CHRIS HANI
DISTRICT MUNICIPALITY

SUSTAINING GROWTH
THROUGH QUR REOFRLE

EXTRACT OUT OF MINUTES OF AN ORDINARY COUNCIL MEETING HELD ON 29 MAY 2025.

C147
2024-2025.

REPORT ON CHDA FINAL DRAFT BUDGET 2025-2026 MTREF FOR YEAR ENDING
30 JUNE 2026

Purpose:

To present the projected draft budget of the Chris Hani Development Agency DOC Ltd
(CHDA) for 2025/2026 MTREF period, compiled as at 31 January 2025, and further
adjusted with inputs from various parties, and changes in the operational environment

in readiness for budget implementation from 1 July 2025.

This document thus presents the projected revenue and expenditure budget for the
agency for the 2025/2026 financial year and three outer years for consideration, for the'
upcoming period starting 1 July 2025 to 30 June 2026 in line with Section 87 of the MFMA.

The draft budget for 2025/2026 has been initially developed in January 2025, after which
inputs and amendments will be taken into consideration from the
Project/Finance/Investment Committee (PFI), the Audit and Risk Committee (ARC) as
well as the agency Board (accounting authority). Any further amendments will also be
factored by Management, in consultation with staff and in response to the changes and
emerging trends in the organisation, and in consideration of the current challenges facing

the agency in implementing its developmental mandate.

The final set of amendments will be effected in May 2025, after receiving budget

confirmations from the funded line items by the shareholder

Authority:

« Chris Hani Development Agency — Audit and Risk Committee,
«  Chris Hani Development Agency — Projects and Finance Committee,
«  Chris Hani Development Agency — Board of Directors, and

+  Chris Hani District Municipality
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Legislative framework:

No.56 of 2003: Municipal Finance Management Act, 2003

Section 87 - budgets:-

(M

(2)

(3)

(4)

(5)

(6)

The board of directors of a municipal entity must for each financial year submit a

proposed budget for the entity to its

parent municipality not later than 150 days before the start of the entity’s financial

year or earlier if requested by the parent municipality

The parent municipality must consider the proposed budget of the entity and assess

the entity’s priorities and objectives. If the parent municipality makes any

recommendations on the proposed budget, the board of directors of the entity must

consider those recommendations and, if necessary, submit a revised budget to the

parent municipality not later than 100 days before the start of the financial year

The mayor of the parent municipality must table the proposed budget of the entity

not later than 30 days before the start of the financial year

The board of directors of a municipal entity must approve the budget of the entity

not later than 30 days before the start of the financial year

The budget of the entity must be balanced, consistent with service delivery

commitments and be within applicable limits as determined by the parent

municipality, as well as be aligned to the proposed service delivery model of the

agency or multi-year business plan, and be inclusive of reflecting any potential

liabilities and commitments of the agency during the period to which the business

plana and budget relates

The board of directors of a municipal entity may with the approval of the mayor revise

the budget of the municipal entity, but only for the following reasons:

(a) To adjust the revenue and expenditure estimates downwards if there is material
under collection of revenue during the year;

(b) To authorise expenditure of any additional allocations to the entity from its parent
municipality.

(c) To authorise any foreseeable or unavoidable expenditure approved by the mayor
of the parent municipality, and

(d) To authorise any other expenditure within a prescribed framework
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CHRIS HANI
DISTRICT MUNICIPALITY

SUSTAINING GROWTH
THROUGH OUR PEOPLE

The table above illustrates that:

High reliance on CHDM water agency fees have resulted in limited sources of
alternative revenue sources thus putting the agency at risk of unfunded LED projects.
The phasing out / non-renewal of the water principal agent contract has clearly had a

devastating impact on agency budget

Agency principal agent transactions are limited and do not bring in required levels of
your own revenue - need to revisit the agency stance and positioning as implementer,
so there are clear revenues to be made on implementation on behalf of third parties.
This will reduce the “budget commitment on implementing these services as often the

costs of implementation cannot be fully recouped from the agency fees charged

The operational inefficiencies in the QMC also have contributed to an inability to
generate required revenue targets, as the cost of operations are substantially high and
tariffs not reflective of the running costs of the center. As much as the developmental
nature of the center is understood, a review of the business and operating model
needs to be done, so as to allow the center to at least operate at break-even, and

eventually, at a profit that can be re-invested to capital improvements and service

delivery

High grant dependency and high rate of fixed costs despite cost-containment
measures - need to review agency organogram as cost of employment is still very high
and create operational efficiencies to reduce savings on operational budget. This
includes looking at possibilities for shared services to reduce admin/general spending,
as well as consideration to review and streamline the current organogram, and limit
future pay increases. The recommendations from the salary benchmarking report also

need to get sufficient consideration with clear engagement processes

Nil improvement in LED funding sources or external grants is indicative of poor
performing funding mobilization strategy. There is a need to analyses how the agency
packages funding proposals and development of a comprehensive project pipeline

linked to the approved mandate
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- The reliance of the LED programming portfolio on own revenue in the past three years
have resulted in an inability to keep up with SARS debt, which now the resulting non-
compliance has an adverse impact on agency ability to generate revenue as agent, or

secure funding

- The agency needs to also consider a more focused approach to project identification,
and prioritization. This will help streamline the flow of resources to projects that are

confirmed to have a lasting and measurable impact

REFER ATTACHED DETAILED BREAKDOWN ON THE DRAFT BUDGET:

Budget Analysis — Third-Party / Grant Funded Transactions 2025-2026
‘ The draft budget and outer years show a decrease from R2.6m in adjusted budget
for 2024/20256, to a NIL BUDGET allocation for third party conditional grant
allocations in 2025/2026

- This is evidence of a reducing funded-project baseline, and reduction in internal project
pipeline and funding application development. The minimal R2m allocation from the
shareholder for KIP operations has also been removed, pending formal confirmation of
next year's allocation, since the 2024/2025 adjustment was affected to re-allocate

unutilized funds towards cropping programme (One-Plan)

- An honest assessment of the conditional grants history was also conducted, and the
agency has had an over-reliance on the CHDM to fund its LED projects with very minimal
external funding coming in from third party funders. As a result, the initial budgeted line

item for irrigation schemes and waste project have been removed, as not reliable
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without commitment received from the funder — this applies prudence principle in
accounting, and thus mitigates future unauthorised expenditure — any positive

movement in-year can be accommodated in the adjustment budget

- The high reliance on the agency fees in the past has detracted from development of a
comprehensive funding mobilisation strategy to fund LED projects after the ending of the
water/sanitation principal-agent SLA with the CHDM, and that has also been made worse
by the inability to divert agency fee revenue in the past towards servicing the SARS debt

in favor of diverting these funds into unfunded LED projects

Budget Analysis — Principal-Agent Transactions 2025/2026
“ The draft budget and outer years shows a decrease from R47.65m in adjusted
budget for 2024/20256, to a R7.93m allocation for third party principal-agent service
contracts in 2025/2026 (-83% decrease)

- This is evidence of a reducing funded-service delivery and earning potential pipeline
of contracts, as the agency relies on the principal-agent agreements for own revenue

generation

- An assessment of all active contracts was focused on likelihood for renewal, and
engagements with third parties / principals on possible contracts for implementation
in 2025/2026. It was prudent and realistic to only include those confirmed or with a
high confidence level of approval for budgeting purposes.
The skills programme included is that existing contract with multi-year validity as shown

by declining annual budget across the MTREF period

- The key driver of principal agent transactions over the past 3 years has unfortunately
not been renewed, and this is evident in the reduction in revenue and related
expenditure, but also on own income and agency fee generated to fund operational
budget shortfalls and Led projects. it is anticipated however, that despite the contract
having ended, the agency may continue to receive smaller deposits from bad debt on

unpaid agency fees from the infrastructure implementation overdue balances
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- An honest assessment of the principal-agent revenue sources has been
conducted, and the agency fees charged versus the risk of implementation are
currently high. Therefore, in line with budget assumptions earlier detailed, a
10% percentage will be factored in agency fees, except for those with multi-year

service agreements, despite no % increase in contract value

Budget Analysis — Own Revenue Transactions 2025/2026
The draft budget and outer years shows a decrease from R5.149m in adjusted
‘ budget for 2024/20256, to a R2.216m own revenue generation target (56.34%
decrease), whilst the pressure of minimal external conditional grants and
limitations in principal-agent contracts have increased LED project internally
funded spending from R1.520m to R 2.170m in 2025/2026

- This is evidence of reducing funded-service delivery and earning potential pipeline of

contracts, as the agency relies on the principal-agent agreements for own revenue

generation

- This decrease in agency fee revenue and no conditional grants is a high risk that the
agency may not have LED projects that are funded from the approved budget, and thus

has serious implications for the service delivery plan in 2025/2026

- The agency, as part of implementing the turnaround plan, needs to develop a clear funding
mobilisation, own revenue generation and grant dependency reduction plan. This will

require innovation in the identification of new areas for own income generation, thathas a

reliable revenue and cash inflow

- The operational grant remains the most reliable source of revenue, indicative of the
agency’s high grant dependency. The projected income from operational subsidy has been
adjusted by the projected 4.8%, but is clearly not sufficient to meet the demands of the

fixed costs of the agency in running its operations
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Budget Analysis — Operational Subsidy and OPEX in 2025/2026
' The draft budget and outer years shows an increase in operational subsidy, per
CPIX. This is however a minimal adjustment and has required extensive cost-

cutting in OPEX to have a funded budget.

- The largest OPEX driver still remains cost of employment, at 60% of operational
expenditure. The current budget assumption relies on i) no new staff additions, ii) possible
restructuring to reduce active positions on payroll, and getting people as needed, iii) no

salary increases and exemption from SALGBCC

- The agency also has a high level of outsourced services and fixed running costs, including

audit fees, board fees, and secretarial, ICT fees

- The budget has been significantly cut on capex, and repairs/maintenance provisions, with
a planned submission to be made to the board on asset disposal to curb insurance costs

and depreciation costs on obsolete / non-revenue generating assets

- Any budget savings have been diverted to provisions for tax compliance, with a key
provision being made that if the negotiations with the shareholder are successful, the
agency can realise minimum 50% in bad debt recovery (R4m of R8m) from unpaid agency

fees, which will also be diverted to tax debt

- The assumptions are that the board will approve minimal travel costs for board,
management and staff at policy level, to maximise cost-containment and reliance on
virtual, telephonic and email communications, unless these costs are billable or linked to

own-income generation
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Resolution:

It was resolved that:

1) Council notes and accepts the CHDA Final Budget for 2025/2026 MTREF for year
ending 30 June 2026.

This is certified as a true copy of the original.

MR. G. MASHIYI CLLR J/CENGANI
MUNICIPAL MANAGER SPEAKER OF COUNCIL
(An official delegated with the (In His capacity as the
Authority to prepare the record of the Speaker of the Council)

Proceedings and implement council
Resolutions)
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