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Glossary

Act — means the Local Government: Municipal Finance Management Act, 2003
(Act No. 56 of 2003)

Adjustments Budget — Prescribed in section 28 of the MFMA. The formal means
by which a municipality may revise its annual budget during the year.

Allocations — Money received from Provincial or National Government or other
municipalities.

Budget — The financial plan of the Municipality.

Budget Related Policy — Policy of a municipality affecting or affected by the
budget, such as the tariffs policy, rates policy and credit control and debt collection

policy.

Capital Expenditure - Spending on assets such as land, buildings and
machinery. Any capital expenditure must be reflected as an asset on the
Municipality’s balance sheet.

Cash flow statement — A statement showing when actual cash will be received
and spent by the Municipality. Cash payments do not always coincide with
budgeted expenditure timings. For example, when an invoice is received by the
Municipality it scores as expenditure in the month it is received, even though it
may not be paid in the same period.

DORA - Division of Revenue Act. Annual piece of legislation that shows the
amount of allocations from national to local government.

Equitable Share — A general grant paid to municipalities. It is predominantly
targeted to help with free basic services.

GFS - Government Finance Statistics. An internationally recognised classification
system that facilitates like for like comparison between municipalities.

IDP - Integrated Development Plan. The main strategic planning document of the
Municipality

KPI's — Key Performance Indicators. Measures of service output and/or outcome.

MFMA — The Municipal Finance Management Act — no 53 of 2003. The principal
piece of legislation relating to municipal financial management.

MTREF — Medium Term Revenue and Expenditure Framework. A medium-term
financial plan, usually 3 years, based on a fixed first year and indicative further two
years budget allocations. Also includes details of the previous and current years’
financial position.

Operating Expenditure — Spending on the day-to-day expenses of the
Municipality such as salaries and wages.

Own Revenue — Means total revenue as reflected in the municipality’s financial
performance budget less national and provincial conditional transfers.

Rates — Local Government taxation based on an assessed value of a property. To
determine the rates payable, the assessed rateable value is multiplied by the rate
in the rand.
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SDBIP — Service Delivery and Budget Implementation Plan. A detailed plan
comprising quarterly performance targets and monthly budget estimates.

Strategic Objectives — The main priorities of the Municipality as set out in the
IDP. Budgeted spending must contribute towards the achievement of the strategic
objectives.

Virement — A transfer of budget.

Virement Policy - The policy that sets out the rules for budget transfers. Varmints
are normally allowed within a vote. Transfers between votes must be agreed by
Council through an Adjustments Budget.

Vote — One of the main segments into which a budget is divided, usually at
directorate / department level.
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Part 1 — Adjustments Budget

Mayor’s Report

1.1 Foreword

Municipal Finance Management Act (MMFA)

The Local Government: Municipal Finance Management Act (Act No. 56 of
2003) Section 28(2)(e) prescribes as follows:

“An adjustment budget-

may authorise the spending of funds that were unspent at the end of the past
financial year where the under-spending could not reasonably have been
foreseen at the time to include projected roll-overs when the annual budget for
the current year was approved by the council.”

Municipal Budget and Reporting Regulations (MBRR)

The Local Government: Municipal Finance Management Act (Act No. 56 of
2003): Municipal Budget and Reporting Regulations stipulates in:

Regulation 23. (3):

“(3) If a national or provincial adjustments budget allocates or transfers
additional revenues to a municipality, the mayor of the municipality must, at the
next available council meeting, but within 60 days of the approval of the
relevant national or provincial adjustments budget, table an adjustments
budget referred to in section 28(2)(b) of the Act in the municipal council to
appropriate these additional revenues.”

1.2 Background

The Council at a special meeting held on Thursday, 25 January 2024,
where the Mid-Year Budget Performance Report as stipulated in section 72
of the MFMA was considered, resolved that an Adjustment Budget be
prepared and submitted to Council for consideration before the end of
February 2024.

In order for Council to consider possible adjustments to the MTREF, the
stipulations of section 28 of the MFMA as well as section 23 of the MBRR
need to be highlighted:
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1.1.Section 28 of the MEMA - Municipal Adjustments Budgets

"28 (1) A municipality may revise an approved annual budget through an
adjustments budget.

(2) An adjustments budget—

(a) must adjust the revenue and expenditure estimates downwards

(b)

(€)

(d)
(e)

(f)
(9)

if there is material under-collection of revenue during the
current year,;

may appropriate additional revenues that have become
available over and above those anticipated in the annual
budget, but only to revise or accelerate spending programmes
already budgeted for;

may, within a prescribed framework, authorise unforeseeable
and unavoidable expenditure recommended by the mayor of
the municipality;

may authorise the utilisation of projected savings in one vote
towards spending under another vote;

may authorise the spending of funds that were unspent at the
end of the past financial year where the under-spending could
not reasonably have been foreseen at the time to include
projected roll-overs when the annual budget for the current
year was approved by the council;

may correct any errors in the annual budget; and

may provide for any other expenditure within a prescribed
framework.

(3) An adjustments budget must be in a prescribed form.

(4) Only the mayor may table an adjustments budget in the municipal
council, but an adjustments budget in terms of subsection (2)(b) to
(g) may only be tabled within any prescribed limitations as to timing
or frequency.

(5) When an adjustments budget is tabled, it must be accompanied
by—

(@)

(b)
(©)

(d)

an explanation how the adjustments budget affects the
annual budget;

a motivation of any material changes to the annual budget;

an explanation of the impact of any increased spending on
the annual budget and the annual budgets for the next two
financial years; and

any other supporting documentation that may be prescribed.

(6) Municipal tax and tariffs may not be increased during a financial
year.

(7) Sections 22(b), 23(3) and 24(3) apply in respect of an adjustments
budget, and in such application a reference in those sections to an
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1.2.

1.2.1

-

1.2.3

annual budget must be read as a reference to an adjustments
budget.”

Section 23 of the MBRR -Timeframes for tabling of adjustments
budgets

Requlation 23. (1):

The Local Government: Municipal Finance Management Act, (Act No.
56 of 2003): Municipal Budget and Reporting Regulations stipulates in:

“(1) An adjustments budget referred to in section 28(2)(b), (d), (e) and
(f) of the Act may be tabled in the municipal council at any time
after the mid-year budget and performance assessment has been
tabled in the council, but not later than 28 February in the current
year.”

Requlation 23. (2):

(2) Only one adjustments budget referred to in subregulation (1) may be
tabled in the municipal council during a financial year, except when the
additional revenues contemplated in section 28(2) (b) of the Act are
allocations to a municipality in a national or provincial adjustments
budget, in which case subregulation (3) applies.

Requlation 23. (3):

(3) If a national or provincial adjustments budget allocates or transfers
additional revenues to a municipality, the mayor of the municipality
must, at the next available council meeting, but within 60 days of the
approval of the relevant national or provincial adjustments budget, table
an adjustments budget referred to in section 28 (2)(b) of the Act in the
municipal council to appropriate these additional revenues.
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)

Council Resolutions

On 23 February 2024, the Council of George Municipality met to consider the
adjustments budget for approval. Council approved the following resolutions:

(@)

(b)

(€)

(d)

()

(f)

that Council grant approval for the Capital Budget to be adjusted as per
Annexure “B”;

that Council grant approval for the Operating Budget to be adjusted as
per Table D;

that a contribution of R75 million to the Capital Replacement Reserve
(CRR) be approved,;

that the Service Delivery and Budget Implementation Plan be adjusted
to reflect the changes outlined in the Adjustments Budget for 2023/24;

that the Service Delivery and Budget Implementation Plan list of capital
projects be adjusted to reflect the changes outlined in the Adjustments
Budget;

that the formal budget tables be updated with the adjustments and be
submitted to National and Provincial Treasury.
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1.4  Executive Summary

1. MOTIVATION REGARDING REGULATION 23. (1 & 3) OF THE MBRR

The Section 72 report indicated that various items in the Capital and
Operating Budget for 2023/2024 financial year need to be adjusted.
Provincial Treasury has also allocated an additional R63.117 million during
their adjustments budget. See attached as Annexure “C” of the Provincial
Gazette.

TABLE A: ADDITIONAL ALLOCATIONS

Original Additional Adjusted

Grant Budget allocation Budget

Human Settlements
Development Grant -
Beneficiaries

- Housing

Administration = 1775000 1775 000

Informal Settlemetns
Upgrading Partnership
grant

- Housing

o : 12 000 000 1 000 000 13 000 000
Administration

Financial Management
Capibility Grant

- CFO - 200 000 200 000

George Integrated
Public Transport
Network - Operations

- GIPTN expenses 228 868 000 60 000 000 288 868 000

Library Services:
Replacement Funding
for Most Vulnerable B3
Municipalities

- George Library 142 000 142 000

Total 240 868 000 63 117 000 303 985 000

Several one-on-one sessions were held with the directorates to assess the
budget implementation and identified possible adjustments. The Budget
Committee met on different dates to consider these adjustments.
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The following adjustments are recommended to Council for approval:

2. 2023/2024 CAPITAL BUDGET ADJUSTMENTS

The mid-year assessment prompted the directorates to assess their
progress with the capital projects and re-align the cash flow projections.

Below table is the Capital Budget per directorate:

TABLE B: CAPITAL BUDGET ADJUSTMENTS PER DIRECTORATE

GEORGE MUNICIPALITY — CAPITAL BUDGET 2023/2024

Description January Proposed February
Adjustment Adjustments Adjustment
Budget Budget 2023/2024
2023/2024

Office of the Municipal Manager 110 000 -15 939 94 061

Financial Services 2 987 000 0 2 987 000

Corporate Services 17 560 014 -1 508 594 16 051 420

Human Settlements, Planning and

Development and Property 33 271 929 -6 964 344 26 307 585

Management

Civil Engineering Services 1006 497042 | -30553932 975943 110

Electro-Technical Services 275 686 950 | -108 772 834 166 914 116

Community Services 88 135 948 -6 991 952 81 143 996

Total 1424 248 883 | -154 807 595 1269 441 288

Changes to the Capital Budget items were made to accommodate the

following:

3.1 Capital Replacement Reserve (CRR) Funded projects.

e Reprioritizing of CRR — funded projects to ensure that projects are fully

funded.

From the 2022/23 Annual Financial Statements and the

section 72 mid-year assessment for the 2023/24 financial year it is
evident that a contribution must be made to the CRR from the working
capital. A contribution to the CRR of R75 million is needed to fund the
proposed adjusted capital budget.

See Annexure “A” for a summary of the capital replacement reserve

at 31 January 2024,

e The CRR funded projects are reduced with R41 681 853 from R282 153

604 to R240 471 751.

10
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3.2 Projects funded from the Separate Operating Account (SOA)

The project funded from the Separate Operating Account (SOA) has been
removed from the Capital Budget. The necessary approval could not be
sought from Provincial Treasury.

3.3 Grant funded projects

Grant funding is decreased with R8 381 914 from R742 847 022 to

R734 465 108.

This is due to the following downward adjustments:

e PTNG
e RBIG

3.4External Funding (EFF)

R 5.1m
R 3.8m

The EFF funding for 2023/24 is therefore reduced with R102 193 828 from
R396 698 257 to R294 504 429.

The following table indicates the effect of the adjustments on the funding of
the 2023/24 Capital Adjustments Budget.

TABLE C: CAPITAL BUDGET FUNDING

January February

2023/2024 2023/2024
ggggf‘\iﬁfggfgfmem 282 153 604 41681853 | 240471 751
(Eé‘;ir)”a' Einafiaing Eiing 306698257 |  -102193828 | 294 504 429
Grants 742 847 022 8381914 | 734 465 108
Other (SOA) 2 550 000 -2 550 000 0
TOTAL 1424 248 883 -154 807 595 | 1269 441 288

See Annexure “B” for the detail adjustments to the Capital Budget.

&l
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3. 2023/2024 OPERATING BUDGET ADJUSTMENTS

The table below is a summary of the Operating Budget requests and

corrections.

TABLE D: OPERATING BUDGET ADJUSTMENTS

2023/24
Revenue by Source : Adjustments
Adjustments Requests/ Budget -
Budget Corrections February 2024

Property Rates 441 577 886 299 484 441 877 370
Service Charges - Electricity 919 999 999 (13 331 318) 906 668 681
Service Charges - Water 229 656 561 8 194 852 237 851 413
Service Charges - Sanitation 165 693 080 1 303 920 166 997 000
Service Charges - Refuse 156 469 520 878 490 157 348 010
Fines, Penalties and Forfeits 89 083 270 1 000 190 90 083 460
Licences or Permits 4838 117 66 000 4904 117
Agency Services 19 734 020 - 19 734 020
Rental from Fixed Assets 5231 360 (160 000) 5071 360
Transfers and Subsidies - Operational 635 441 098 73073 293 708 514 391
Transfers and Subsidies - Capital 846 673 170 (6 171 925) 840 501 245
Sale of Erven 2 226 000 2 680 000 4 906 000
Development Charges 30 610 035 5716 030 36 326 065
Interest Earned - External Investments 42 414 834 15 000 000 57 414 834
Interest Earned - Outstanding Debtors 11 724 200 9274 230 20998 430
Operational Revenue 34 088 550 3923400 38 011 950
Transport Fees 91 097 474 (19 359 567) 71737 907
Gain On Disposal of Property, Plant & Equipment 237 810 407 - 237 810 407

Total Revenue

3 964 369 581

82 387 079

4 046 756 660

The operating revenue adjustment of R82 387 079 is mainly due to

following:

the

e Decrease in the Electricity Service Charges. The impact of the decline in
projected revenue is explained in item 5 below.
¢ Increase in Water Service Charges due to the impact of the emergency

tariffs on revenue.

¢ Additional grants that were received.

¢ Increase in interest on investment due to excess funds being invested

with a higher interest rate.

12
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e Transport fees being decreased due to the

Thembalethu routes being rolled out as planned.

impact of not all

2023/24

SR i Adjustments Requests/ AdBjSStgn;f?ts

Budget Corrections February 2024
Employee Related Cost 713 985 183 (16 020 450) 697 964 733
Remuneration Of Councillors 30548 078 (624 890) 29923188
Contracted Services 689 026 871 81775876 770 802 747
Bulk Purchases 707 250 400 (11 050 000) 696 200 400
Operating Leases 4810 234 (314 527) 4 495 707
Operational Cost 178 028 924 (35 009 630) 143 019 294
Depreciation and Amortisation 187 800 195 - 187 800 195
Loss On Disposal of Property, Plant & Equipment 47 783 880 - 47 783 880
Irrecoverable debts written off 8 772 450 39 631912 48 404 362
Debt impairment 95 146 000 (39631 912) 55 514 088
Transfers and Subsidies 40 971 219 41 694 480 82 665 699
Inventory Consumed 321 579 147 17 621 616 339 200 763
Interest Expense 40 388 003 - 40 388 003
Total Expenditure 3066 090 584 78 072 475 3144 163 059

The operating expenditure adjustment of R78 072 475 is mainly due to the

following:

e Employee Related Cost — savings on budgeted posts that will not be

filled by end of the financial year.

Contracted Services — Additional funds received for the GIPTN unit.
Bulk Purchases — A decline in the units procured from Eskom due to

Loadshedding and decrease in consumption by consumers.

chemicals and additional
purification process.

13

Transfers and Subsidies — Additional funds received for the GIPTN unit.
Inventory Consumed — To make provision for the increase in price of

need for chemicals used in the water
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4. ELECTRICITY SERVICES

The Department of Minerals and Energy published the Electricity Pricing Policy
(EPP) of the South African Electricity Supply Industry in Government Gazette
31741 on 19 December 2008.

The National Energy Regulator (NERSA) is a regulatory authority established as
a juristic person in Terms of Section 3 of the National Energy Regulator Act,
2004 (Act No. 40 of 2004). NERSA's mandate includes regulation of the
electricity supply industry. According to Section 4(ii) of the Electricity Regulation
Act, 2006 (Act No. 4 of 2006), the Energy Regulator must regulate electricity
prices and tariffs. Policy position 23 of the Electricity Pricing, 1998 (GG No.
31741 of 19 December 1998) (“the EPP”) states that:

Electricity distributors shall undertake Cost of Supply (COS) studies at least
every five years, but at least when significant licensee structure changes occur,
such as in customer base, relationships between cost components and sales
volumes. This must be done according to the approved National Energy
Regulator of South Africa (NERSA or ‘the Energy Regulator’) standard to reflect
changing costs and customer behaviour.

Accordingly, and in complying with National Legislation, George Municipality
completed its cost of supply study in 2019. The study was approved by NERSA
and implementation thereof commenced in July 2022 after approval by Council.

George Municipality introduced a fixed charge component in its electricity tariff
structure during the 2022/2023 financial year. This is in line with the strategy to
set all tariffs as close as possible to the cost of supply as required by NERSA.

The implementation of the first phase of the approved electricity tariffs was
communicated on various platforms, forums and IDP meetings held with Ward
Committees.

In order to protect the indigent from having to pay a fixed charge, the 20A tariff
was brought in, while also allowing clients (indigent or non-Indigent) who require
a higher capacity (30A, 40A, 50A, 60A), to be able to do so and have the benefit
of paying a lower energy charge. Indigent consumers also receive a subsidised
basic fee and do not lose their indigent status and free basic electricity at
capacity selections above 20A.

Free basic electricity (FBE) should only be offered to the registered indigent
customers.

For the 2023/24 financial year NERSA approved a 18,49% tariff increase for the
bulk purchase of electricity from Eskom with municipalities only permitted to
increase their tariffs by 15,1% to customers. Council have agreed to limit the
increase to 14,75%. This equates to a subsidy of R2.8m. A further R12.8m was
ringfenced as a subsidy to allow indigent households to be able to select a
higher capacity on their prepaid electricity meter.

14
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Subsequent to the approval and implementation of the 2023/2024 MTREF
budget the national economy took a severe turn for the worse. The prime
lending rate was hiked several times by the South African Reserve Bank and
along with the destructive financial consequences of Eskom’s persistent
loadshedding — the general cost of living and CPIX inflation rate increased
beyond the Reserve Bank target range. This has brought unexpected hardship
to many households who now struggle to make ends meet on a monthly basis.

It was clear that the roll-out will need to be suspended to shield households from
a potential 40% increase in fixed charges for electricity. Thus, the cost of supply
study full implementation has been suspended and will be revisited to determine
the best approach to comply with the National Electricity Pricing Strategy, whilst
also factoring in the devastating impact of load shedding and the consistent
migration to go off-grid by consumers to renewable energy sources.

An increasing number of electricity consumers is moving towards cheaper and
renewable electricity alternatives, thereby reducing revenue, but also shrinking
the future customer base. George Municipality is likewise pursuing opportunities
to make greater use of renewable energy sources, whilst assessing the
possibility to harness or generate revenue from customers willing to sell
electricity to the municipality.

5. mSCOA IMPLEMENTATION

The implementation of mSCOA — version 6.7 necessitated the creation of
several new items as well as changes to existing items to bring the
MSCOA register in line with the prescripts of mSCOA.

These changes will be made when required and will be signed off by the
Chief Financial Officer (CFO).>

15
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Part 2 — Adjustments Budget Schedules

2.1 — Legislative Framework

The Municipal Budget and Reporting Regulations (MBRR) stipulates that,

21.  “An adjustments budget and supporting documentation of a
Municipality must be in the format specified in Schedule B ...”

The objective of the MBRR is to secure sound and sustainable management of
the budgeting and reporting practices of municipalities by establishing uniform
norms and standards and other requirements for ensuring transparency,
accountability and appropriate lines of responsibility in the budgeting and
reporting process and other relevant matters as required by the Act.

2.2 — Adjustments Budget Schedules

Only those schedules that are affected by the adjustments budget is included
in this document.

16
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Table 1 — B1: Budget Summary
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Table 2 — B2: Financial Performance (Functional classification)
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George Municipality — 5" Adjustments Budget 2023/2024

Table 3 — B3: Financial Performance (revenue and expenditure by municipal vote)
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George Municipality — 5" Adjustments Budget 2023/2024

Table 4 — B4: Financial Performance (revenue and expenditure)
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George Municipality — 5" Adjustments Budget 2023/2024

Table 5 — B5: Capital Expenditure Budget by vote and funding
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George Municipality — 5" Adjustments Budget 2023/2024

Municipal Manager’s Quality Certificate

I, DR MICHELE GRATZ, the Municipal Manager of George Municipality hereby
certify that the adjustments budget and supporting documentation for the
2023/24 Financial Year have been prepared in accordance with the Municipal
Finance Management Act and the regulations made under the Act, and that the
adjustments budget and supporting documentation are consistent with the

Integrated Development Plan of the municipality.

Print Name DR MICHELE GRATZ
Municipal Manager of GEORGE WC044
Signature M £ M

/
Date 26/02/2024
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