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Document Information 
The purpose of this document is to provide comments on the draft KwaDukuza Local Municipality 2025/26 

Medium Term Revenue and Expenditure Framework (MTREF) budget on behalf of the business community 

and from a business perspective. 
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1. Introduction 

This submission is made by the iLembe Chamber of Commerce as part of the public 

participation process for the KwaDukuza Municipality’s (KDM) draft 2025/26 Medium-

Term Revenue and Expenditure Framework (MTREF) Budget. 

 

The intention of this submission is to constructively support the municipality in refining its 

budget to enable more effective resource allocation, improved prioritisation of key 

economic enablers, and greater responsiveness to public input. Ultimately, this 

contribution seeks to assist in shaping a budget that promotes inclusive growth and 

fosters a resilient, sustainable local economy.  

 

Drawing on the collective knowledge and insights of the local business community, the 

Chamber has undertaken a thorough review of the draft budget, with a particular focus 

on its implications for business retention and local economic development. These inputs 

reflect the lived experiences, priorities, and concerns of businesses operating within the 

KwaDukuza municipal area. 
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2. High Level View: 2025/26 METREF Budget 

The draft 2025/26 MTREF Budget presented by the KwaDukuza Municipality outlines key 

spending priorities and financial strategies for the upcoming period. While the budget 

attempts to address core delivery and infrastructure needs, our analysis identifies several 

shortfalls that should be strengthened in the final budget.  

 

The business community trusts that the proposed budget would transform the IDP from a 

planning wish list into a performance contract with financial teeth - ensuring that planning 

and budgeting are part of a dynamic, accountable system.  

 

The budget must financially enable key KDM IDP commitments aimed at improving 

investor confidence, such as enhanced private sector collaboration, the creation of 

partnerships for infrastructure investment and maintenance, basic service delivery 

improvements aimed at enhancing business operations in especially in industrial nodes, 

and investor-friendly policies and processes. 

 

2.1 Financial Pressure with Direct Impact on Service Delivery 

• The overarching observation is that KDM’s financial position remains under significant 

pressure, primarily due to escalating electricity losses and rising operating costs. The 

operating budget deficit recorded in the 2024/25 Adjustment Budget has further 

strained internal reserves.  

• As a result, KDM had to scale back its own fund contribution towards the capital 

budget. This reduction in capital funding poses a risk to the delivery of essential 

infrastructure and services, especially given the already substantial decrease in the 

capital budget.  

• Additionally, KDM’s historical underperformance in the implementation of capital 

projects exacerbates persistent challenges in fulfilling service delivery commitments to 

the business community, specifically, and communities in general.  

• These trends highlight the critical need for improved fiscal management, and greater 

efficiency in capital expenditure execution. 
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2.2 Key Risk Areas 

The following have been identified as key risk areas in this budget: 

2.2.1 Declining capital investment and underperformance in expenditure 

• A substantial reduction in national government grants and constrained borrowing 

capacity is limiting financial flexibility. 

• The 2025/26 budget reflects a 76% decline in the capital budget, inevitably affecting 

essential services and infrastructure investment. 

• The decreasing portion of own revenue allocated to capital funding signals a 

worsening the fiscal environment. 

• KDM has not met its capital expenditure targets for key infrastructure projects. Projects 

like the Groutville Surface Roads and Stormwater, and the Sokesimbone Access Road 

have faced delays due to procurement issues and subcontracting concerns. 

• Significant underperformance, especially in MIG-funded projects, confirms concerns 

about KDM’s ability to implement its capital investment plans effectively. 

2.2.2 Inadequate repairs and maintenance 

• The repairs and maintenance allocation remains critically low at 2.6% of the value of 

Property, Plant, and Equipment - well below the 8% benchmark. 

• The continued underinvestment represents a strategic risk, compromising long-term 

infrastructure sustainability and weakening KDM’s ability to deliver reliable services in 

line with its developmental mandate. 

• The current reality of limited infrastructure investment, demands that the municipality 

prioritises the maintenance and lifecycle management of existing infrastructure. 

Proceeding with the budget in its current form, without strengthening this focus, would 

risk further deterioration of critical assets and undermine service delivery. 

2.2.3 Electricity function and distribution losses 

• The Electricity function continues to operate at a substantial deficit, with a budgeted 

shortfall of R160.3 million in 2025/26. 

• High technical and non-technical losses remain a critical issue - 25.67% of total 

electricity distributed was lost in 2023/24, costing the municipality R321.2 million.  

The NERSA benchmark for total losses is 11% of electricity supplied. 

• Despite plans for improvements, measurable reduction targets are not outlined in the 
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budget. 

• The function’s performance, and specifically the inability to combat non-technical 

revenue losses, undermine KDM’s financial sustainability, and place additional strain 

on other service delivery functions. 

2.2.4 Financial sustainability 

• Although core financial ratios appear stable, the municipality’s financial health is 

heavily reliant on achieving high revenue collection rates and successful 

implementation of revenue-enhancement strategies. 

• The 0% increase in property rates, accompanied by a reduction in rates rebates, 

translate into an effective increase of 9,33% in the burden to ratepayers.  

Considering CPI levels, rates increase in previous years, and the uncompetitiveness of 

property rates, this adjustment fails to strike the right balance between cost recovery 

and affordability, undermining long-term revenue stability, hindering local economic 

activity, and the erosion of community trust and cooperation. 

• As part of an effective revenue management strategy, it is essential to recognise that 

households - particularly those located in indigent designated areas - benefit from 

both direct and indirect municipal services by virtue of location 

• The continued reliance on internal reserves to fund capital projects, and offset 

deficits, poses long-term risks to fiscal sustainability, evident more than ever in the 

budget. 

2.2.5 Overstated cash flow projections 

• The projected 161.8% increase in cash reserves for 2025/26 is overly optimistic, if not 

unrealistic. 

• This poses a risk of under provision if the actual revenue collections fall short, or 

expenses exceed projections, which will lead to liquidity constraints. 

2.2.6 Municipal governance 

• There are material concerns regarding KDM’s internal audit capacity and overall IT 

governance, laid bare by the recent incidents of theft and attempted theft from the 

municipality’s bank account. The incident raised serious questions about compliance, 

cybersecurity readiness, whether it could have been prevented, and accountability 

at individual level. 
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• Despite the size and risk profile of the municipality, and the confirmation that 

cybercrime has now overtaken load-shedding and political instability as the top 

concern for businesses in South Africa, there is no indication of efforts to increase 

Internal Audit capacity, either through additional staff or outsourcing.  

• The overall employee budget increase of 5.6%, along with a stated hiring freeze, 

suggests no new appointments. Moreover, outsourced Internal Audit allocations have 

declined from R350,000 to R300,000, with no provision for IT audit expertise.  

• An appropriately qualified and experienced IT Security Officer within the municipal 

structure should be a priority, particularly considering the evolving cybersecurity 

threats in the current technological environment.  

• Furthermore, there is no evidence or reference to system vulnerability assessments, 

nor are there any visible budgetary provisions to support such critical actions in the 

proposed MTREF. The modest 3.5% increase in the allocation for External Computer 

Services, coupled with a 12% decrease in the overall budget for contracted services, 

raises concerns regarding the municipality’s capacity to adequately address ICT 

governance and cybersecurity risks. 

• The financial impact of these governance shortcomings is directly affecting the 

pocket of ratepayers, evidenced by the substantial increase in the budgeted 

provision for ongoing external investigations - rising sharply from R1.5 million to R12 

million. 
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3. Key Recommendations  

3.1 Actions that are Imperative Prior to Budget Approval 

3.1.1 Broaden capital funding sources 

• Provide a clear explanation of the anticipated impact of the significant capital 

budget reduction on service delivery, particularly in infrastructure backlogs and 

project rollouts. 

• Explore alternative funding models for service delivery infrastructure, including 

borrowing and public-private partnerships (PPPs) to offset declining national transfers 

and shrinking own revenue allocations. 

• Any new borrowing must be balanced with realistic forecasts of future cash flows and 

repayment ability. 

3.1.2 Prioritize repairs and maintenance 

• It is critical to review and significantly increase repairs and maintenance allocations 

to get closer to the 8% norm relative to the value of PPE (Property, Plant & Equipment). 

• Ensure maintenance plans focus on high-risk assets to prevent service interruptions 

and asset degradation. 

• The maintenance and aesthetics of commercial, and especially tourism nodes, are 

pivotal in maintaining the North Coast’s status as a premier business and tourism hub 

- and driver of KDM revenue generation and economic activity.  

The inclusion of tourist node upgrades, i.e. Salt Rock Main Beach (R9.1 million), 

Thompsons Bay Beach (R6.7 million) and the Salt Rock Main Beach Bridge (R3.8 

million) are acknowledged with appreciation. 

• Several maintenance requests however remain outstanding, with some posing a 

serious safety and logistics challenge impacting on business continuity and investor 

sentiment. 

- Resurfacing of Douglas Crowe Road in the Ballito Business Park 

- Installation of new kerbing at the traffic circle on Ballito Drive (near BP Garage) 

- Resurfacing of Hawkins Car Park and Emberton Way, both critical access points 

for tourists to popular beaches.  

• The respective business communities acknowledge the refurbishment of the 

KwaDukuza Taxi Rank and upgrade of the Ballito Taxi Rank and trust that funds can 
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be made available to conclude the next phases of these multi-year projects. 

• KDM is urged to implement the Ballito UIP proposal, to the Electrical Department, 

pertaining to the prompt repair of malfunctioning and damaged traffic lights in the 

Ballito Business Park. The partnership-driven model will address the serious risk to 

pedestrian and motorist safety, and the disruption of traffic flow with a substantial 

impact on the local economy.  

The proposal applies to the following four critical intersections:  

- P445 and Moffatt Drive (McDonald’s) 

- P445 and Douglas Crowe (Shell Garage)  

- P445 and M4 (near BP Garage) 

- M4 and Albertina Way (Ashton School) 

3.1.3 Review of the electricity budget 

• KDM must include a separate Statement of Financial Performance for the electricity 

function to allow for transparent evaluation of cost, revenue, and subsidy levels. 

• The municipality adopt a more conservative and realistic approach when budgeting 

for bulk electricity purchases, aligning tariff increase assumptions closer to those 

approved by NERSA to prevent underfunding. 

• Targets for electricity distribution losses across the 2025/26 MTREF must be explicitly 

stated in the final budget (guided by the NERSA benchmark) along with the plans to 

reduce both technical and non-technical losses. 

- The stated 5-year targets contained in the Non-Revenue Electricity Project, for 

both Annual % Loss Reduction (10% over 5 years) and Total Projected Losses (from 

19,44% to 11,44%) should be reviewed and revised for accuracy. 

- The sixteen (16) technical, financial, and institutional strategies, and social 

interventions and initiatives, identified and funded through the Vuthela Project, to 

reduce losses should be explicitly included in the budget documents to guarantee 

implementation, including timelines, baselines, and funding requirements. 

- Considering the risk and impact of these continued losses, the achievement of 

these targets should be included, and be central to individual performance 

contracts of the KDM Executive team, including the Municipal Manager and 

Executive Director: Electrical Engineering Business Unit. 

- It should further be a standard agenda item for all KDM oversight committees. 



11 | P a g e  

 

• It is noted with concern that, despite assurances provided by the Mayor and the 

Municipal Manager during the engagement held on 14 January 2025, the KDM 

Southern Network Electrical Technical Task Team has not been afforded the 

opportunity to formally present or substantiate the Electrical Department’s capital 

and operational budget requirements for 2025/26.  

While the Task Team is aware of an application submitted for a Critical Municipal 

Infrastructure Grant (CMIG), there is no indication of contingency budgeting from the 

municipality’s own funds if the grant application is unsuccessful. 

3.1.4 Ensure realistic, affordable, and transparent budgeting 

• While the adjustment to the property rates rebate structure will boost revenue, the 

municipality should communicate these changes transparently to maintain public 

trust.  

Making it seem like there is a zero increase, while there is a significant increase of 

9,33%, is not being transparent. 

• The effective increase of 9,33% on property rates is not affordable under the current 

economic climate and needs to be reviewed.  

The same applies to the 7,3% increase in bulk refuse removal which is significantly 

above the 3% inflation rate. 

• The municipality must correct overstated cash flow projections to accurately reflect 

actual financial capacity. 

• All budget assumptions, especially around property rates, collections, and 

operational expenses, should be stress-tested and allocations reviewed.  

• Complete and include Table A10 in the budget schedules to disclose the extent of 

service delivery backlogs and the cost of providing free basic services. 

3.1.5 Urgent measures to address governance and IT risk gaps 

• It is recommended that KDM urgently strengthen its governance framework by 

prioritising investment in internal audit and IT security capacity. 

• This should include the appointment of appropriately qualified and experienced IT 

audit specialists and IT security officers, either internally or through outsourcing. 

• A comprehensive IT systems audit should be commissioned to identify and address 

long-standing cybersecurity risks.  
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• The current budget allocations do not reflect these critical needs and should be 

revised accordingly.  

• Additionally, consideration should be given to restoring or increasing outsourced 

internal audit funding to ensure adequate coverage, particularly in high-risk areas. 

These actions are essential to enhance oversight, reduce vulnerability to fraud and 

cyber threats, and improve the overall integrity of municipal operations. 

 

3.2 Performance & Oversight Recommendations for Budget Success 

3.2.1 Enhance Capital Project Management 

• Address procurement delays and subcontracting inefficiencies through improved 

supply chain management processes and proactive planning. 

• Strengthen project tracking and early intervention mechanisms to reduce the risk of 

underperformance, especially for MIG and Disaster Recovery Grant-funded projects. 

• The council must specifically monitor this at close intervals and pay specific attention 

to project implementation planning for the following years. 

3.2.2 Improve Electricity Department oversight and efficiency 

• The KDM Council and Executive Committee, among others, to put additional 

mechanisms to closely monitor that the measures to reduce losses are being 

implemented according to the agreed timelines to avoid the recurring losses.  

• Through the leadership of the Mayor, Municipal Manager, and senior executives of 

the Electrical Department, the scope of the KDM Southern Network Electrical 

Technical Task Team can be expanded to include support for initiatives focused on 

improving network stability and addressing non-technical electricity revenue losses. 

3.2.3 Strengthen financial sustainability 

• Intensify implementation of revenue-enhancement and cost-containment strategies 

to reduce reliance on internal reserves. 

• Improve billing accuracy, collections, and enforcement while protecting vulnerable 

households. KDM must strengthen efforts to optimise revenue from both exchange 

transactions (e.g. waste removal and refuse collection fees) and non-exchange 

transactions (e.g. property rates), to support financial sustainability and the equitable 

delivery of services. 
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• The municipality must develop a targeted approach to identify and distinguish 

consumers who are able to pay within indigent-designated areas to ensure subsidies 

are appropriately allocated. 

3.2.4 Improve indigent support and social equity measures 

• Regularly update and audit the indigent register to ensure eligibility accuracy. 

• Explore alternative models for subsidizing electricity and basic services to better 

target those in genuine need without straining municipal finances. 
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4.  Detailed Review of the 2025/26 MTREF Budget 

4.1 Capital Investment and Funding 

Table 1 below depicts the Capital Budget and how it is funded.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

4.1.1 Capital budget overview 

• The capital budget decreased by 76% from R624.3 million in the 2024/25 adjustments 

budget to R149.9 million in the 2025/26 financial year and further decreases to R105.1 

million in 2027/28.  

• The reduction is due to the decrease in transfers from national government, borrowing 

and own funding.  

• It should be noted that the 2024/25 adjusted budget increased by 90% compared to 

the original budget of R328.6 million due to the approved rollover of grant funding. 

The effective reduction in 2025/26 is therefore 54.4% compared to the 2024/25 original 

budget of R328.6 million.  

• The significant infrastructure investment is on roads transport with a budget allocation 

Description 2023/24

R thousands
Audited 

Outcome

Original 

Budget

%inc 

(2024/25 

vs 

2023/24)

Adjusted 

Budget

%inc (2024/25 

original vs 

adjusted 

budget)

Budget 

Year 

2025/26

%inc 

(2025/26 vs 

2024/25)

Budget 

Year 

2026/27

Budget 

Year 

2027/28

Capital Expenditure - Functional

Municipal governance and administration 17 385      44 051    153,4% 37 186         -15,6% 200           -99,5% -           -           

Executive and council 5 175        24 296    100,0% 24 335         0,2% -100,0%

Finance and administration 12 210      19 755    61,8% 12 852         -34,9% 200           -98,4% -           -           

Internal audit

Community and public safety 35 692      50 277    40,9% 48 437         -3,7% 30 501       -37,0% 16 200    -           

Community and social services 6 855        10 311    50,4% 6 551           -36,5% 7 380         12,7% 4 000      

Sport and recreation 18 178      17 486    -3,8% 15 108         -13,6% 20 321       34,5% 12 200    

Public safety 10 652      13 680    28,4% 13 639         -0,3% -100,0%

Housing 7               8 800      125614,3% 13 139         49,3% 2 800         -78,7%

Health

Economic and environmental services 479 110     106 037  -77,9% 393 902       271,5% 72 710       -81,5% 59 411    76 218    

Planning and development 2 167        14 933    589,3% 10 385         -30,5% 7 176         -30,9% 2 174      1 391      

Road transport 476 943     91 104    -80,9% 383 517       321,0% 65 534       -82,9% 57 237    74 827    

Environmental protection

Trading services 134 903     128 207  -5,0% 144 761       12,9% 46 535       -67,9% 36 925    28 842    

Energy sources 129 524     125 522  -3,1% 143 222       14,1% 46 535       -67,5% 36 925    28 842    

Water management

Waste water management

Waste management 5 379        2 685      -50,1% 1 539           -42,7%

Other

Total Capital Expenditure - Functional 667 089     328 573  -50,7% 624 287       90,0% 149 947     -76,0% 112 536  105 060  

Funded by

National Government 486 665     66 126    -86,4% 377 748       471,3% 54 551       -85,6% 67 536    69 710    

Provincial Government 7               3 255      43416,0% 3 380           3,8% -              -100,0%

District Municipality

Transfers and subsidies - capital (monetary 

allocations) (Nat / Prov Departm Agencies, 

Households, Non-profit Institutions, Private 

Enterprises, Public Corporatons, Higher Educ 

Institutions) 224           276              100,0% -100,0%

Transfers recognised - capital 486 896     69 381    -85,8% 381 404       449,7% 54 551       -85,7% 67 536    69 710    

 

Borrowing 1 305        

Internally generated funds 178 888     259 192  44,9% 242 883       -6,3% 95 395       -60,7% 45 000    35 350    

Total Capital Funding 667 089     328 573  -50,7% 624 287       90,0% 149 947     -76,0% 112 536  105 060  

Current year 2024/25
2025/26 Medium Term Revenue & Expenditure 

Framework
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of R65.5 million representing 43.7% of the total capital budget of R149.9 million in the 

2025/26 financial year.  

• This is followed by electricity (energy sources) with an allocation of R46.5 million, 

representing 31% of the total capital budget.  

• The following are some of the road transport projects included in the 2025/26 MTREF. 

Table 2: 2025/26 MTREF Roads capital projects 

Project Name 

 

2025/26 Budget 

(R’000) 

2026/27 Budget 

(R’000) 

2027/28 Budget 

(R’000) 

Groutville Internal Roads upgrade Ward 10 R11 154 R0 R0 

Sokesimbone Roads and Stormwater (Wards 1 

and 25) R0 R0 R15 514 

Nkobongo Roads and Stormwater in Ward 8 R1 739 R13 043 R0 

Etete Internal Roads and Stormwater upgrade 

in Ward 7 R0 R0 R13 043 

Rehabilitation of Roads in Ward 17 R1 739 R8 743 R0 

Rehabilitation of Newton Roads – Jones Street R14 996 R0 R0 

Rehabilitation of Newton Roads – Fifth Street R0 R13 043 R5 505 

Rehabilitation of Roads in Ward 16 R1 854 R9 047 R13 359 

Reinstating Salt Rock bridge Ward 2 R3 799 R0 R0 

Rocky Park link to Testing Station Wards 19/ 16 R0 R4 348 R3 710 

Ward 3 Nonoti Beach road Access R2 190 R0 R15 000 

 

Recommendations:  

Several maintenance requests however remain outstanding, with some posing a 

serious safety and logistics challenge impacting on business continuity and investor 

sentiment. 

Resurfacing of Douglas Crowe Road in the Ballito Business Park 

Installation of new kerbing at the traffic circle on Ballito Drive (near BP Garage) 

Resurfacing of Hawkins Car Park and Emberton Way, both critical access points for 

tourists to popular beaches.  

The respective business communities acknowledge the refurbishment of the 

KwaDukuza Taxi Rank and upgrade of the Ballito Taxi Rank and trust that funds can 

be made available to conclude the next phases of these multi-year projects. 
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4.1.2 Capital funding overview 

• The capital budget is funded by R95,375 million (63,6 %) from own revenue generated 

by the municipality.  

• The capital transfers represent 36.4% of the capital funding (R 54,551 million) and are 

from the Municipal Infrastructure Grant and Neighborhood Development Partnership 

Grant. 

• Like the previous years, the municipality’s ability to fund capital expenditure from own 

funds is deteriorating while it budgeted for low/ insignificant operating surpluses.  

4.2 Performance against capital investment  

4.2.1 2023/24 Audited Performance 

• It is of significant concern that KDM’s performance against the capital budget has 

been regressing for the three previous audited years, as reported in the 2023/24 

Annual Report.  

• This indicates that it could not deliver on the commitments that were made to the 

communities as approved in the budget. The figure below is an extract from the 

annual report reflecting the performance. 

Figure 1 

 

• The expenditure on capital budget for the 2023/2024 financial year was 68% 

(R765,798,417 vs a budget of R1,122,175,158), which shows a decrease of 3% 

compared to 71% in the 2022/2023 financial year. 
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• The municipality highlighted that the reasons for lower capital spend may be 

attributed to: 

a) The disaster grant and the subsequent increase in the capital budget amount. 

b) R1,271,098,000 was received on 17th of March 2023 for 400 roads and stormwater 

projects, in addition to the existing capital budget. These budgets were not fully 

spent during the 4 months (March - June 2023) of the 2022/2023 financial year and 

funds were rolled over to 2023/2024 financial year. 

c) There were many tenders that were taking longer to process, with the existing 

number of staff. 

d) There were instances of under-quoting by service providers, resulting in cash flow 

challenges which led to delays on completion of projects. 

e) There were instances of business forums disrupting processes and refusing to follow 

correct sub-contracting processes stipulated on the municipal supply chain 

management policy. 

f) There were appeals on the awarding of large contracts which delayed the 

appointment of service providers to carry out works. 

 

4.2.2 2024/25 Mid-year Performance 

• The following reflects performance against the capital budget for the first half 

of the 2024/25 financial year based on the municipality’s 2024/25 Mid-year 

Budget and Performance Assessment Report. 

Figure 2: 2024/25 Capital expenditure 

 

• The municipality spent R171.5 million of the capital budget allocation for 

road transport – Civil Engineering Roads. This represents 44.7% 

performance against the 2024/25 adjusted budget of R383.5 million 

which includes rollover of disaster funding.  

• R155 million of the expenditure was funded from rollover of the 

Municipal Disaster response Grant. 

• R3.2 million from own revenue and R13.3 million from the Municipal 

Infrastructure Grant (MIG). The table below highlights performance  
 -
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Table 3: Status of MIG Funded – Roads projects 

 
MIG Funded projects - 

Roads 

Total 

Budget 

Actual % 

spent 

Status per project 

Groutville Surface 

Roads and 

Stormwater (Ward 12) 

R3 022 

070 
R0 0% 

Delayed due to SCM processes (appeal). 

Appointment to be issued in Q3. 

Sokesimbone Access 

Road & Stormwater 

(Ward 1) 

R5 635 

000 
R2 316 472 41.1% 

Delays due to stoppages due to subcontracting 

issues. Contractor requested extension of time. 

Practical completion to be done in Q3. 

Ward 3 Nonoti Beach 

Road Access 

R12 006 

918 
R3 643 712 30.4% 

Progress report indicate 25% construction work 

done. 

Rehabilitation of 

Kenny Khanyago 

Street and Pigogo 

Street 

R3 128 

343 
R824 654 26.4% 

Project was cancelled at Tender Adjudication 

Committee (TAC) as there was no responsive 

bidder that was within budget. 

 

• The Electrical Engineering Business (Energy Sources function) spent R75.8 million 

(60.4%) of the original budget allocation of R125.5 million. However, the budget 

allocation increased to R143.2 million during the Adjustments Budget. Therefore, the 

performance represents 52.9% of the adjusted budget. 

 

4.3 Maintenance and Renewal of Assets 

Table 4 below depicts the municipality’s budget allocation in relation to the asset 

management performance indicators against the norms as per MFMA Circular No. 71. 

 

 

 

 

 

Recommendations: 

The concerning pattern of under expenditure needs to be curbed with intentional 

oversight and strict measures to ensure management accountability. 

In the short-term consider implementing partners for certain projects e.g. 

development agencies such as MISA, IDT, etc or the Provincial Government.  

Strengthen procurement planning and project preparation for following years. 
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Table 4: Asset management performance indicators 

APPLICABLE PERFORMANCE 

INDICATORS 

NORM  2023/24 

AUDITED 

2024/25 ADJUSTED 

BUDGET 

2025/26 

PROPOSED 

BUDGET 

Capital Expenditure to Total 

Expenditure 
10% - 20% 20.8% 17.3% 4.8% 

Renewal and upgrading of 

Existing Assets as % of total 

capex 

40% 69.9% 67.4% 61.7% 

Renewal and upgrading of 

Existing Assets as % of 

depreciation 

100% 400.8% 263.9% 55.3% 

Repairs and Maintenance as a 

% of Property, Plant and 

Equipment and Investment 

Property  

8% 2.8% 3.3% 2.6% 

 

• The ratio of Capital Expenditure:Total Expenditure indicates the prioritisation of 

expenditure towards current operations versus future capacity in terms of municipal 

services.  

• KDM’s ratio was above the norm of between 10% and 20% in 2023/24 and 2024/25. A 

ratio of more than 20% reflects higher spending on infrastructure and acceleration in 

service delivery.  

• However, the municipality’s capital budget decreased significantly in 2025/26, and 

the ratio is below the norm at 4.8%. A ratio of less than 10% reflects lower spending by 

the municipality in infrastructure and holds potential risks to service delivery. 

•  It is noted that the reduction in national government grants and the municipality’s 

own funds is impacting on its ability to invest in infrastructure poses risks to service 

delivery. 

• Table A9 included in the budget document indicates that the municipality allocated 

61.7% of the capital budget towards renewal and upgrading of existing infrastructure 

compared to the norm of 40% in terms of National Treasury’s MFMA Circular No.71.  

• In MFMA Circular No. 129, National Treasury advised that municipalities must allocate 

at least 60% of the capital budget to renewal and upgrading of existing assets due to 

the deteriorating state of municipal assets in the country. 

• The municipality also spent more than 60% of the capital budget on upgrading of 

renewal and upgrading of existing assets in the 2022/23 and 2023/24 financial years. 

• Like previous years, the municipality will focus on municipal infrastructure assets that 

were affected by the recent weather patterns.  
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• The allocation for repairs and maintenance is only 2.6%, which is below the norm of 

8% of Property, Plant and Equipment. This is a continuing trend where the municipality 

has not been providing adequately for repairs and maintenance given the 2023/24 

audited result of 2.8% and 3.3% for the 2024/25 adjusted budget.  

• The table below highlights repairs and maintenance by category of assets for the 

2025/26 MTREF.  

 

Table 5: Repairs and maintenance 

 

 

• Electrical infrastructure is allocated 36.9% of the total repairs and maintenance 

budget allocation of R85.3 million, followed by Road infrastructure at 22.7% and 

transport assets at 19.5%. 

• Renewal of existing assets as a percentage of depreciation is 55.3% which is below 

the norm of 100%. This indicates that the municipality is consuming its assets at a higher 

rate than replacement. 

• This will impact on sustainable service delivery in the long term due to aged 

infrastructure. 

 

Description 2023/24

R thousands
Audited 

Outcome

Original 

Budget

Adjusted 

Budget

Actual - 31 

December 

2024

% spent 

against 

adjusted 

% spent 

against 

adjusted 

Budget Year 

2025/26

Budget Year 

2026/27

Budget Year 

2027/28

Repairs and Maintenance by Asset Class

Roads Infrastructure 18 309         18 164         29 064         14 296         78,7% 49,2% 19 359         19 555         20 435         

Storm water Infrastructure 9 228           6 500           7 850           6 231           95,9% 79,4% 6 000           6 000           6 273           

Electrical Infrastructure 19 132         29 263         41 813         19 368         66,2% 46,3% 31 498         32 738         34 212         

Solid Waste Infrastructure 11                89                89                72                81,5% 81,5% 90                94                98                

Infrastructure 46 680         54 016         78 816         39 968         74,0% 50,7% 56 947         58 388         61 018         

Community Facilities 1 459           1 976           2 376           1 003           50,8% 42,2% 2 150           2 195           2 293           

Sport and Recreation Facilities 306              477              477              133              27,8% 27,8% 480              502              524              

Community Assets 1 765           2 452           2 852           1 136           46,3% 39,8% 2 630           2 696           2 817           

Operational Buildings 3 956           6 562           8 947           1 995           30,4% 22,3% 4 757           4 845           5 069           

Other Assets 3 956           6 562           8 947           1 995           30,4% 22,3% 4 757           4 845           5 069           

Computer Equipment 174              320              320              45                13,9% 13,9% 320              334              349              

Furniture and Office Equipment 79                290              220              4                 1,4% 1,9% 194              202              211              

Machinery and Equipment 2 823           3 660           4 215           1 179           32,2% 28,0% 3 791           3 961           4 140           

Transport Assets 14 598         17 778         17 725         7 025           39,5% 39,6% 16 673         17 098         17 867         

Total 70 075         85 078         113 095        51 352         60,4% 45,4% 85 312         87 525         91 473         

Current year 2024/25
2025/26 Medium Term Revenue & 

Expenditure Framework
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4.4 Electricity Trading Business 

The table below reflects the performance of the Electricity function when comparing service 

charges from electricity and operating expenditure for the function.  

It does not include the portion of the Equitable Share that may be allocated to the electricity 

service for providing free basic electricity.  

Table 6: Electricity function 

Description 

R thousand 

2023/24 

Audited 

2024/25 

Adjusted 

Budget 

2025/26 

Budget 

2026/27 

Budget 

2027/28 

Budget 

Service charges 

Electricity 

R1 138 493 R1 385 656 R1 534 762 R1 702 673 R1 874 361 

Operating 

expenditure  

Energy sources 

-R1 290 233 -R1 716 322 -R1 695 043 -R1 874 332 -R2 046 621 

Deficit -R151 740 -R330 666 -R160 281 -R171 659 -R172 260 

 

• The Electricity function is operating at a deficit considering the operating expenditure 

to be funded from service charges for electricity. This is only based on actual billing - 

the situation may be worse if the actual cash collected is low. 

• The projected deficits will reduce in 2025/26 compared to the 2024/25 adjustments 

budget. The inefficiencies that lead to electricity losses contribute to the deficits. The 

table below depicts electricity losses as reported in the 2023/24 Annual Financial 

Statements. 

Recommendations: 

Council needs to pay attention to the higher than normal and ever-increasing 

allocations for renewal of existing infrastructure. This is a byproduct of years of 

maintenance neglect, which, through maintenance, would have been more 

cost effective.  

If repairs and maintenance spend continue to remain below the norm of 8%, year 

on year, this situation will only worsen and continue to compromise new 

infrastructure investment – with a negative effect on economic growth.  

The repairs and maintenance budget need to be adjusted upwards, also over 

the medium term.  
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Table 7: Electricity losses 

 

• The municipality lost revenue of R321.2 million in 2023/24 in electricity losses. This is 

more than twice the deficit that was incurred for the service.  

• The 2025/26 budget document does not include targeted electricity losses.  

• The municipality included in the budget document initiatives that will be 

implemented to address the increasing electricity losses. The focus is on participating 

in the RT29/ 2024 transversal contract secured by National Treasury on the following: 

I. Electrical Smart Metering. 

II. Large Power User (LPU) Reconstruction (Value Added Service); and 

III. Vending Services (Value Added Service). 

 

• It is anticipated that the municipality will achieve the following, amongst others, 

through the implementation of the RT29/24 transversal contract: 

IV. Ability to manage and reduce non-technical losses related to billable services. 

V. Creating visibility on the entire revenue value chain system by ensuring that the 

input data is accurate, and temper management is improved. 

VI. Better frequency and quality of billing data, which will reduce complaints from 

customers and increase customer satisfaction and revenue stability. 

VII. Increased efficiency in credit control and debt collection; and 

VIII. Improved cash flow through enabling online bill presentation and payment 

solutions. 

Electricity distribution 

losses 

2022/23 2023/24 

Electricity energy losses 

(kWh) 

172 096 301 181 278 588 

% losses 25.39% 25.67% 

Revenue loss R262 542 086 R321 190 087 
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4.5 Human Capital Investment & Contracted Services 

• Employee related costs increased by 5.6%, from R606.8 million in the 2024/25 budget 

adjusted to R640.8 million in the 2025/26 financial year.  This is consistent with the 

municipality’s assumption on salary increase and notch increments.   

• The municipality has placed a moratorium on the filling of new posts until a 

comprehensive review of the current organogram is undertaken by the Human 

Resources Department.  

• This process is meant to align the current structure with available resources and 

identify opportunities to achieve greater operational efficiency. KDM will also focus 

on reducing overtime. 

• The norm for Remuneration (Employee Related Costs and Councilors Remuneration) 

as % of Total Operating Expenditure is between 25% and 40%. It is noted the 

Recommendations: 

KDM must adopt a more conservative and realistic approach when budgeting for 

bulk electricity purchases, aligning tariff increase assumptions closer to those 

approved by NERSA to prevent underfunding.  

Given the historical trend of underestimations and unauthorised expenditures, the 

municipality should only factor in the financial benefits of energy loss reduction 

strategies once measurable results are achieved. 

In the interim, a contingency provision should be made to mitigate the risk of future 

budget shortfalls and protect internal cash reserves. 

Council to closely monitor that the measures to reduce losses are being implemented 

according to the agreed to timelines to avoid the recurring losses.  

The participation in the transversal contract be implemented in the as a matter of 

urgency and monitored accordingly.  

The Equitable Share portion of the service be included in to present a complete 

picture.  
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municipality’s allocation is 21.6% and within the norm.  

• However, this ratio must be considered in relation to the high costs contracted 

services. 

• Contracted services decreased by 11.9%, from R437.7 million in the 2024/25 adjusted 

budget to R385.7 million in the 2025/26 financial year.  

This ratio is relevant in determining the level of outsourcing compared to internal 

capacity. 

• The norm for Contracted Services % of Total Operating Expenditure is between 2% 

and 5%. KDM’s allocation significantly exceeds this norm at 13%.  

• This indicates that many functions are being outsourced to consultants, or that 

Contracted Services are not effectively utilised.  

• Although employee-related costs are within the prescribed norm, the high level of 

contracted services spend exposes challenges in the organisational structure.   

This can further expose the municipality to other risks, such as its inability to build 

internal capacity, and ongoing reliance on contractors. 

• With regards to performance, it is observed that contracted services were increased 

by 9.3% from R400.3 million in the 2024/25 original budget, to R437.7 in the adjustments 

budget.  

• In addition, expenditure that was incurred in the 2023/24 financial year was R337.1 

million while the expenditure at mid-year of the 2024/25 financial year was R200.3 

million representing 50% of the original budget.  

• In its 2024/25 Mid-Year Performance Report, KDM indicated plans to renegotiate 

certain contracts, reduce security-related expenditure, and reassess the use of 

contracted services for functions that could be performed by internal municipal staff. 

While these efforts are welcomed by the business community, it would be prudent for 

the municipality to also prioritise the recovery of costs associated with delivering 

trading services, rather than focusing on renegotiating contracts with suppliers who 

are meeting performance expectations.  

• It is anticipated that these initiatives will result in a reduction in contracted services 

expenditure in the 2025/26 financial year. 
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4.6 Economic Sustainability 

• The financial sustainability of a municipality is fundamentally dependent on its 

ratepayers, who include both the individuals living within its boundaries and the 

businesses operating in its jurisdiction. 

• The ability and willingness to pay municipal rates and service charges directly 

influence the municipality’s revenue base and its capacity to deliver essential 

services.  

  

 Recommendations: 

Expedite the review of the organisational structure to ensure it is aligned with 

available resources and operational needs. This will reduce unnecessary posts, 

strengthen internal capacity, and lower the current dependency on contractors. 

Following the finalisation of the organogram, the municipality must prioritise the 

filling of critical and strategic vacancies and implement targeted appointments 

that will enable the transfer of key outsourced functions back to municipal staff, 

building internal expertise and supporting long-term cost control. 

Internal Audit Departments capacity and technical skills to be enhanced – among 

others through additional headcount.  

IT audit and IT security expertise to be prioritised given the current situation, the size 

of the municipality, level of risk and evolving technology and the use thereof. 

Strengthen internal capacity by identifying outsourced functions that can be 

effectively managed in-house to gradually reduce the high 13% expenditure on 

contracted services, enhancing service continuity and accountability. 

The municipality should undertake a detailed audit of all contracted services to 

assess value for money and identify opportunities for cancellation or renegotiation.  

Continuous monitoring and reporting on employee costs, overtime, and 

contracted services should be institutionalised, among others through quarterly 

monitoring to provide early warnings of overspending, and enable prompt 

management interventions to stay within budget.  
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• It is therefore critical that tariffs are set at levels that are affordable and do not impose 

unnecessary financial strain on households and businesses.  

• Striking the right balance between cost recovery and affordability is essential to 

ensure long-term revenue stability, support local economic activity, and maintain the 

trust and cooperation of the community. 

Table 9 below is a comparison of tariff increased in the previous financial year and the 

2025/26 draft budget. Notable is the 0% increase in property rates which is linked to the 

reduced property rates rebates structure from 25% to 18%.  

Table 9: Tariff increases 

 
• The revenue increase is higher than the previous year considering, amongst others, 

the change in the rebate structure for property rates.  

The municipality assumed a 0% tariff increase; however, it has decreased the general 

rebate from 25% to 18% that will be implemented in the 2025/26 financial year. 

• Electricity tariff increases are similar to the 2024/25 financial year, with a lower tariff 

proposed for refuse and a 0% is proposed for property rates. 

• The refuse removal charges remain high in comparison with similar size municipalities, 

and KDM is urged to prioritise the recovery of costs associated with delivering this 

trading service.  

• The high electrical connection and consumption costs for commercial and industrial 

properties remain a deterrent to economic development. 

 

Services 2025/26 2024/25 

Property rates 0% 5% 

Electricity Average 10.7% Average 10.5% 

Refuse removal 7.3% Average 8 % 

  

 Recommendations: 

The municipality should ensure that tariff setting carefully balances affordability with the 

need for sustainable revenue growth.  

While the adjustment to the property rates rebate structure will boost revenue, the 

municipality should communicate these changes transparently to maintain public trust. 

Making it seem like there is a zero increase while the effective increase on the 

households is significant is not being transparent. 
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4.7 Indigent Support and Management 

• The total Equitable Share allocation to the municipality for the 2025/26 financial year 

is R289.2 million consisting of R232.9 million for basic services, R14.6 million for 

institutional and R41.7 million for community services.  

• The Equitable Share subsidises 74 028 households for provision of electricity and refuse.  

• The subsidy for electricity is based on 50kwh while the municipality is providing 100kwh. 

This means that the variance is funded from the municipality’s own funds. 

• Like the previous financial year, the municipality did not populate table A10 included 

in the budget document which should disclose the details on the level of free basic 

services provided per household, number of households receiving free basic services 

and the cost to provide the free service. Failure to provide this detail impedes the 

ability to compare the costs in relation to the Equitable Share allocation. 

• The municipality indicated in the budget document that the indigent support is 

funded from the Equitable Share and identified that various direct and indirect 

services that are provided to households in “indigent designated areas”.  

• These households are provided with certain benefits by virtue of residing in 

designated areas and as a result may not apply. The costs for these services have not 

been separately accounted for.  

• The 2023/24 Annual Report indicates that 100% of indigent households representing 

10 440 households earning less than R4 500 per month, were given access to Free 

Basic Electricity and Free Solid Waste Removal as per Council’s Indigent Register. 

  

Additionally, a comprehensive benchmarking exercise against similar municipalities 

should be conducted to review and possibly reduce charges, particularly for 

commercial and industrial users, to support economic development and attract 

investment.  

Regular affordability assessments should guide future tariff adjustments to protect 

vulnerable households and businesses. 
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4.8 Financial Performance 

4.8.1 Operating revenue 

• The operating revenue increased by 7.7% from R2.7 billion in the 2024/25 adjusted 

budget to R3 billion in the 2025/26 financial year.  

• The major sources of revenue are Service Charges Electricity at 51.8%, Property Rates 

at 27.8% and Operating Transfers and Subsidies at 10.5% as depicted in figure 4 below. 

 
Figure 4: Operating revenue 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

The projected revenue increases are informed by tariff increases and assumed growth. 

Below are the key observations for the major revenue contributors: 

Recommendation: 

KDM must review the categorisation of indigents in designated areas and explore ways 

to ensure that those who can afford to pay for services do so - especially electricity 

based on consumption and refuse removal.  

 The subsidy of 100kWh is already above the allocation from the Equitable Share and 

may put pressure on the sustainability of the electricity function given the high losses. 
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• Service Charges – Electricity increased by 10.8%, from R1.39 billion in the 2024/25 

adjusted budget to R1.5 billion in the 2025/26 financial year. This is due to the assumed 

average maximum tariff increase of 10.7%, awaiting National Energy Regulator of 

South Africa (NERSA) approval. 

• Like previous budget assessments, the budget document does not provide detail on 

how the use of alternative energy sources is impacting on electricity revenue. It is only 

indicated that it was assumed that consumption will remain consistent. 

• The new proposed tariff of charges features new electrical tariffs relating to 

Embedded Generators and Wheeling, detailed as part of Tariff 14. Considering the 

progress wrt IPPs and buy-back capabilities, it is suggested that these tariffs be 

excluded pending further consultations.  

• The municipality generated R1.1 billion in electricity revenue in the 2023/24 financial 

year. The performance at mid-year of the 2024/25 financial year was R586.1 million 

representing 41.9% of the original budget of R1.4 billion. 

• The electricity revenue was adjusted downward by 0.9% in the adjustments budget 

due to lower billing than planned. 

• Property rates increased by 10.4% from R746.8 million in the 2024/25 adjusted budget 

to R824.4 million in the 2025/26 financial year. 

• The increase in property rates revenue is high considering that R1.1 billion was 

generated in the 2023/24 financial year while the municipality generated R346.5 

million by mid-year of the 2024/25 financial year representing 47.3 performance. 

• The municipality indicated in its mid-year report that the target for 2024/25 was not 

achieved and this has impacted on the assumption that was used for the 2025/26 

budget.  

• The budget was increased during the adjustments budget due to anticipated 

additional revenue from residential developed property. 

• Transfers and Subsidies – Operational increased by 2.4 per cent from R303.9 million in 

the 2024/25 adjusted budget to R311.3 million in the budget for the 2025/26 financial 

year. This includes a rollover of R900,000 of the Natural Resource Management grant 

from the province from the 2024/25 financial year. 

• KDM has experienced challenges with spending the grant allocations based on past 

performance, where the grants were unspent, and rollovers were approved.  
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4.8.2 Operating Expenditure 

• The operating expenditure decreased by 0.7% from R3 billion in the 2024/25 adjusted 

budget to R2.965 billion in the 2025/26 financial year.  

• The decrease in operating expenditure is due to the municipality’s plans to reduce the 

operating deficit that was realised in the 2024/25 adjusted budget. It was highlighted 

that the main drivers of the deficit budget were repairs and maintenance and higher 

bulk purchases.  

• The major cost drivers are electricity bulk purchases (48.5%), employee related costs 

(21.6%) and contracted services (13%) as depicted in figure 5 below. 

 

Figure 5: 2025/26 Operating expenditure 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Recommendation: 

The municipality must ensure that it sustains its existing revenue base to ensure 

financial sustainability.  

The Council approved processes i.e. revenue enhancement projects, meter 

replacement, municipal data cleansing project etc. must be closely monitored to 

ensure successful implementation.  
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Below are the key observations for the major expenditure items: 

• Bulk Purchases - Electricity decreased by 0.9%, from R1.449 billion in the 2024/25 adjusted 

budget to R1.436 billion in the 2025/26 financial year.  

• The municipality reduced the bulk purchase budget by R176.6 million which relates to 

electricity losses – based on plans to launch an immediate and aggressive drive to curb 

non-technical losses.  

• Furthermore, the municipality assumed a tariff increase of 11.32% for bulk purchases. This 

is below the bulk tariff charge of 12.74% by Eskom as approved by the National Electricity 

Regulator of South Africa (NERSA).  

• Like the observation in the previous year’s budget, the municipality assumed a lower 

increase because it will be implementing an aggressive strategy to address energy 

losses on the operational budget. This assumption has proven to be unrealistic in the 

2024/25 financial year because the expenses had to be increased during the 

adjustments budget, and one of the reasons provided was that the tariff increases 

approved for the 2024/25 financial year were too low to cover the increased costs of 

doing business. 

• The strategy will only be implemented in the new financial year and there is no evidence 

that it will yield the desired results in a short term. Failure to realise the objectives of the 

strategy will result in the under provision for electricity bulk purchases, subsequently 

impacting on the municipality’s ability to pay for Eskom invoices.  

• This will result in an increase in the adjustments budget which will once again put strain 

on the internal cash reserves, as was the case in 2024/25 Adjustments Budget.  

• The expenditure for bulk electricity purchases was R1.1 billion in 2023/24 and the 

performance at mid-year of the 2024/25 financial was R640.5 million, representing 51.7% 

of the original budget of R1.2 billion. This has resulted in an increase in the budget 

allocation in the Adjustments Budget.  

• It was also highlighted that the expenditure exceeded budget in previous years and 

resulted in unauthorised expenditure. 
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4.8.3 Operating Surplus/Deficit 

• National Treasury continues to urge municipalities to prepare a surplus budget to avoid 

financial difficulties. It is noted from table 10 below that the municipality budgeted for 

operating surpluses over the 2025/26 Medium Term Revenue and Expenditure 

Framework (MTREF).  

However, it realised an operating deficit in the 2024/25 adjusted budget. 

• KDM budgeted for an operating surplus of R155,000 in 2025/26, an improvement 

compared to a deficit of R231.7 million in the 2024/25 adjusted budget. 

• This surplus is projected to increase in 2027/28. The operating surpluses are very low and 

indicate that the municipality’s operational expenses are high in relation to the 

operating revenue to be generated. Low operating surplus in the 2024/25 original 

budget resulted in an operating deficit in the Adjustment Budget. 

Table 10: Operating surpluses 
 

Description 2023/24 Current year 2024/25 2025/26Medium Term Revenue & 
Expenditure Framework 

R thousands Audited 
Outcome 

Original 
Budget 

Adjusted 
Budget 

Budget 
2026/27 

Budget 
2026/27 

Budget 
2026/27 

Total Revenue 
(excluding capital 
transfers and 
contributions) 

2 485 987 2 716 201 2 754 129 2 965 307 3 195 630 3 437 146 

Total Expenditure 2 309 854  2 716 137 2 985 821 2 965 151 3 195 492 3 436 911 

Surplus/ Deficit 176 133 64 -231 692 155 138 235 

Recommendations: 

KDM must adopt a more conservative and realistic approach when budgeting for bulk 

electricity purchases, aligning tariff increase assumptions closer to those approved by 

NERSA to prevent underfunding. 

Given the historical trend of underestimations and unauthorised expenditures, the 

municipality should only factor in the financial benefits of energy loss reduction strategies 

once measurable results are achieved.  

In the interim, a contingency provision should be made to mitigate the risk of future budget 

shortfalls and protect internal cash reserves.  
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5. Conclusion 

The Chamber would like to extend its appreciation to the Mayor, the Municipal Manager, 

the Chief Financial Officer, all Executive Directors and staff who contributed to this draft 

budget.  

This document serves as a mechanism for accountability, ensuring that the perspectives of 

the business sector are meaningfully incorporated into municipal planning and service 

delivery.  

We trust that the perspectives shared here, alongside those from other stakeholders, will 

positively inform the final budget and contribute to a more inclusive and responsive financial 

framework for KwaDukuza Municipality. 

Recommendation: 

The operating surpluses must be improved as the municipality will realise deficits if it 

experiences challenges with the forecasted revenue 

Ensure that all revenue is billed, and the projected operating expenditure is not exceeded.  

This will enable creation of capital reserves to fund the capital budget from own revenue. 

It is noted that own funding sources towards the capital budget is reducing over the 

2025/26 MTREF. 


