)  20 2 3   R(m)  202 4   R(m)  202 5   R(m)  202 6   R(m)  202 7   R(m)  

Cost   . 054  .057  . 057  . 057  . 060  . 060  . 060  .063  .063  .063  

Annual  Increase    5 % pa    2018 - 2020   .0 03             

Annual Increase    5 % pa  20 21 - 202 3      .0 03        

Annual Increase    5 % pa  202 4 - 202 7         .0 03       

  Total Cost   . 057  . 057  . 057  . 060  . 060  . 060  .063  .063  .063  .063  
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 201 8   R (m)  201 9   R(m)  20 20   R(m)  202 1   R(m)  202 2   R(m)  202 3   R(m)  202 4   R(m)  202 5   R(m)  202 6   R(m)  202 7   R(m)  

Cost   35  36.8  38.59  40.52  42.55  44.67  46.91  49.25  51.72  54.30  

Less conditional  grants a llocations   - 13  - 13  - 13  - 13  - 13  - 13  - 13  - 13  - 13  - 13  

Sub Total   22  23.75  25.59  27..52  29.55  31.67  33.91  36.25  38.72  41.3  

Inflation   Increase    5 % pa     1.1  1.19  1.28  1.38  1.48  1.58  1.7  1.81  1.94  2.07  

  Total Cost   23.1  24.94  26.87  28.9  31  33.26  35.6  38.1  40.7  43.4  
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                                                                          FIGURE 7  –   NON - CURRENT CASH EXPENDITURE  

 

Non    Cash   Operati onal   Expenditure  
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                                                    F IGURE  8   –   A SSETS  M ANAGEMENT        

Land and  Buildings   Assets   R3.29 million   Community  Assets   R.795 million   Other Assets   R2,96 million  

Accumulated Depreciation R5.327  million   Provis ion  for   Rehabilitation   

Repairs and  Maintenance   Replace   Assets  

New Assets   Rehabilitatio n  

Cost   Model  
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Asset class  Cost prices of  assets  Current Replacement  Values of assets  

Machinery and Equipment   888 092  1   33 2   138  

Furniture and  Equipment  1 935  816  2   903 724  

Office Equipment  -   Computers   1 079 695  1   619 543  

Motor vehicles    2 146 200  3   219 300  

Total  6 049 803  9   074 705  
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Cash  surplus   20 21   R 4.89   million  

Cash  deficit  202 6   - R 0.503 m illion    

Need for Capital 201 9  - 2027   Replacement of Assets R9.0746   (m illion )   Excluding funds needed for new  assets     

Cash surplus 20 20   R 5.64   million  

Cash surplus 20 22   R 4.03   million  

Cash surplus 20 23   R 3.03   million  

Cash surplu s 20 24  R1.90   million  

Total  Available  Cash 2018 - 2027   R27.18   (million)  from  operations    

Cash surplus 2018   R2.26 million  

Cash surplus 20 25   R 1.73   million  

Cash  deficit   202 7   - R 1.86 mi llion  

Cash surplus 2019   R6.06 millio n    

Need for Capital 2018     R 1.431 (m)  

Total cash available to be transferred   In  the Capital Replacement Reserve   R19.66 (million)    
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