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Chapter 9

Financial Plan

DETAILED FINANCIAL ACTIONPLAN

1.

2,

The financial action plan identifies the most feasible strategies to
increase efficiency and cost effectiveness within the Municipality.
The financial action plan incorporates strategies covering a
period of 5 years

The implementation of the financial action plan requires a team
effort. A team approach reqguires the involvement of the Council,
Municipal Manager, Chief Financial Officer and all Heads of
Departments in implementing these sirategies.

It is crucial that individuals to whom the responsibiiities have
been allocated according to the action plan be held accountable
for the cutcome of these actions.

The progress made towards achieving these strategies should
be measurable and it is essential that these strategies be
included in the performance appraisals of individuals.

Financiai Issues - Endumeni Local Municipality

The key financial issues affecting the Endumeni Local Municipality
are listed below.

1,

The introductions of Regional Electricity Distributor s (REDS)
and the transfer of the electricity function to the RED will result in
a possible loss of income

Due to transfer of the above function and the subsequent loss of
a major portion of the revenue the municipality has to ring-fence
it's electricity function operationally and financially in preparation
for the RED.

The total debt and the current debt are increasing per annum.
The expenditure on salaries and wages has increased to 35% of

the budget and will need to be reduced further considering the
industry norm is approximately 30%
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Chapter S

Financial Plan

CAPITAL AND INVESTMENT PROGRAMMES

The capital and investment programmes are set on
page of the main IDP document.

MULTIYEAR BUDGET (Financial Projections)

Financial projections have been

developed using a financial model
developed for the Endumeni
Municipality. A summary of the

financial modeling process and

assumptions produced by
‘management are set out below:

Financial Projections

» The financial projections are based on a financial
model developed for the Endumeni Municipality

* The model is used 1o assess the financial feasibility
of those capital projects outlined in the IDP

e The financial model is dependant on the 2007/08
operatling budget which has been used as the base
year,

« The critical financial inputs are existing toans, new
loans, sources of funding, costs and terms of
borrowing

¢ The critical cutputs as illustrated in (figure 1a) are:

- Three scenarios
a) The Status quo
b) Option 1. Project operating costs and
cost of new loans
¢) Option 2. Implementation of the
financial strategies for a period of 5
years
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Chapter 9

Financial Plan

- Each scenario includes:

a) A five year projection of the operating
and capital budget reflecting the
projected revenue increases

Future capital charges on new and existing

capital projects

Financial resources required for capital

projects

Assumptions

The following assumptions were made when
developing the model based on information provided by
the Chief Financial Officer

e Inflation is for the period 2007/08 to 2012/2013 is
based on the Financial Sectors forecasts
o Revenue amounis included assume a 80%
collection rate
o Internal interest rate is 10% for CDF, 12% for PIF
and external interest rate depends on various
institutions
e The figures reflected in the financial mode! include
inflationary increases.
» The average increase in income for the next 5 years
are based on the following assumptions:
¢ Status Quo
a) Equitable share — 7%
b) Rates - 5%
c) Electricity — 5%
d) Refuse — 7%
e) Traffic fines — 1%
fy Testing grounds — 1%
g) Other - 3%

s Inoption 1:

Equitable share — 7%
Rates — 5%
Electricity — 5%
Refuse — 5%

Traffic fines — 1%
Testing grounds — 1%
) Other — 3%

e=eeeow
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Chapter 9

Financial Plan

h) The future impact of the IDP on the operating
budget is reflected.

iy As a result of the substantial capitai
requirements required to implement the IDP
projects external borrowing of loans is not
affordable considering the projected deficit in
option 1.

j} The implementation of the IDP creales a
need for funds for operational expenditure the
future impact of which has been considered.

¢ In option 2:

a) The positive impact of implementing the
financial strategies is reflected in option 2.

b) The projected surplus as a result of
implementing the strategies may be used to
raise external loans to deliver some of the
projects in the IDP.

¢} The implementation of the financial strategies
will have the following effect on the financial
position of the municipality:

Restructuring of the rates base will increase income by
24%

over the next Syears

Qutstanding debt will be reduced by 50% over the next
5 years

The salaries budget will be reduced by a further 5%
over the next 5 years

Improved financial management will result in reduced
expenditure of 4% per annum over the next 5 years.
Capital charges will be reduced at 2% per annum
Housing stock will be sold off over the next 1year.
Interest income is calculated on collection of
outstanding debt annually

e The Municipality will have to scurce grant funding
for the remainder of the projects listed in the IDP as
a result of shortage of funds
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Chapter 9 Financial Plan
Budget Projections - Status Quo
Budget 2007/08 2008/09 200910 2010/2011 2011112 2012/13

Expenditure

Salaries & wages 39,410,615 41,551,928 43,681,871 45,727,891 47,698,422 49,668,952
General Expenditure 35,702,647 35,619,572 36,897.938 38,998,491 41,140,650 42,568,756
Repairs and maintenance 2,890,760 2,991,345 3,022,275 3,104,270 3,219,200 3,335,530
Capital charges 8,478,572 8,732,910 8,907,560 9,146,099 9,400,456 9,654,813
Contribution to provisions 5,751,231 5,954,673 6,201,036 6,404,707 6,634,757 6,863,249
Capital empioyed 4,707,955 4,359,180 5,190,555 7,251,011 7,392,249 7,580,568
Contra debits 8,941,891 9,852,238 10,072,740 8,941,831 8.941,891 8,941,891
Conira credits -10,164,993 -11,053,381 ( -11,344425| -10,164,993| -10,164,993| -10,164,993
Total expenditure 95,718,678 98,008,467 | 102,629,550 [ 109,409,366 | 114,263,331 | 118,448,766
Income

Equitabie share 9,632,000 10,946,000 12,362,000 12,348,030 12,806,505 13,191,785
Grants & subsidies 5,874,600 3,427,600 2.554,660 6,153,616 6.432,632 6,667,616
Assessment rates 33,496,725 34,992,575 36,737,430 38,110,504 40,120,308 41,711,245
Electricity 32,155,323 33,668,560 35,529,570 36,969,087 38,653,356 40,261,123
Refuse removal 4,741,000 5,020,860 5,317,520 5,518,087 5,766,417 5,956,057
Cemeteries 213,050 215,650 218,300 220,791 223,377 225,964
Licencing 640,000 649,000 658,000 666,383 675,137 683,890
Traffic fines 1,768,000 1,749,000 1,760,000 1,770,884 1,781,944 1,792,994
Testing grounds 1,389,160 1,409,260 1,428,005 1,447,362 1,468,557 1,485,751
Rentals 1,155,855 1,149,865 1,135,685 1,146,961 1,158,519 1,170,078
Other 4,658,885 4,786,935 4,932,241 5,058,015 5,185,268 5,332,621
Total Income 95,724,598 98,015,306 | 102,634,411 108,410,730 | 114,280,019 | 118,478,022
Surplus/(Deficit) 5,920 6,838 4,861 1,364 16,688 30,256
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The table above reflects the current financial situaticn of the
municipality excluding the impact of the IDP.
e Inflationary increases have been considered in projecting the
future years expenditure.
¢ The budget reflects an increasing surplus over the 5 years.
JBudget 5rojections - Scenario 1
Budget 2007/08 2008/09 2009410 2010/2011 201112 20123
Expenditure R R R R R R
Salaries & wages 39,410.815 41,551,929 43,681,871 45,727,891 47,698,422 49 668,95
General Expenditure 35,702 847 35,619,572 36,897,938 38,998,491 41,140,650 42,568,75
Repairs and maintenance 2,890,760 2,991,345 3,022,275 3,104,270 3,219,800 3,335,53
Capital charges 8,478,572 8,732,910 8,907,560 9,146,099 9,400,456 9,654 ,81
Contribution te provisions 5,751,231 5,954,673 6,201,036 6,404,707 6,634,757 6,863,24
Capital employed 4,707,955 4,359,180 5,180,555 7,251,011 7,392,249 7.580,56
Contra debits 8,941,891 9,852,239 10,072,740 8,941,891 8,941,891 8,341,89
Contra credits -10,164,893 -11,053,381 -11,344 425 -10,164,993 -10,164,993 -10,164,99
Project operating costs 8,780,831 4,765,436 3,634,789 1,441,999 1,448,540 269,36
Total expenditure 104,499,509 102,773,903 | 106,264,339 | 110,851,365 | 115,711,871 118,718,13
Income
Equitable share 9,632,000 10,946,000 12,362,000 12,349,030 12,806,505 13,191,78
Grants & subsidies 5,874,600 3,427,600 2,554,660 6,153,616 6,432,632 6,667 61
Assessment rates 33,496,725 34,992,575 36,737,430 38,110,504 40,120,308 41,711,24
Electricity 32,155,323 33,668,560 35,528,570 36,969,087 38,653,356 40,261,12
Refuse removal 4,741,000 5,020,860 5,317,520 5,518,087 5,766,417 5,956,05
Cemeteries 213,050 215,650 218,300 220,7N 223,377 22596
Licencing 640,000 649,000 658,000 666,383 675,137 Bt '!-9
Traftic tines 1,768,000 1,749,000 1,760,000 1,770,894 1,781,844 1,792,989
Testing grounds 1,389,160 1,409,260 1,429,005 1,447,362 1,466,557 1,485,75
Rentals 1,155,855 1,149,865 1,135,685 1,146,961 1,158,519 1,170,07
Other 4,658 885 4,786,935 4,932,241 5,058,015 5,195,268 5,332,52
Totai Income 3 95,724,598 98,015,305 102,634,411 109,410,730 114,280,019 118,479,02
Projected Revenue Requirements -8,774,911 -4,758,598 -3,629,928 -1,440,635 -1,431,852 -239,11
Tariff Ratio 9.17% 4.85% 3.54% 1.32% 1.25% 0.20
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[f it is assumed Endumeni Municipality implemented the
projects in the IDP, the impact of the operating cost of the
projects on the budget over 5 years will be deficits in the
following years.

» The required tanff ratio increase to fund the deficits is
between 0.2% and 9% between 2007/08 and 2012/13.

o It is clear from the above analysis that the municipality
cannot afford ta implement all the projects in the IDP.

o |t is important council reprioritise the projects listed in the
IDP and concentrate on delivering a few key projects in
the short term and endeavour to obtain grant funding for
the remainder of the projects.
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