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Attention: Mr. T Moahloli
Dear Sir

Proposed tariff increases for 2020/21

Bloem Water acknowledge receipt of your letter, date 14 January 2020. The
appraisal is made from the documentation provided, but it would be
beneficial to all parties if there could be a presentation and engagements to
enhance the understanding and process. The Regulatory section of the
Department of Water and Sanitation met with the entity before the
consultation process and it would be an added advantage if yourselves and
Salga could participate in the process as well,

I would like to further respond to the matters raised in the comments.

1 - Bloem Water notes the concern and agree that it is not sustainable in
the long-term. The current non-payment by Municipalities and drought
period have also been considered. Affordability challenges have been
raised at various meetings by Municipalities and can be seen in overdue
debt. Bloem Water therefore attempts to limit tariff increases and only
survive during these difficult times. The ideal is to have a tariff for full cost
recovery which is not prevalent under the current environment.

2 - Most of Bloem Water expenditure cost drivers exceed your normal CPI
inflation due to their nature. We do however consider the slowing
economy and therefore proposed a below full cost recovery tariff which
strives to balance these competing objectives. It should be noted that
there are significant capital requirements that are critical and currently
postponed due to affordability challenges and non-payment. Water is
critical to the economy and failure to provide services will result in an
even worse economic decline than significant tariff increases.

3 - Bloem Water always attempts to strengthen the relationship with
Municipalities but continued attempted disputes and court action taken
and non-payments hampers the process. It impacts water service delivery
which is of great concern to us. Your assistance on the matter will be

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Maorosi (Chief Executive}
Mr LEvR van Qudtshoorn, Mr LX Ntoyi, Mr 1 Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, My T Manyoni, Ms MAF Moja
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appreciated as this is continuing and Bloem Water is going to experience a
liquidity crisis in the short term. The Department of Water and Sanitation
has embarked on a process for the Bulk Water Supply Agreement to be
revised and the process is ongoing.

4- Raw water cost have increased that is less than other cost increases
which impacts the ratio. Different abstraction rates at various schemes
and abstraction volumes during drought periods further impacts the cost.
The raw water charges for the major abstraction points of Bloem Water
schemes are mostly lower than other water boards.

5 —Cash fiow for operational purposes are of utmost importance. Disputes
and non-payment by Municipalities are delaying implementation of critical
projects due to cash flow constrains. The Entity cannot continue to take
up loans under the current payment conditions, leading to underspending
on the CAPEX plan. The capital program is discussed a several forums and
the impact of the payment culture on it.

6 -Bloem Water has at various occasions presented the need for a
drought tariff to all parties including SALGA, DWS, Treasury and
Municipalities. Mangaung Metropolitan Municipality has also implemented
such drought tariff in 2016. It is unfortunate that strategies are being
deployed by Municipalities to not pay the drought tariff at the cost of
water service delivery. We appreciate your support of the drought tariffs.

We are willing to meet and present the proposed budget and tariffs.
Please contact my office for any further information.

Kind Regards

Stadler
CHIEF FINANCIAL OFFICER
CC:

Acting DG DWS: Mr M Tshangana

DDG, Water and Sanitation Resources and Services Reform Regulator, DWS:
Mr Anil Singh

Acting Chief Director Economic Regulation, DWS: Mr P Nel
SALGA: Mr William Moraka

—y

Mr TB Phitsane {Chairperson), Adv TD Segoe-Backward {Deputy Chairpersen), Dr L Moorosi (Chief Executive)
Mr LEVR van Qudtshoorn, Mr LX Ntoyi, Mr )3 Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja
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Mr O Stadler

Chief Financial Officer
Bloem Water

PO Box 30121
Pellisier

9322

Email: ockies@bloemwater.co.za
Dear Mr Stadier
Re: Bloem Water's proposed tariff increase for 2020/21

Your letter dated 28 November 2019 refers. In terms of Section 42 of the Municipal
Finance Management Act (MFMA), the National Treasury (NT) hereby provides the
following comments with respect to the proposed 2020/21 bulk water tariffs for Bloem
Water.

NT notes that your proposed tariffs (R/kI) are as follows:

2019720 2020/21

Treated water R8.01 R9.8
Raw water

Drought Tariff

Treated water 1
Raw water RO

1. NT does not support your proposed tariff increases as NT is not supportive of
Bloem Water implementing a tariff that is not fully cost reflective. NT is aware that
Bloem Water has consistently set a tariff that is below cost recovery and this is
impacting the water board’s long-term sustainability. Consequently, critical
infrastructure projects have had to be postponed due to under recovery in the
tariff. While NT supports the principle of end-user affordability, the proposed tariff
increase and the resulting funding shortfall will continue to put pressure on
liquidity and long-term sustainability.

2. At the same time, increasing tariffs to full cost recovery levels would mean further
increases to tariffs when the broader trend in which administered prices set by
state owned enterprises far exceed the CPI inflation target band despite a
significant slowing of economy-wide inflation. Water Boards, including Bloem
Water are therefore urged to striike a balance between these competing
objectives.

3. NT is concerned with the deteriorating relationship between Bloem Water and
Mangaung Municipality which is a key client. The debt owed by Mangaung
Municipality continues to be a concem and will have a negative impact on the



water board's liquidity and long-term sustainability if the debt is substantially
irrecoverable. As you are aware, there is currenily a dispute between Bloem
Water and Mangaung Municipality which is being mediated by NT. NT reiterates
the need to fast track the finalisation of the revised Service Level Agreement
which will resolve some of the matters between the two parties. NT will make
itself available to participate in any future engagements related to this matter.

NT notes that raw water costs are proposed to constitute 5% of total costs
despite a projected increase in volumes of water sold. The water board is
requested to explain why raw water costs as a percentage of total costs appear
low compared to previous years and other water boards?

NT has observed a trend of under spending on capital expenditure i.e. actual
expenditure versus budgeted expenditure. NT recommends that the water board
reports back to its customers, NT and SALGA on its progress with
implementation of the capital expenditure programme during the 2021/22 tariff
consultations.

NT supports the inclusion of a drought or a restriction tariff in the event that the
Minister of Water and Sanitation declares a drought and imposes restrictions on
Bloem Water's abstraction. The implementation of the drought tariff requires
thorough engagement with customers and the Department of Water and
Sanitation (DWS) in order to demonstrate the need for the tariff and to gain their
support and prevent disputes such as that which exists with Mangaung
Municipality. Bloem Water is requested to provide further clarify in terms of the
methodology used 1o determine/calculate the current proposed drought tariff.

I trust that this input wili be considered in making your final tariff determination and
submission to the DWS.

Kind regards

0 o\n\:\;

EPISO MOAHLOLI

ACTING DEPUTY DIRECTOR-GENERAL: ASSET AND LIABILITY
MANAGEMENT
DATE: \u\\ loo

CC:

Mr Mbulelo Tshangana: Acting DG DWS

Mr Anil Singh: DDG, Water and Sanitation Resources and Services Reform
Regulator, DWS

Mr Paul Nel: Acting Chief Director Economic Regulation, DWS

Mr William Moraka: SALGA
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Your Ref: Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: Asci S7 PO Box 30121, Peliissier, 9322
Tel: +27 51 403 0800

Date: 17 January 2020 Fax: +27 51 442 5333

Website: www.bloemwater.co.za

Portfolio Head: Municipal Finance, Revenue enhancement and Treasury
Advisory Services

SALGA

Block B

Menlyn Corporate Park

175 Corobay Avenue
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Attention: Mr. N Mqoqi

Dear Sir

Proposed tariff increases for 2020/21

Bloem Water acknowledge receipt of your comments document, dated
10 January 2020, received via email on 10 January 2020. The
appraisal is made from the documentation provided, but it would be
beneficial to all parties if there could be a presentation and
engagements to enhance the understanding and process. The
Requlatory section of the Department of Water and Sanitation met with
the entity before the consultation process and it would be an added
advantage if yourselves and National Treasury could participate in the
process as well.

I would like to further respond to the matters raised in the comments.

1l 1
Recommendation

It is incorrect to add raw and purified tariffs together and then indicate
that it is the average tariff. These tariffs have different cost, volume and
other drivers.

Tariffs have been presented as follows in tariff application:

- Proposed tariff increases for treated water from zero consumption
of R9.01/kl to R9.82/kl {9%) and raw water tariff be increased from
R6.62/kl to R 7.21/kl (9%).

Mr T8 Phitsane (Chairpersan), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi {Chief Executive)
Mr LEVR van Oudtshoom, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyani, Ms MAF Moja
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- That a tariff from zero consumption be added for every 10% water
restriction implemented - raw water to increase from R0,69/kl to R0.75/kI
(9%) and treated water from R0,97/kl to R1.06/kl (9%).
- Basic monthly administration cost increase from R52.57 to R57.30
/meter

1.2

Analysis

Bloem Water proposed a drought tariff to cover the fixed cost when there
is a reduction in volumes during drought restrictions. It started during the
2015/16 year and was considered and approved from inception.

It is incorrect to state that Bloem Water is relying on accumulated
surpluses to cover cost when demand for services reduce. Accumulated
surpluses are however used to assist with capital requirements when
there is pressure on affordability of tariffs, and it is also being used as a
liquidity buffer when Municipalities do not honor payments of billed water
volumes,

Operational cost

Staff cost

The Entity has been applying a phased approach to fill vacancies where a
backlog was created as a result of an earlier moratorium on the filling of
vacancies. It also considers the current operating environment. The wage
freeze for executives as dictated by NT was observed in support of cost
containment. The ratio of the cost is within best practice limits.

Electricity cost

Projecting for electricity tariffs have been problematic over recent years
due to ESKOM’s diverse range in the tariff structure, difference between
ESKOM proposed and the NERSA approved electricity tariffs, court cases
regarding claw-back etc. Adjustments to tariff will have to be made if the
approved electricity tariff varies significantly from projected tariff as
electricity is a major cost component. This however have not been
allowed to date but should be considered by the Regulator.

Mr TB Phitsane {Chairpersen), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Maorosi {Chief Executive)
Mr LEVR van Oudtshoom, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Maname a, Mr T Manyoni, Ms MAF Moja



Demand forecast

A major driver in the income base of Bloem Water is the determination of
the future water demand. 1t is anticipated that restrictions would have
been lifted and higher demand volumes will be experienced.

The table below depicts the actual water sales over the last number of
years against the budgeted volumes.

Budgeted Volumes Actual volumes Sold

2011 87 298 730 84979 072
2012 93 571 822 89 980 186
2013 91 032 545 94 607 578
2014 93 073 196 94 841 066
2015 04 836 091 91 731 444
2016 83 504 046 79990 418 Drought period
2017 85 448 250 74 921 307 Drought period
2018 91 409 000 77 928 771 Drought period
2019 92 323 090 81 174 220 Drought period

The drought conditions and related restriction that were imposed as well
as the restrictions, due to nonpayment during the last few years, clearly
shows the impact on volumes.

Obtaining realistic future water demand from Municipalities have been
challenging. The demand from most of the Municipalities have therefore
been determined in line with the average demand over normal years,
taking into account the bulk and boreholes supply by Bloem Water and in
accordance with the bulk water supply agreements.

It needs to be noted that where the drought volumes are used for
budgeting, the tariff increases will be substantially higher as the cost to
cover will be remaining. The Regulator has expressed their opinion not to
consider it as it will have an impact on the tariffs when the restrictions are
lifted, and the demand returns to normal.

The forecast for the demand in the graph below is ata 1 % growth,
anticipating that the year would be under normal conditions, with no
restrictions imposed for drought.

Mr TB Phitsane (Chairpersan), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Mocrosi (Chief Executive)
Mr LEvR van Qudtshoom, Mr LX Ntoyi, Mr 1) Price Pr. Eng, Ms TN Sandlana, Ms DM Maname a, Mr T Manyoni, Ms MAF Moja
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Therefore 94,2 million kiloliters are not out of line for normal conditions as
volumes exceeding it have been experienced in years before 2015/2016
drought commenced. It should be noted that if projections are made on
drought volumes as indicated the normal tariff will be significant higher.
The proposed tariff structure therefore has a normal tariff based on
normal volumes and a drought tariff to cover fixed cost during drought
restrictions when volumes decline.

Capital Expenditure and Financing

Significant capital investments are required due to the age and condition
of the water infrastructure. Provision is only made for limited capital
needs which the Board view as affordable.

Tariff increases

Tariffs have been presented as follows in tariff application as a 9%
increase and not 10.5% increase:

- Bloem Water proposed tariff increases for treated water from zero
consumption of R9.01/kl to R9.82/kl (9%) and raw water tariff be
increased from R6.62/kl to R 7.21/kl (9%).

- That a tariff from zero consumption be added for every 10% water
restriction implemented - raw water to increase from R0,69/kl to RO.75/kl
(9%) and treated water from R0,97/kl to R1.06/kI (9%).

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEVR van Qudtshoorn, Mr £X Ntoyi, Mr 1) Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Mariyoni, Ms MAF Moja
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- Basic monthly administration cost increase from R52.57 to R57.30
/meter

Bloem Water notes the affordability concern, but the balance should be
struck between actual full cost recovery and affordabie cost as to ensure
sustainability. It does not help if the Entity has affordable tariffs but only
able to render limited/no services.

Conclusion
Bloem Water therefore believes that 9% is affordable and sustainable in
the short term aithough not at fuli cost recovery stage.

We are willing to meet and present the proposed budget and tariffs.
Please contact my office for any further information.

Kind Regards

adler
CHIEF FINANCIAL OFFICER
CC:
Acting DG DWS: Mr M Tshangana

DDG, Water and Sanitation Resources and Services Reform Regulator,
DWS: Mr Anil Singh

Acting Chief Director Economic Regulation, DWS: Mr P Nel
SALGA: Mr Wiliiam Moraka

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chief Executive)
Mr LEvR van Qudishoorn, Mr LX Ntoyi, Mr 3 Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja
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Inspiring service delivery

ORGANISED LOCAL GOVERNMENT COMMENTS ON
BLOEMWATER'S PROPOSED BULK WATER TARIFF
INCREASE - FINANCIAL YEAR 2020/21

10 January 2020
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The Bloem Water proposed average water tariff and corresponding recommendation
is presented in the table below. The basis for this recommendation is discussed in
the following sections of the report,

Table 1: Proposed tariff and recommendation

2019/20 % ;‘;’;;’f;f
Water board tariff Increase tariff Recommendation
(R/kl) proposed (R/k)
Bloem Water
(treated and 15.63 9% 17.03 Not Supported
raw water)

The tariff application by Bloem Water responds to a difficult operating environment
where demand for services have been declining over time impacting on the utility’s
revenue capacity. The utility’s financial health is under considerable pressure with
rellance on Its accumulated surpluses to cover the budget short fall _and a
sustainability issues linked:to risk-of inability to recover its full operational costs.

Bloem Water has provided the following projected increase in key operational
expenses;

Expenditure Projected Increase
Staff Costs 15.2%
Energy 7.5%
Chemical Costs 8.5%
Maintenance Costs 8.5%
Raw Water Costs 7.5%

Staff costs of 15;2%(12:4% 2020/19) are,excessive. Considering the operating
environment, the water board flnds itself under, it would be ideal to phase in
whatever vacancies over the medium term to remove he strain on the operational
budget.

In the case of electricity, the water board has proposed as in other years an increase
that is dependent on the final NERSA approval. Thié 7.5% increase is slightly below



the indicative tariff of 8,1% that Eskom is applying for in its Multi Year Price
Determination (MYPD4). The water board will have to make adjustments to at least
align the tariff to a benchmark as applied for by Eskom.

Our previous submission has already. highlighted the 11% difference between what
the bulk utility water projects as demand and actual demand over a five-year period.
In your tariff file you state the fact that not all customers submit their demand
projections for the year.

» Is the basis of continuing with this ninéty thousand=kilolitre demand
assumption based on what the municipalitﬁeﬁ?e’m’fz be their demand?

» If the water board is continuously supplying ten thousand less kilolitres of
water, should it not then be in a position of not realising the expenditure linked
with the original projected demand and somewhat break evening?

Capital expenditure makes up 22,3% of budgeted expenditure while debt repayments
make up 7,7%. Low revenue growth and limited access to borrowing has resulted in
reliance in accumulated reserves to fund the budget shortfalls, a financial position
that is not sustainable.

Looking at the specific tariffincreage requested for the coming year, Bloem Water is
requesting an increasﬁiﬂ:‘;{snergy costs are projected above what ESKOM has
applied for and migh ve e revised, Except for salaries, the operational cost
projections are reasonable. SALGA believes ~the water board projects uRrealistic
water demand levels which perpetuate the unfunded budgét. The affordability of the

tariff to our members Is of concern and might further increase the already high
. debtors due to the water board.

SALGA notes the proposed tariff increase by the water board and does not support
the application on the basis of the following factors as already discussed above;

» Though the water board demonstrates challenges with full cost recoverability,
we analyse that it is due to incorrect assumptions on water demand and
therefore revenue projections.

» High employee costs that can be phased In over the medium term period

dn'light of the above points made the tariff increase is not supported.
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Portfolio Head: Municipal Finance, Revenue Enhancement & Treasury
Advisory Services

Date: 10 January 2020
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Your Ref: Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: Asci D2 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 28 November 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Director-General

The Department of Human Settlements,
Water and Sanitation

Private Bag X313

178 Francis Baard Street

PRETORIA

0001

Attention: Mr M Tshangana
Dear Sir

tshanganam@dws.qov.za
muoipanenqoasheng@dhs.gov.za

Budget 2020/21

Executive Summary

Section 42 of the Municipal Finance Management Act (Act No 56 of 2003) and
Circular Number 23, as issued by National Treasury, stipulate that an Organ of the
State must follow due process to increase the price of water services as rendered
to clients. It requires that a consultation process be undertaken with institutions
that have a direct impact in the determination of the water tariffs, The Department
of Human Settlement, Water and Sanitation(DHSWS) is responsible to review,
assess and recommend the tariff proposals to the Minister of Human Settlement,
Water and Sanitation and table it in Parliament. The Chief Directorate: Economic
and Social Regulation is the responsible department to facilitate this process and to
ensure that the process is managed within the set timelines.

The Departmental Directorate: Economic Regulation and Social Regulation
requested water boards to do a provisional submission by the 15t December 2019
as to allow ample time to appraise it. There is insufficient time to appraise if the
inputs are only received by the 25% January 2019,

The medium-term expenditure framework and technical guidelines require Bloem
Water to follow a budget process, and submissions with the approved tariffs and
templates were provided to National Treasury. The document provided is in
support of the information reflected in the template and further elaborates what was
considered in the budget process.

Bloem Water Board is a bulk water service provider for the Mangaung Metro
Municipality (MMM), Kopanong (KLM)and Mantsopa (MLM) Municipalities. Bloem
Water has embarked on the consuitative meetings with the Municipalities with regard
to future tariff increases. The Entity proposed dates to the Municipalities. Kopanong
Local Municipality committed to meet but did not attend the meeting. To date it
has been unable to meet with any Municipality.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEVR van Oudtshoorn, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Various factors leading to the increases were discussed and the budget
documentation reflects the discussions on the budget, 5-year Business Plan period
and tariff increases for diversified tariffs to the Municipalities. Further inputs provided
by Municipalities will be forwarded when received.

The Department of Human Settlement, Water and Sanitation Briefing

The DHSWS, Chief Directorate: Economic and Social Regulation held a session with
Bloem Water before commencing consultations with stakeholders and the minutes
were distributed to all parties. (Annexure 1). The Greater Bloemfontein Area and
Small-Town Study was developed jointly by all parties, including the DWS, is
utilised to determine vyields and future demands and the associated CAPEX
requirements. (Annexure 2),

The DHSWS supported the information provided on Operations, CAPEX
requirements and loan funding obligations towards medium to long term planning
as provided by Bloem Water. DHSWS indicated that it is conversant with Bloem
Water’s activities and noted the budget proposal and tariff increases as approved
by the Board.

Bloem Water hereby commits to further inform your office with regard to the
principles, factors, cost drivers and variables included in determining the budget, 5-
year Business Plan and tariffs,

Pr iff Structure

Bloem Water is required to set conditions in terms of Section 33 of the Water Services
Act, 1997 and Guidelines issued by the Executive Authority, the DHSWS relating to the
determination and structure of tariffs.

The DHSWS, together with Bloem Water and the Municipalities, investigated and issued
a report “Water Recondiliation Strategy for the Large Bulk Water Supply Systems:
Greater Bloemfontein Area, June 2012" (Recon Study) and amended in 2013, which
guides the required water demand and the related investment in infrastructure by
various parties. Bloem Water considers these CAPEX requirements in accordance with
the due dates and within the financial ability to sustain itself,

Bloem Water is further guided by documents such as the Medium-Term Expenditure
Framework Technical Guidelines (MTEF), Guidelines for the Bulk Potable Water Tariff
Determination and Submissions, Norms and Standards in respect of Tariffs for Bulk
Water Services providers, Borrowing Powers of Schedule 3, Part B: National
Government Business Enterprises, Guidelines for the Preparation of Water Board
Corporate/Business Plans, also taking into account prudent business practices.

The determination of tariffs is based on the following principles:

* The Board considers National and Provincial Government goals and priorities
for inclusion in the budget. The Business Plan requirements of the Board
are also factored into the budget within the constraints of the budget.

* The Board of Bloem Water has adopted a diversified tariff for raw and treated
water.

* The Board resolved that the tariff for raw and treated water be applicable to all
its clients, which results in cross subsidisation between areas.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chief Executive)
Mr LEvR van Qudtshoorn, Mr LX Ntoyi, Mr ] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



The Shareholders Compact and Business Plan to the DHSWS, Executive
Authority of Bloem Water, should be submitted for a period of five years and
incorporates finandial requirements for this period.

The tariff for water that is sold comprises of operation and maintenance
expenditure and redemption of existing loan obligations to Nedbank, Sanlam
and The Development Bank of Southern Africa.

The DHSWS and National Treasury set standards that the Water Boards needs
to comply with. Bloem Water's financial requirements and ratios must be
aligned to the DHSWS benchmarks over a period of time and the Board must
implement measures to achieve it.

Nationa! and Sector Specific consultation took place between DWS and Water
Users and were informed of the water charges.

The Board resolved to utilize reserves where and when required. This was
implemented to maintain appropriate tariff increases in line with affordability,
inflation and major cost driver requirements. Bloem Water has been in
consultation with relevant authorities who provided forecasted inflation rates
(CPI figures for the period). It is further reguiated by the Medium-Term
Expenditure Framework Technical Guidelines as issued by National Treasury.
The CPI ranges around 6% over the short term. The major expense drivers
increase are much higher and the average is anticipated around 9-10%.

The drought that has been experienced in the Free State and the related
restrictions implemented by DHSWS and Municipalities, is affecting the water
demand profile. The current demand is less than the normal demand
experienced historically. The anticipated restrictions and trends in the future
demand is considered and implemented where required.

The payment by Municipalities for services rendered has been unstable in recent
times. The expected budget forecast takes into account a more stable payment
culture by Municipalities. The impact of outstanding payments affects the
financial position and cash flow, which hampers the medium to long term
planning.

Other matters that were taken into account are the contracts with the
Municipalities, historic demand trends and future operational requirements,
payments of accounts and debtors profile, adhoc financial commitments and
ring fencing of other activities.

National Treasury appraised the Bloem Water financial position and indicated
that the balance sheet is weak to accommodate future financial requirements
and should be strengthened. It should also strive towards cost reflective tariffs.

The Auditor General of South Africa raised a “Going Concerns” status in the
event that non-payment continues and the budget anticipates an improved
payment environment.

Future Capex requirements for expansions and upgrades.

Water Research and Catchment Management Levies are separate from the
Entity budget calculations.

Mr T8 Phitsane (Chairperson}, Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chief Executive)

Mr LEvR van Qudtshoorn, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Bloem Water has made a concerted effort in revising the budget and tariff structure,
taking into account the above activities. The current status was scrutinized and
reprioritized with regard to the performance to date, CAPEX, Board requirements and
the cash flow position of Bloem Water. A further effort was to streamline the expected
expenditure and in certain instances the expenditure program was revised to ensure an
effective and efficient way in meeting our strategic objectives.

The Executive Authority, the DHSWS issued directives during previous years on
reducing the tariff increases, which together with the postponing of CAPEX funding
needs resulted in under recovery over the recent years.

There have been several changes to the requirements of agreements with Municipalities
over the years. The common agreements resulted in the changes to the structure of
recovery and its related tariffs, The Entity continues with the structure and its associated
tariffs, as it has been approved during the previous years.

The drought continuous and restrictions are applied by DHSWS. The Entity will continue
to pursue approval of the drought tariffs and its implementation for all water
consumption, as it was approved during the previous years. Its implementation is to
ensure that fixed and overhead cost is recovered and that the Entity operates in a
sustainable manner.

It is anticipated that Bloem Water needs to consider under recovery for the following
years as it is unlikely that high tariff increases will be considered and approved. The
ability to fund future CAPEX requirements is dependent on the revenue streams
generated by the allowed tariff increase, considering the set limits and debtors
payments.

The anticipated expenditure budget is R1 050 million (excluding impairment) for the
2020/21 financial year which is R86.3 for loan payments (Existing R51 million and new
R35,3 million}, R269.2 million for CAPEX (include movable assets, refurbishment and
extensions) and R695.3 million for Operation and Maintenance,

The current operational environment was considered by Management as to pave a way
forward for the medium-term budget and tariff increases. Some of the major
considerations are:

- Political environment;

- Client requirements and relations;

S Affordability of tariffs;

= CAPEX requirements under current financial and water demand conditions;
s Current drought conditions and implications.

The financial sustainability of Bloem Water is dependent on several business principles,
standards and ratios of which the cash position is of utmost importance. A cash flow
management budget for the future is pertinent to ensure that sufficient cash is
generated as to be able to cover its expenditure. The main objective is to ensure that
Bloem Water is operated as a going concern and complies with the requirements set by
the DHSWS, National Treasury, and prudent business practices.
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Bloem Water has financial limitations and is restricted by ratios related to borrowing
limits. The CAPEX program of Bloem Water requires that capital investments are to be
made for expansion requirements dependent of external funding to be obtained. This
is also in relation to the inability of Bloern Water to fund expansions from own resources.

Water Volumes and Demand

The historic trend of actual water demand for treated and raw water is considered.
The projected future demand volumes have been calculated taking into account the
historic trends, the expected future demand that is reflected by Municipalities, the
factors for the bulk and treated and raw water, rainfall average trends, etc. The
budget of Bloem Water is very dependent on the volumes of demand (Annexure 3).

Income

The budget of Bloem Water is dependent on the volumes of demand. The future water
demands were requested but were not provided by all the Municipalities. It is to ensure
that an appropriate income stream is calculated and to generate revenue to enable
Bloem Water to fund its budget. It also takes contractual obligations and other income
into consideration. The tariff increases and income to be generated, will be sufficient
to cover O & M expenditure for 2019/20, but depreciated reserve funds are utilised to
support the under recovery in revenue and to fund refurbishments and acquisition of
movable assets.

The budgeted volumes are:

Tariff Detail Budget Forecast % Volume
2019/20 2020/21 Increase/Decrease
Volume of water 78 454 811 79 239 420 1%
sold (ki) -
Purified
Volume of water 14 791 450 14 939 365 1%
sold (ki) - Raw
Total water sold 93 246 321 94 178 784 1%
(ki)

The revenue to be generated for 2020/21 via tariffs is R785.36 million.

The major income items incorporate the price/tariff and volume movements, to achieve
the revenue generation, is:

Tariff Increase
Revenue 9%

The revenue takes into account an increase of water demand towards a more normal
year than what has been experienced recently, as well as for the split from source of
supply between treated and raw. The tariff increase is determined to generate revenue
to fund expenditure.

The drought tariff implication is to ensure that overheads are covered during the
tmplementation of restrictions.
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Operational Expenditure

- Operational expenditure for regions.

The Caledon River operating expenditure comprises of the Welbedacht Treatment Plant,
Bulk Pipelines, Reservoirs and Pump Stations to Bloemfontein, Reddersburg, Edenburg,
Wepener and other bulk customers. The operation of the Tienfontein and Novo
Schemes are to ensure optimal dam levels at Knellpoort and Rustfontein Dams.

The Modder River operating expenditure comprises of the Rustfontein Treatment Plant
and Bulk Pipelines, the Pump Stations and Reservoirs supplying to Bloemfontein,
Botshabelo, Thaba Nchu and Excelsior; the Groothoek Treatment Plant, Pipelines and
Reservoirs providing additional supply to Thaba Nchu. Additional requirements are to
operate the Rustfontein Dam to release bulk water supply to Maselspoort.

The Orange River operating expenditure comprises of the Treatment Plant at Bethulie
with Bulk Pipelines, Pump Stations and Reservoirs supplying Bethulie, Springfontein and
Trompsburg. There are other operations and different treatment plants supplying water
to Gariep and Philippolis.

- Operation and Maintenance Expenditure for Bloemfontein Office
(Head Office)

The expenditure is to operate and maintain Bloem Water's Head Office. It further
incorporates the payment of overhead cost such as existing loan obligations,

The operational expenditure incorporates the price, volume/number and other
movements.

Included in the operational expenditure (but not limited to) are the following major
expenditure items:

Price/Tariff Volume/Number | Other Increase
Increase Increase

Water Purchased 6,5% 1,0% -
Chemicals 5,5% 1,0% 2,0%
Depreciation - - 11,39%
Energy 5,5% 1,0% 1,0%
Repairs &
Maintenance 5,5% = 3,0%
Staff Costs 8,0% = 7,2%
Operating
Expenses 5,5% S 1,0%
{(Including
Secondary
Activities)
Finance Expenses S & 35.5%

The major impact factors of operation and maintenance budgets are:

HR Requirements

The Minister of Human Settlement, Water and Sanitation has adopted the Hay Grading
module and has been adjudicating CE salaries and Board Member remuneration in
terms of the aforesaid. Provision is made for market related increases anticipated from
the Amanzi Bargaining Council and/or plant level agreements
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The cost drivers of employment costs increase of 12,4% consist of the following:

- Yearly salary increases
Provision have been made for 7,4% cost of living adjustment. The outcome of the
bargaining council will however inform the percentage increase.

The other 5% consist of the following:

- Number of vacant position
The Board of Bloem Water reviewed and approved the structure in line with legislative
position and strategic requirements, which is conducted on a yearly basis. During the
previous financial year, the Board commissioned a work-study exercise which resulted
in a revised organisational structure as to improve efficiencies. The structure provided
for a number of new positions in response to legislative, operational and strategic

requirements to address challenges and short comings in service delivery.

The impact of cost containment measures during the last few financial years coupled
with the moratorium by the Minister of Water and Sanitation on recruitment, resulted
in many vacancies. The Minister of Water and Sanitation withdrew the moratorium and
recruitment was accordingly planned in phases to be undertaken during 2018/19 and
2019/20 financial years. This attributes to the higher than expected growth in the wage
bill,

Alternative utilization of staff and redeployment have been considered through a critical
analysis of the work load of all positions and implemented accordingly.

A number of critical vacant positions exists and are therefore being filled accordingly.
- Level of the vacant position

The level of appointment impacts on percentage increase in comparison to prior year.
- New position filled only for limited number of months during the prior year.

The comparison of a twelve-month period to a two-month period results in a significant
increase percentage.
- Correction of job categories in line with grading

A limited amount is provided for the re-grading of positions as job requirements and
content changes from time to time. It is evaluated in line with the P3 Hay Grading
module,

- Other
Other variables include notch increases, compulsory medical aid requirements, Defined
benefit fund valuation/funding level requirements and CCMA arbitration awards.

Chemicals

It is a challenge to align the chemicals cost to volumes treated, due to fluctuation in
quality of water, but it is envisaged that the budget will be aligned with average
treatment based on historic trends associated with average rainfall, runoff, etc.
Provision is also made for demand volume adjustments. It is further envisaged that
the chemical price will increase by 5,5% from the previous year. Provision is made for
a volume increase of 1,0% and quality of water increase of 2,0%, resulting in a total
cost increase of 8,5%.

Electricity
Electricity is aligned to the demand for bulk treated water and bulk raw water

distribution. Provision is also made for demand volume adjustments of 1%
incorporating the water restrictions and demand management.
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A dry season is experienced and the dam levels are beyond optimum levels. Provision
of 1% is made for additional electricity costs for the transfer between the catchment
areas to ensure that Rustfontein Dam and Knellpoort Dam remains within optimal
supply levels and to mitigate the risk of failure e.g. NOVO Transfer scheme. It is
anticipated that a price increase of 5,5% will be required. The cost increase for
electricity is expected to be in the range of 7,5%. The Nersa consideration will be taken
into account if amendments are approved.

Water levies

The Pricing Policy on Raw Water is managed by The DHSWS and increases were
communicated during consultation processes. Raw Water charges increases ranges
from 6.46% to 16.5% at the major abstraction points. The total cost increase is
expected to be 6,5% as the volumes increases.

Repairs and Maintenance

Provision is made for normat planned and unplanned repairs and maintenance. Part of
the planned work is for the scheduled winter maintenance in accordance with
operational requirements. It is also done in consultation with Municipalities as to
coordinate service delivery.

Fleet O & M and fuel expenditure is critical for the operation of Bloem Water. Fuel is a
major component and increases are expected to be in line with CPI.

CAPEX

- Existing loans

Bloem Water is currently servicing the following loans with its contractual obligations
which have been included in the calculation of the budget and the tariffs,

Development Bank of South Africa

The loan is unsecured and bears interest at a fixed rate of 8,91% per annum. Average
repayments of R922 648 are made on a six-monthly basis. The agreement came into
effect on 31 March 2006 and will continue until 31 March 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,12% per annum. Average
repayments of RS 221 403 are made on a six-monthly basis. The agreement came into
effect on 29 December 2006 and will continue until 29 December 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,8% per annum. The loan
facility amounts to approximately R270 million and has a draw down arrangement,
Average repayments of approximately R19,3 million are made on a six-monthly basis.
The agreement came into effect on 1 March 2013 and will continue until 1 March 2023.

- New requirements

Funding model - In a best-case scenario the long-term funding should be aligned to
lifespan of assets and recovered through increase in volumes. The alignment is not
always possible, and consideration is also given to Borrowing limits requirements,
limiting spikes in Finance Cost/Repayment profile and alignment to seasonal changes,
cash flow availability, available reserves and funding products available in the market.
Provision have been made for a R100 million loan at a fixed interest rate of 12% over
a period of 10 years for the 2020/2021 financial year.
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Discussions were held between DHSWS, Bloem Water and the Municipalities regarding
the CAPEX Plan. The major contribution factors are the extension of Rustfontein
Treatment Plant, new pipeline from Rustfontein Treatment Plant to Botshabelo,
Welbedacht to Brandkop pipeline and the extension of the NOVO Transfer Scheme to

augment supply,

The CAPEX and refurbishment projects are reflected in the following tables.

Projects to be funded via tariff recovery.

Extension Projects

Status:

1 July 2019 - 30 June
2020

Total
Project
Estimate
Cost
R Million

MODDER RIVER REGION

Extend Treatment Capacity of Rustfontein Water
Treatment Plant - study and construction

Phase 1: The designs had
been completed for the
additional extension of
Rustfontein WTW for

150 Mi/day.

Phase 2: The funding for
construction not secured

500.00

Modder River: Construction of Tabali - OK Pipeline
(10 km, 600mm)

Phase 1: the designs had
been completed

Phase 2: The funding for
construction not secured

80.00

Design, tender and construction of 17 km long pipeline
between Knellpoort and Welbedacht

Phase 1: Designs for one
direction pipeline completed
for the 17 km long pipeline
from Welbedacht to
Knellpoort Dam.

Phase 2: Deferred
construction due to funding
not secured

400.00

Construction of the Pre-Treatment Sedimentation Off-
channel Storage tank to reduce siltation from
Welbedacht Dam into WTW

Planning concept
developed.

Phase 1: To procure the
PSP for designs and

Phase 2 of construction will
follow

90.00

TOTAL EXTENSION COST

1,070.00

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorgsi (Chief Executive)
Mr LEVR van Qudtshoomn, Mr LX Ntoyi, Mr 1 Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja




Projects to be funded via grants or special approvals.

g

Extension Projects

Status : 01 July 2019 - 30 June 2020

Design and construct 33,7 km long 1 000mm diameter
bypass line parallel to existing Caledon/BFN PCP line from
Leeukop take off to Brandkop

Phase 2:The Design and Construction of the the 71,3km
long, 1 000mm diameter Steel Pipeline from Leeukop to
Welbedacht parallel to the existing Caledon - BFN PCP

pipeline.

Phase 1 : In Construction of the
Welbedacht 33,7km long , 1 000mm
diameters, Steel Pipeline parallel to
Existing 1 170mm Pres-Stressed
Concrete Pipeline ( PCP ) from Leeukop
Junction to Brandkop Reservoir with
connections to existing infrastructure and
connections. Funded by Department of
Human Settlement , Water and

Sanitation

Construction of Xhariep Pipeline from Xhariep Dam into

existing Bloem water infrastructure { Knellpoort Dam )

Phase 1 : Pre Feasibilty Study
Completed in 2015

Phase 2 : Appointment of the PSP for
the Detailed Feasibility up to Design
Stage and EIA , Water Use Licence Stage
completed . The Study to commence

Refurbishment Projects to be funded via tariff recovery.

REFURBISHMENT PROJECTS
Total Project
Estimate Cost
R Million
MODDER RIVER REGION
Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 10.00
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 4.90
mechanical & electronic
Rehabilitation/ cleaning of Sludge Lagoons 23.00
TOTAL MODDER RIVER 52.90
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CALEDON RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishiment / Replacement Valves and Actuators 9.30
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 6.00

mechanical & electronic

Rehabilitation/ ¢leaning of Studge Lagoons 0.00
Caledon- BFN PCP Rennovations & Resealing 25.00
TOTAL CALEDON RIVER 55.30
ORANGE RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 7.50
Repair / Refurbishment / Replacement Valves and Actuators 2.80
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 5.70

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 10.00
TOTAL ORANGE RIVER 26.00
BLOEMFONTEIN

Water Conservation and water demand Management Programme( Leakage detection, 17.50
Resealing of Reservoirs, Water Loss Reduction) Regions

Cathodic Protection System, installations & Refurbishments ( Regions) 2.50
Dam Sluice Gate Refurbishment{ Rustfontein , Welbedacht and Knellpoort Darm) 1.20
TOTAL BLOEMFONTEIN 21.20
TOTAL REFURBISHMENT COST 134.20

Bloem Water has envisaged CAPEX requirements for improvements and refurbishments
to the value of R500 million during the next 5 years, which needs to be funded from
internal and external sources. {Annexure 4) It is dependent on the approval of tariffs
and the adoption of Business Plans during this period. The Borrowing Limits were
approved until 2015/16. The CAPEX requirements are aligned to it, although additional
requirements remain to be funded due to insufficient funds and financial limitations. It
excludes any investments for expansion of capacity to the Bloemfontein area due to the
magnitude of it, which will require special treatment,

It is necessary to note that funding for new capital requirements could not be
accumulated in the proposed tariffs for the 2020/21 year, but will only be considered
during the following years, taking into account the restrictions regulated by financial
ratios as directed by DHSWS and National Treasury.

- Movable assets

Bloem Water makes provision for the acquisition and replacement of movable assets
from internal sources in accordance with its Fleet Plan.
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Operational Projects
Incdluded in the budget are smaller projects relating to:

= School health projects;

= Computerised maintenance management system;

- Technical projects;

- Information technology projects;

B Community participation and development projects;

2 Other activities that Bloem Water is involved in are exchange programs
with the partners from Water Institutions in South Africa, Malawi and Lesotho.

Key Issues Considered

Bloem Water is continuously surveying the state of its infrastructure and assets. This is
taken into account when funds are required for extensions and refurbishment.

The Entity has been monitering the effect of the energy cost over the recent years. The
similar tendencies were incorporated into the calculation of future energy cost in
accordance with the expected NERSA projected energy increases related to the
industry.

The Entity continues to interact with stakeholders on outstanding accounts. It involves
sessions with the Municipalities, National and Provincial Water and Sanitation, National
and Provincial Treasury, Provincial Government and COGTA.

The impact of the future sanitation requirements will be considered on a specific and
case by case basis,

General

Bloem Water has considered and took into account National Government’s priorities,
goals, inflation targets and applicable macro policies during the budget process and
incorporated it into the 5 year budget period and forecasted tariffs.

Matters considered were census figures, growth prospects, demands by municipalities
and DHSWS requirements. These matters were costed and included in the Operation
and Maintenance cost and expansion programs, which led to the tariff structure.

Bloem Water has taken various steps and implemented processes to further improve
its competitiveness and efficiency to streamline or to reduce cost. Some of these are:

- Strict Financial and Managerial control;

- Risk mitigation measures.

- Electrical consumption alternative services;
- Load shifting;

- Chemical usage and related products;

- Quality of water source (siltation);

- Fleet management program and control;

Bloem Water conducted a benchmark process with other water boards. The tariff
proposal is aligned with water boards. Bloem Water is heavily geared and reliant on
debt due to its CAPEX program and expansion requirements for the future.
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The budget calculations are made to utilise reserves during the identified years and to
break even or to build up depreciated reserves, which will be utilised for future funding
in accordance with depreciation requirements. The refurbishment work is committed
and mostly funded from internal depreciated reserves, Refurbishment cost is envisaged
to remain aligned with the depreciated amount of that particular financial year. The
cash flow position of Bloem Water is therefore of a critical nature and it is envisaged
that the cash position should be stable from a debtors’ position. The long-term budget
is aligned to the expected cash inflows needed to fund O & M and CAPEX obligations.
The O & M should break even and the cash reserves and capital levies earned are
utilised for financing CAPEX requirements and where possibte to build up funding for
depreciation.

Bloem Water has budgeted to achieve the targets in the future in terms of the
Guidelines and the standards set by DHSWS and NT. The ratios in the Business Plan
for 2020-2025 will reflect the expected ratios as aligned with the forecasted financial
statements.

The proposed increase will enable Bloem Water to implement its O & M requirements
and honour existing loan obligations, but not to obtain funding for the entire future
CAPEX program. It needs to be aligned with the approved Borrowing Limits and with
the tariff increases envisaged for the next five years.

To implement some of the major future projects listed in the Business Plan and
contained in the “Water Reconciliation Strategy for the Large Bulk Water Supply
System: Greater Bloemfontein Area” earmarked for funding by Bloem Water will have
an impact and additional tariff increases needs to be considered for it.

The tariffs reflected below will still allow for under recovery. The diversified tariff is
calculated on activity base costing; taking into account the O & M input of the different
regions, Head Office pro rata atlocations and CAPEX obligations.

The following table reflects the cost recovery basis:

Budget 2020/21
Total Cost for the Period R - Mil
Fixed and Variable
Total Cost 1 050.75
Loan Obligations (Capital & Interest) 86.28
0O & M Expenditure 695.25
Capex 269.22

The following table reflects the revenue and expenditure for the financial year based on
the proposed cost under recovery basis.

Budget 2020/21
Total Cost for the Period R-Mil
Total Revenue Recoverable 785.36
Total Cost {1 050.75
Shortfall funded via depreciated reserves/borrowings (265.39)
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Bloem Water has been in consultation with the DHSWS with regard to the impact of the
restrictions implemented by the Municipalities, due to the drought. The approved tariffs
from restrictions will be implemented until it is withdrawn or alternative decisions are
taken.

In the event that a break even scenario is required in the 2020/21 year, an additional
tariff increase is required. The same principle will be required in the event that
restrictions are implemented and fixed overhead cost should be recovered.

The following table reflects the implication of the tariff increases for the year under a
cost under recovery and a full cost recovery basis.

Cost Under Recovery R - Value R - Value % Increase from

2019/20 2020/21 2019/20 approved
Tariff Tariff tariff

Treated 9,01 9,82 9%

Raw 6,62 7,21 9%

Full Cost Recovery

Treated 9,01 11,77 30,73%

Raw 6,62 8,13 22,84%

The Minister of Human Settlement, Water and Sanitation issued restrictions on water
use in the area and approved tariffs due to the drought. When a 10% restriction is
implemented then an additional tariff will be implemented. The fixed and variable cost
implications were considered with the implementation of restrictions. For every 10%
water restrictions implemented an additional tariff from 0 usage for raw water will be
increased with R0,75/kt and treated water with R1.06/k!.

Similar calculation applicable for increased restriction levels.
Alternative options to cover the cost were considered in the past, as a once off charge,
as a flat rate per month or part of the annual increases, which was not acceptable at

the time.

National Treasury required that the tariffs be separated between the normal and
drought tariff. It will allow tariffs to change as the restrictions changes.

Conclusion

The proposed tariff for the 2020/21 financial year and the following 4 years in the
Business Plan is in line with the current trends and historic forecasts.

A summary of the main items in the budget is attached for your reference and
convenience as Annexure 5.

The Board approved the following tariffs from 0 usage per ki for 2020/21:

Water Demand Tariff:

Treated Water - R9,82
Raw Water - R7.21
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Restrictions Tariff: (For every 10% of water restrictions implemented by DHSWS)

Treated Water - R1.06
Raw Water s RO,75

Basic monthly administration cost increase of R57.30 /meter.

That the Water Research Levies and Catchment Management levies be recovered as
approved by authorities.

This constitutes tariff increases of 9% and it also maintains a level of under recovery.

The aim of the budget is to comply with sound business principles, standards and ratios
as set out in the guidelines for Business Plans for Water Boards issued by the Executive
Authority, Department of Human Settlement, Water and Sanitation and National
Treasury, current operational status of the Bloem Water and Municipal environments
as well as in the Protocol on Corporate Governance of SOE's,

It further aims to comply with the standards and set ratios to achieve a break-even
scenario over the medium term and to continue as a going concern.

A further submission is provided for your convenience in accordance with the template
by Departrent Water and Sanitation “Guidelines for Butk Water Tariffs Determination
and Submissions” (Annexure 6). The additional budget template required by DWS will
be completed and submitted when received.

The tariff model used by Bloem Water is attached as Annexure 7 for additional
information.

Bloem Water is willing to do a presentation to your office and to darify matters that
might be raised and further requests your formal written response to this communiqué
as required by the PFMA, to enable process to comply with the timeframes set in Circular
No 23 for submission to the Department of Water and Sanitation by 25 January 2020
and to be able to implement the tariff structure on 1 July 2020.

You are further requested to acknowledge receipt of this letter.

Please contact my office for any further information,

Yours sincerely

DR L MOOROSI
CHIEF EXECUTIVE

Cc:

Ms T Sigwaza: Chief Director, Institutional Oversight sigwazat@dwa.qov.za

Dr T Ntili: Regional Director, DWS ntilit@dws.qov.za

Mr W Moraka, SALGA Specialist in Water and Sanitation wmoraka@salga.org.za

Mr K Ralikontsane, DG, Free State Provincial Government kopung@fspremier.gov.za

Ms S Chimuti, National Treasury, Director: Water Sector Shingiral.chimuti@treasury.gov.za
Ms S Maoshidi, Director: Institutional Oversight Moshidis@dws.qov.za
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Your Ref: Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: Asci D2 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 28 November 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Chief Director: Local Government
Department of National Treasury

16" Floor

240 Madiba Street

PRETORIA

0001

Attention: Mr TV Pillay

Dear Sir
bv.pillay@treasury.gov.za

Budget 2020/21

Executive Summary

Section 42 of the Municipal Finance Management Act (Act No 56 of 2003) and
Circular Number 23, as issued by National Treasury, stipulate that an Organ of the
State must follow due process to increase the price of water services as rendered
to clients. It requires that a consultation process be undertaken with institutions
that have a direct impact in the determination of the water tariffs. The Department
of Human Settlement, Water and Sanitation(DHSWS) is responsibie to review,
assess and recommend the tariff proposals to the Minister of Human Settlement,
Water and Sanitation and table it in Parliament. The Chief Directorate: Economic
and Social Regulation is the responsible department to facilitate this process and to
ensure that the process is managed within the set timelines.

The Departmental Directorate: Economic Regulation and Social Regulation
requested water hoards to do a provisional submission by the 1%t December 2019
as to allow ample time to appraise it. There is insufficient time to appraise if the
inputs are only received by the 25t January 2019,

The medium-term expenditure framework and technical guidelines require Bloem
Water to follow a budget process, and submissions with the approved tariffs and
templates were provided to National Treasury. The document provided is in
support of the information reflected in the template and further elaborates what was
considered in the budget process.

Bloem Water Board is a bulk water service provider for the Mangaung Metro
Municipality (MMM), Kopanong (KLM)and Mantsopa (MLM) Municipalities. Bloem
Water has embarked on the consultative meetings with the Municipalities with regard
to future tariff increases. The Entity proposed dates to the Municipalities. Kopanong
Local Municipality committed to meet but did not attend the meeting. To date it
has been unable to meet with any Municipality.
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Various factors leading to the increases were discussed and the budget
documentation reflects the discussions on the budget, 5-year Business Plan period
and tariff increases for diversified tariffs to the Municipalities. Further inputs provided
by Municipalities will be forwarded when received.

The Department of Human Settlement, Water and Sanitation Briefing

The DHSWS, Chief Directorate: Economic and Social Regulation held a session with
Bloem Water before commencing consultations with stakeholders and the minutes
were distributed to all parties. (Annexure 1). The Greater Bloemfontein Area and
Small-Town Study was developed jointly by all parties, including the DWS, is
utilised to determine yields and future demands and the associated CAPEX
requirements. (Annexure 2).

The DHSWS supported the information provided on Operations, CAPEX
requirements and loan funding obligations towards medium to long term planning
as provided by Bloem Water. DHSWS indicated that it is conversant with Bloem
Water’s activities and noted the budget proposal and tariff increases as approved
by the Board.

Bloem Water hereby commits to further inform your office with regard to the
principles, factors, cost drivers and variables included in determining the budget, 5-
year Business Plan and tariffs.

Pro iff Structure

Bloem Water is required to set conditions in terms of Section 33 of the Water Services
Act, 1997 and Guidelines issued by the Executive Authority, the DHSWS relating to the
determination and structure of tariffs.

The DHSWS, together with Bloem Water and the Municipalities, investigated and issued
a report “Water Reconciliation Strategy for the Large Bulk Water Supply Systems:
Greater Bloemfontein Area, June 2012” (Recon Study) and amended in 2013, which
guides the required water demand and the related investment in infrastructure by
various parties. Bloem Water considers these CAPEX requirements in accordance with
the due dates and within the financial ability to sustain itself.

Bloem Water is further guided by documents such as the Medium-Term Expenditure
Framework Technical Guidelines (MTEF), Guidelines for the Bulk Potable Water Tariff
Determination and Submissions, Norms and Standards in respect of Tariffs for Bulk
Water Services providers, Borrowing Powers of Schedule 3, Part B: National
Government Business Enterprises, Guidelines for the Preparation of Water Board
Corporate/Business Plans, also taking into account prudent business practices.

The determination of tariffs is based on the following principles:
* The Board considers National and Provincial Government goals and priorities
for inclusion in the budget. The Business Plan requirements of the Board
are also factored into the budget within the constraints of the budget.

= The Board of Bloem Water has adopted a diversified tariff for raw and treated
water,

* The Board resolved that the tariff for raw and treated water be applicable to all
its clients, which results in cross subsidisation between areas.
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The Shareholders Compact and Business Plan to the DHSWS, Executive
Authority of Bloem Water, should be submitted for a period of five years and
incorporates financial requirements for this period.

The tariff for water that is sold comprises of operation and maintenance
expenditure and redemption of existing loan obligations to Nedbank, Sanlam
and The Development Bank of Southern Africa.

The DHSWS and National Treasury set standards that the Water Boards needs
to comply with. Bloem Water's financial requirements and ratios must be
aligned to the DHSWS benchmarks over a period of time and the Board must
implement measures to achieve it.

National and Sector Specific consultation took place between DWS and Water
Users and were informed of the water charges.

The Board resolved to utilize reserves where and when required. This was
implemented to maintain appropriate tariff increases in line with affordability,
inflation and major cost driver requirements. Bloem Water has been in
consultation with relevant authorities who provided forecasted inflation rates
{CPI figures for the period). It is further regulated by the Medium-Term
Expenditure Framework Technical Guidelines as issued by National Treasury.
The CPI ranges around 6% over the short term. The major expense drivers
increase are much higher and the average is anticipated around 9-10%.

The drought that has been experienced in the Free State and the related
restrictions implemented by DHSWS and Municipalities, is affecting the water
demand profile. The current demand is less than the normal demand
experienced historically. The anticipated restrictions and trends in the future
demand is considered and implemented where required.

The payment by Municipalities for services rendered has been unstabte in recent
times. The expected budget forecast takes into account a more stable payment
culture by Municipalities. The impact of outstanding payments affects the
financial position and cash flow, which hampers the medium to long term
planning.

Other matters that were taken into account are the contracts with the
Municipalities, historic demand trends and future operational requirements,
payments of accounts and debtors profile, adhoc financial commitments and
ring fencing of other activities.

National Treasury appraised the Bloem Water financial position and indicated
that the balance sheet is weak to accommodate future financial requirements
and should be strengthened. It should also strive towards cost reflective tariffs,

The Auditor General of South Africa raised a “Going Concerns” status in the
event that non-payment continues and the budget anticipates an improved
payment environment.

Future Capex requirements for expansions and upgrades.

Water Research and Catchment Management Levies are separate from the
Entity budget calculations.
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Bloem Water has made a concerted effort in revising the budget and tariff structure,
taking into account the above activities. The current status was scrutinized and
reprioritized with regard to the performance to date, CAPEX, Board requirements and
the cash flow position of Bloem Water. A further effort was to streamline the expected
expenditure and in certain instances the expenditure program was revised to ensure an
effective and efficient way in meeting our strategic objectives.

The Executive Authority, the DHSWS issued directives during previous years on
reducing the tariff increases, which together with the postponing of CAPEX funding
needs resulted in under recovery over the recent years.

There have been several changes to the requirements of agreements with Municipalities
over the years. The common agreements resulted in the changes to the structure of
recovery and its related tariffs. The Entity continues with the structure and its associated
tariffs, as it has been approved during the previous years.

The drought continuous and restrictions are applied by DHSWS, The Entity will continue
to pursue approval of the drought tariffs and its implementation for all water
consumption, as it was approved during the previous years. Its implementation is to
ensure that fixed and overhead cost is recovered and that the Entity operates in a
sustainable manner.

It is anticipated that Bloem Water needs to consider under recovery for the following
years as it is unlikely that high tariff increases will be considered and approved. The
ability to fund future CAPEX requirements is dependent on the revenue streams
generated by the allowed tariff increase, considering the set limits and debtors
payments.

The anticipated expenditure budget is R1 050 million (excluding impairment) for the
2020/21 financial year which is R86.3 for loan payments (Existing R51 million and new
R35,3 million), R269.2 million for CAPEX (include movable assets, refurbishment and
extensions) and R695.3 million for Qperation and Maintenance.

The current operational environment was considered by Management as to pave a way
forward for the medium-term budget and tariff increases. Some of the major
considerations are:

- Political environment;

- Client requirements and relations;

- Affordability of tariffs;

= CAPEX requirements under current financial and water demand conditions;
- Current drought conditions and implications.

The financial sustainability of Bloem Water is dependent on several business principles,
standards and ratios of which the cash position is of utmost importance. A cash flow
management budget for the future is pertinent to ensure that sufficient cash is
generated as to be able to cover its expenditure. The main objective is to ensure that
Bloem Water is operated as a going concern and complies with the requirements set by
the DHSWS, National Treasury, and prudent business practices.
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Bloem Water has financial limitations and is restricted by ratios related to borrowing
limits. The CAPEX program of Bloem Water requires that capital investments are to be
made for expansion requirements dependent of external funding to be obtained. This
is also in refation to the inability of Bloem Water to fund expansions from own resources.

Water Volumes and Demand

The historic trend of actual water demand for treated and raw water is considered.
The projected future demand volumes have been calculated taking into account the
historic trends, the expected future demand that is reflected by Municipalities, the
factors for the bulk and treated and raw water, rainfall average trends, etc. The
budget of Bloem Water is very dependent on the volumes of demand (Annexure 3).

Income

The budget of Bloem Water is dependent on the volumes of demand. The future water
demands were requested but were not provided by all the Municipalities. Itis to ensure
that an appropriate income stream is calculated and to generate revenue to enable
Bloem Water to fund its budget. It also takes contractual obligations and other income
into consideration. The tariff increases and income to be generated, will be sufficient
to cover O & M expenditure for 2019/20, but depreciated reserve funds are utilised to
support the under recovery in revenue and to fund refurbishments and acquisition of
movable assets.

The budgeted volumes are:

Tariff Detail Budget Forecast % Volume
2019/20 2020/21 Increase/Decrease
Volume of water 78 454 811 79 239 420 1%
sold (ki) -
Purified
Volume of water 14 791 450 14 939 365 1%
sold (ki) - Raw
Total water sold 93 246 321 94 178 784 1%
(ki)

The revenue to be generated for 2020/21 via tariffs is R785.36 million.

The major income items incorporate the price/tariff and volume movements, to achieve
the revenue generation, is:

Tariff Increase
Revenue 9%

The revenue takes into account an increase of water demand towards a more normal
year than what has been experienced recently, as well as for the split from source of
supply between treated and raw. The tariff increase is determined to generate revenue
to fund expenditure.

The drought tariff implication is to ensure that overheads are covered during the
implementation of restrictions.
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Operational Expenditure

S Operational expenditure for regions.

The Caledon River operating expenditure comprises of the Welbedacht Treatment Plant,
Bulk Pipelines, Reservoirs and Pump Stations to Bloemfontein, Reddersburg, Edenburg,
Wepener and other bulk custormers. The operation of the Tienfontein and Novo
Schemes are to ensure optimal dam levels at Knellpoort and Rustfontein Dams.

The Modder River operating expenditure comprises of the Rustfontein Treatment Plant
and Bulk Pipelines, the Pump Stations and Reservoirs supplying to Bloemfontein,
Botshabelo, Thaba Nchu and Excelsior; the Groothoek Treatment Plant, Pipelines and
Reservoirs providing additional supply to Thaba Nchu. Additional requirements are to
operate the Rustfontein Dam to release bulk water supply to Maselspoort,

The Orange River operating expenditure comprises of the Treatment Plant at Bethulie
with Bulk Pipelines, Pump Stations and Reservoirs supplying Bethulie, Springfontein and
Trompsburg. There are other operations and different treatment plants supplying water
to Gariep and Philippolis.

- Operation and Maintenance Expenditure for Bloemfontein Office
{(Head Office)

The expenditure is to operate and maintain Bloem Water's Head Office. It further
incorporates the payment of overhead cost such as existing loan obligations.

The ocperational expenditure incorporates the price, volume/number and other
movements.

Included in the operational expenditure (but not limited to) are the following major
expenditure items:

Price/ Tariff Volume/Number | Other Increase
Increase Increase

Water Purchased 6,5% 1,0% -
Chemicals 5,5% 1,0% 2,0%
Depreciation - - 11,39%
Eneragy 5,5% 1,0% 1,0%
Repairs &
Maintenance 5,5% - 3,0%
Staff Costs 8,0% - 7,2%
Operating
Expenses 5,5% o 1,0%
(Including
Secondary
Activities)
Finance Expenses & - 35.5%

The major impact factors of operation and maintenance budgets are:

HR Requirements

The Minister of Human Settlement, Water and Sanitation has adopted the Hay Grading
module and has been adjudicating CE salaries and Board Member remuneration in
terms of the aforesaid. Provision is made for market related increases anticipated from
the Amanzi Bargaining Coundil and/or plant level agreements
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The cost drivers of employment costs increase of 12,4% consist of the following:

- Yearly salary increases
Provision have been made for 7,4% cost of living adjustment, The outcome of the
bargaining council will however inform the percentage increase.

The other 5% consist of the following:

- Number of vacant position
The Board of Bloem Water reviewed and approved the structure in line with legisiative
position and strategic requirements, which is conducted on a yearly basis. During the
previous financial year, the Board commissioned a work-study exercise which resulted
in a revised organisational structure as to improve efficiencies. The structure provided
for a number of new positions in response to legislative, operational and strategic

requirements to address challenges and short comings in service delivery.

The impact of cost containment measures during the last few financial years coupled
with the moratorium by the Minister of Water and Sanitation on recruitment, resulted
in many vacancies. The Minister of Water and Sanitation withdrew the moratorium and
recruitment was accordingly planned in phases to be undertaken during 2018/19 and
2019/20 financial years. This attributes to the higher than expected growth in the wage
bill.

Alternative utilization of staff and redeployment have been considered through a critical
analysis of the work load of all positions and implemented accordingly.

A number of critical vacant positions exists and are therefore being filled accordingly.
- Level of the vacant position

The level of appointment impacts on percentage increase in comparison to prior year.
- New position filled onty for limited number of months during the prior year.

The comparison of a twelve-month period to a two-month period results in a significant
increase percentage.
- Correction of job categories in line with grading

A limited amount is provided for the re-grading of positions as job requirements and
content changes from time to time. It is evaluated in line with the P3 Hay Grading
module.

- Other
Other variables include notch increases, compulsory medical aid requirements, Defined
benefit fund valuation/funding level requirements and CCMA arbitration awards.

Chemicals

It is a challenge to align the chemicals cost to volumes treated, due to fluctuation in
quality of water, but it is envisaged that the budget will be aligned with average
treatment based on historic trends associated with average rainfall, runoff, etc.
Provision is also made for demand volume adjustments. It is further envisaged that
the chemical price will increase by 5,5% from the previous year. Provision is made for
a volume increase of 1,0% and quality of water increase of 2,0%, resulting in a total
cost increase of 8,5%.

Electricity
Electricity is aligned to the demand for bulk treated water and bulk raw water

distribution. Provision is also made for demand volume adjustments of 1%
incorporating the water restrictions and demand management.
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A dry season is experienced and the dam levels are beyond optimum levels. Provision
of 1% is made for additional electricity costs for the transfer between the catchment
areas to ensure that Rustfontein Dam and Knellpoort Dam remains within optimal
supply levels and to mitigate the risk of failure e.g. NOVO Transfer scheme. It is
anticipated that a price increase of 5,5% will be required. The cost increase for
electricity is expected to be in the range of 7,5%. The Nersa consideration will be taken
into account if amendments are approved.

Water levies

The Pricing Policy on Raw Water is managed by The DHSWS and increases were
communicated during consultation processes. Raw Water charges increases ranges
from 6.46% to 16.5% at the major abstraction points. The total cost increase is
expected to be 6,5% as the volumes increases.,

Repairs and Maintenance

Provision is made for normal planned and unplanned repairs and maintenance. Part of
the planned work is for the scheduled winter maintenance in accordance with
operational requirements, It is also done in consultation with Municipalities as to
coordinate service delivery.

Fleet O & M and fuel expenditure is critical for the operation of Bloem Water. Fuel is a
major component and increases are expected to be in line with CPI.

CAPEX
- Existing loans

Bloem Water is currently servicing the following loans with its contractual obligations
which have been included in the calculation of the budget and the tariffs.

Development Bank of South Africa

The loan is unsecured and bears interest at a fixed rate of 8,91% per annum. Average
repayments of R922 648 are made on a six-monthly basis. The agreement came into
effect on 31 March 2006 and will continue until 31 March 2021,

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,12% per annum. Average
repayments of RS 221 403 are made on a six-monthly basis. The agreement came into
effect on 29 December 2006 and will continue until 29 December 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,8% per annum. The loan
facility amounts to approximately R270 miillion and has a draw down arrangement,
Average repayments of approximately R19,3 million are made on a six-monthly basis.
The agreement came into effect on 1 March 2013 and will continue until 1 March 2023.

- New requirements

Funding model - In a best-case scenario the long-term funding should be aligned to
lifespan of assets and recovered through increase in volumes. The alignment is not
always possible, and consideration is also given to Borrowing limits requirements,
limiting spikes in Finance Cost/Repayment profile and alignment to seasonal changes,
cash flow availability, available reserves and funding products available in the market,
Provision have been made for a R100 million loan at a fixed interest rate of 12% over
a period of 10 years for the 2020/2021 financial year.
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Discussions were held between DHSWS, Bloem Water and the Municipalities regarding
the CAPEX Plan. The major contribution factors are the extension of Rustfontein
Treatment Plant, new pipeline from Rustfontein Treatment Plant to Botshabelo,
Welbedacht to Brandkop pipeline and the extension of the NOVO Transfer Scheme to

augment supply,

The CAPEX and refurbishment projects are reflected in the following tables.

Projects to be funded via tariff recovery.

[ Extension Projects

Status:

1 July 2019 - 30 June
2020

Total
Project
Estimate
Cost
R Million

MODDER RIVER REGION

Extend Treatment Capacity of Rustfontein Water
Treatment Plant - study and construction

Phase 1: The designs had
been completed for the
additional extension of
Rustfontein WTW for

150 Mi/day.

Phase 2: The funding for
construction not secured

500.00

Modder River: Construction of Tabali - OK Pipeline
(10 km, 600mm)

Phase 1: the designs had
been completed

Phase 2: The funding for
construction not secured

80.00

Design, tender and construction of 17 km long pipeline
between Knellpoort and Welbedacht

Phase 1: Designs for one
direction pipeline completed
for the 17 km long pipeline
from Welbedacht to
Knellpoort Dam.

Phase 2: Deferred
construction due to funding
not secured

400.00

Construction of the Pre-Treatment Sedimentation Off-
channel Storage tank to reduce siltation from
Welbedacht Dam into WTW

Planning concept
developed.

Phase 1: To procure the
PSP for designs and

Phase 2 of construction wil
follow

90.00

TOTAL EXTENSION COST

1,070.00
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Projects to be funded via grants or special approvals.

Extension Projects

Status : 01 July 2019 - 30 June 2020

Design and construct 33,7 km long 1 000mm diameter
bypass line parallel to existing Caledon/BFN PCP line from
Leeukop take off to Brandkop

Phase 2:The Design and Construction of the the 71,3km
long, 1 000mm diameter Steel Pipeline from Leeukop to
Welbedacht parallel to the existing Caledon - BFN PCP
pipeline.

Phase 1 : In Construction of the
Welbedacht 33,7km long , 1 000mm
diameters, Steel Pipeline parallel to
Existing 1 170mm Pres-Stressed
Concrete Pipeline ( PCP ) from Leeukop
Junction to Brandkop Reservoir with
connections to existing infrastructure and
connections, Funded by Department of
Human Settlement , Water and
Sanitation

Construction of Xhariep Pipeline from Xhariep Dam into

existing Bloem water infrastructure { Knellpoort Dam )

Phase 1 : Pre Feasibilty Study
Completed in 2015

Phase 2 : Appointment of the PSP for
the Detailed Feasibility up to Design
Stage and EIA , Water Use Licence Stage
comptleted . The Study to commence

Refurbishment Projects to be funded via tariff recovery.

REFURBISHMENT PROJECTS
Total Project
Estimate Cost
R Million

MODDER RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15,00

Repair / Refurbishment / Replacement Valves and Actuators 10.00

Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 4.90

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 23.00

TOTAL MODDER RIVER 52.90
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CALEDON RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 9.30
Repair/ Refurbishrnent/ Calibration of bulk , billing meters and water balance meters( 6.00
mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 0.00
Caledon- BFN PCP Rennovations & Resealing 25.00
TOTAL CALEDON RIVER 55.30
ORANGE RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 7.50
Repair / Refurbishment / Replacement Valves and Actuators 2.80
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 5.70
mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 10.00
TOTAL ORANGE RIVER 26.00
BLOEMFONTEIN

Water Conservation and water demand Management Programme( Leakage detection, 17.50

Resealing of Reservoirs, Water Loss Reduction) Regions

Cathodic Protection System, installations & Refurbishments ( Regions) 2.50
Dam Sluice Gate Refurbishment( Rustfontein , Welbedacht and Knellpoort Dam) 1.20
TOTAL BLOEMFONTEIN 21.20
TOTAL REFURBISHMENT COST 134.20

Bloem Water has envisaged CAPEX requirements for improvements and refurbishments
to the value of RSO0 million during the next 5 years, which needs to be funded from
internal and external sources. (Annexure 4) It is dependent on the approval of tariffs
and the adoption of Business Plans during this period. The Borrowing Limits were
approved until 2015/16. The CAPEX requirements are aligned to it, aithough additional
requirements remain to be funded due to insufficient funds and financial limitations. It
excludes any investments for expansion of capacity to the Bloemfontein area due to the
magnitude of it, which will require special treatment.

It is necessary to note that funding for new capital requirements could not be
accumulated in the proposed tariffs for the 2020/21 year, but will only be considered
during the following years, taking into account the restrictions regulated by financial
ratios as directed by DHSWS and National Treasury.

- Movable assets

Bloem Water makes provision for the acquisition and replacement of movable assets
from internal sources in accordance with its Fleet Plan.
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Operational Projects

Included in the budget are smaller projects relating to:

- School health projects;

S Computerised maintenance management system;

- Technical projects;

- Information technology projects;

- Community participation and development projects;

S Other activities that Bloem Water is involved in are exchange programs
with the partners from Water Institutions in South Africa, Malawi and Lesotho.

Key Issues Considered

Bloem Water is continuously surveying the state of its infrastructure and assets. This is
taken into account when funds are required for extensions and refurbishment.

The Entity has been monitoring the effect of the energy cost over the recent years. The
similar tendencies were incorporated into the calculation of future energy cost in
accordance with the expected NERSA projected energy increases related to the
industry.

The Entity continues to interact with stakeholders on outstanding accounts. It involves
sessions with the Municipalities, National and Provincial Water and Sanitation, National
and Provincial Treasury, Provincial Government and COGTA.

The impact of the future sanitation requirements will be considered on a specific and
case by case basis.

General

Bloem Water has considered and took into account National Government’s priorities,
goals, inflation targets and applicable macro policies during the budget process and
incorporated it into the 5 year budget period and forecasted tariffs.

Matters considered were census figures, growth prospects, demands by municipalities
and DHSWS requirements. These matters were costed and included in the Operation
and Maintenance cost and expansion programs, which led to the tariff structure.,

Bloem Water has taken various steps and implemented processes to further improve
its competitiveness and efficiency to streamline or to reduce cost. Some of these are:

- Strict Financial and Managerial control;

- Risk mitigation measures,

- EHlectrical consumption alternative services;
- Load shifting;

- Chemical usage and related products;

- Quality of water source (siltation);

- Fleet management program and contro!;

Bloem Water conducted a benchmark process with other water boards. The tariff
proposal is aligned with water boards. Bloem Water is heavily geared and reliant on
debt due to its CAPEX program and expansion requirements for the future,
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The budget calculations are made to utilise reserves during the identified years and to
break even or to build up depreciated reserves, which will be utilised for future funding
in accordance with depreciation requirements. The refurbishment work is committed
and mostly funded from internal depreciated reserves. Refurbishment cost is envisaged
to remain aligned with the depreciated amount of that particular financial year, The
cash flow position of Bloem Water is therefore of a critical nature and it is envisaged
that the cash position should be stable from a debtors’ position. The long-term budget
is aligned to the expected cash inflows needed to fund O & M and CAPEX obligations.
The O & M should break even and the cash reserves and capital levies earned are
utilised for financing CAPEX requirements and where possible to build up funding for
depreciation.

Bloem Water has budgeted to achieve the targets in the future in terms of the
Guidelines and the standards set by DHSWS and NT. The ratios in the Business Plan
for 2020-2025 will reflect the expected ratios as aligned with the forecasted financial
statements.

The proposed increase will enable Bloem Water to implement its O & M requirements
and honour existing loan obligations, but not to obtain funding for the entire future
CAPEX program. It needs to be aligned with the approved Borrowing Limits and with
the tariff increases envisaged for the next five years.

To implement some of the major future projects listed in the Business Plan and
contained in the “Water Reconciliation Strategy for the Large Bulk Water Supply
System: Greater Bloemfontein Area” earmarked for funding by Bloem Water will have
an impact and additional tariff increases needs to be considered for it.

The tariffs reflected below will still allow for under recovery. The diversified tariff is
calculated on activity base costing; taking into account the O & M input of the different
regions, Head Office pro rata allocations and CAPEX obligations.

The following table reflects the cost recovery basis:

Budget 2020/21
Total Cost for the Period R - Mil
Fixed and Variable
Total Cost 1 050.75
Loan Obligations (Capital & Interest) 86.28
Q & M Expenditure 695.25
Capex 269.22

The following table reflects the revenue and expenditure for the financial year based on
the proposed cost under recovery basis.

Budget 2020/21
Total Cost for the Period R-Mil
Total Revenue Recoverable 785.36
Total Cost (1 050.75)
Shortfall funded via depreciated reserves/borrowings (265.39)

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Or L Moorosi (Chief Executive)
Mr LEvR van Oudtshoorn, Mr LX Ntoyi, Mr 1) Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Bloem Water has been in consultation with the DHSWS with regard to the impact of the
restrictions implemented by the Municipalities, due to the drought. The approved tariffs
from restrictions will be implemented until it is withdrawn or alternative decisions are
taken.

In the event that a break even scenario is required in the 2020/21 year, an additional
tariff increase is required. The same principle will be required in the event that
restrictions are implemented and fixed overhead cost should be recovered.

The following table reflects the implication of the tariff increases for the year under a
cost under recovery and a full cost recovery basis.

Cost Under Recovery R - Value R - Value % Increase from

2019/20 2020/21 2019/20 approved
Tariff Tariff tariff

Treated 9,01 9,82 9%

Raw 6,62 7,21 9%

Full Cost Recovery

Treated 9,01 11,77 30,73%

Raw 6,62 8,13 22,84%

The Minister of Human Settlement, Water and Sanitation issued restrictions on water
use in the area and approved tariffs due to the drought. When a 10% restriction is
implemented then an additional tariff will be implemented. The fixed and variable cost
implications were considered with the implementation of restrictions. For every 10%
water restrictions implemented an additional tariff from 0 usage for raw water will be
increased with R0,75/kt and treated water with R1.06/k¢.

Similar calculation applicable for increased restriction levels.
Alternative options to cover the cost were considered in the past, as a once off charge,
as a flat rate per month or part of the annual increases, which was not acceptable at

the time.

National Treasury required that the tariffs be separated between the normal and
drought tariff. It will allow tariffs to change as the restrictions changes.

Conclusion

The proposed tariff for the 2020/21 financial year and the following 4 years in the
Business Plan is in line with the current trends and historic forecasts,

A summary of the main items in the budget is attached for your reference and
convenience as Annexure 5.

The Board approved the following tariffs from 0 usage per kl for 2020/21:

Water Demand Tariff:
Treated Water - R9,82
Raw Water - R7.21

Mr T8 Phitsane (Chairperson), Adv TD Segee-Backward (Deputy Chairperson}, Dr L Mocrosi (Chief Executive)
Mr LEVR van Qudtshoorn, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Restrictions Tariff: (For every 10% of water restrictions implemented by DHSWS)

Treated Water - R1.06
Raw Water s RO,75

Basic monthly administration cost increase of R57.30 /meter.

That the Water Research Levies and Catchment Management levies be recovered as
approved by authorities.

This constitutes tariff increases of 9% and it also maintains a level of under recovery.

The aim of the budget is to comply with sound business principles, standards and ratios
as set out in the guidelines for Business Plans for Water Boards issued by the Executive
Authority, Department of Human Settlement, Water and Sanitation and National
Treasury, current operational status of the Bloem Water and Municipal environments
as well as in the Protocol on Corporate Governance of SOE's.

It further aims to comply with the standards and set ratios to achieve a break-even
scenario over the medium term and to continue as a going concern.

A further submission is provided for your convenience in accordance with the template
by Department Water and Sanitation “Guidelines for Butk Water Tariffs Determination
and Submissions” (Annexure 6). The additional budget template required by DWS will
be completed and submitted when received.

The tariff model used by Bloem Water is attached as Annexure 7 for additional
information.

Bloem Water is willing to do a presentation to your office and to clarify matters that
might be raised and further requests your formal written response to this communiqué
as required by the PFMA, to enable process to comply with the timeframes set in Circular
No 23 for submission to the Department of Water and Sanitation by 25 January 2020
and to be able to implement the tariff structure on 1 July 2020.

You are further requested to acknowledge receipt of this letter.

Please contact my office for any further information.

Yours sincerely

DR L MOOROSI
CHIEF EXECUTIVE

Cc: M. Khan, Senior Financial Analyst
S Chimuti, Director: Sector Oversight Shingirai.chimuti@treasury.gov.za

Mr TB Phitsane {Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEVR van Qudtshoom, Mr LX Ntoyi, Mr ]) Price Pr, Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja
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MaillVieter Archive . inaviu searen and Retieval by LRI,
From nyabanyaba lehlohenoic Sent 4 November 2019, (08.45:34 AM}

To: keboeletsa tosaba Received: 14 Novamber 2019, {09:46:28 AM)
Ce

Bee.

Subject RE Annexure A - Quarter 1 xlsx

Attachments:

Good morning
Thank you very much

Regards,
LN

From: Keboeletse Losabe [mailto:keboeletsel@bloemwater.co.za]
Sent: Thursday, 14 November 2019 08:16

To: Nyabanyaba Lehlohonolo

Cc: Gerhard Husselmann

Subject: Annexure A - Quarter 1.xIsx

Morning
Please find Bloemwater's report for the 1% quarter of 2020

Regards
Keboeletse Losabe
Assistant Manager Budgeting

Mobile: 00 27 82 416 1395

Tel: 00 27 51 403 0800

Fax: 00 27 51 422 5333

Fax-Email: 00 27 86 679 7571

Ernail: keboelatselfhlosmwaber.co.23
Swarch criteria;

http://10.0.0.23/ISR/print.aspx 2020/01/21
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From: nyabanyaba lshishonole Sant: 26 Hovember 2019, (02:01:09 PM)
. nal paul, moshidi sizani; maboya selby; mhlungs simangels; P, y

To: gerhiard husselmann; ockie stadier Receivad. 26 Hovember 2019, (02:02 52 PM)

Ce:

Bee

Subject: Minutes: Bloem Water 2020/21 tanff consultation

Allachmenis:

Good afternoon,
| trust this email finds you well.
Please find the attached draft minutes for the preliminary tariff consultation meeting.

My apologies for the delay in submitting the draft. May | humbly request that you peruse and provide inputs on or before 28 November

2019.

Mr. Lehlohonole Nyabanyaba

Chief Development Expert: Bulk Water Pricing

Chief Directorate: Economic and Social Regulations

Department of Water & Sonitation: Head Office

178 Francis Board Street, Ndinaye Buitding, Pretoria, 0001

B nyabanvobal@dws.gov.za | 'R 012 336 7615 | 060 980 8480 | & 086 690 6431

DISCLAIMER: This message and any attachments are confidential and intended solely for the addressee. [f you have received
this message in error, please notify the system manager/sender. Any unauthorized use, alteration or dissemination is prohibited.
The Department of Water and Sanitation further accepts no liability whatsoever for any loss, whether it be direct, indirect or
consequential, arising from this e-mail, nor for any conseguence of its use or storage.

Search criteria:

http://10.0.0.23/ISR/print.aspx 2020/01/21
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bloemwater

Your Ref: Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Qur Ref: Asci D2 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 28 November 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Chief Executive
Private Bag X20537
SALGA

P O Box 2094
PRETORIA

0001

Attention: Mr X George

Dear Sir
xgeorge®salga.org.za

Budget 2020/21

Executive Summary

Section 42 of the Municipal Finance Management Act (Act No 56 of 2003) and
Circular Number 23, as issued by National Treasury, stipulate that an Organ of the
State must follow due process to increase the price of water services as rendered
to clients. It requires that a consultation process be undertaken with institutions
that have a direct impact in the determination of the water tariffs. The Department
of Human Settlement, Water and Sanitation(DHSWS) is responsible to review,
assess and recommend the tariff proposals to the Minister of Human Settlement,
Water and Sanitation and table it in Parliament. The Chief Directorate: Economic
and Social Regulation is the responsible department to facilitate this process and to
ensure that the process is managed within the set timelines.,

The Departmental Directorate: Economic Regulation and Social Regulation
requested water boards to do a provisional submission by the 15t December 2019
as to allow ample time to appraise it. There is insufficient time to appraise if the
inputs are only received by the 25 January 2019.

The medium-term expenditure framework and technical guidelines require Bloem
Water to follow a budget process, and submissions with the approved tariffs and
templates were provided to National Treasury. The document provided is in
support of the information reflected in the template and further elaborates what was
considered in the budget process.

Bloem Water Board is a bulk water service provider for the Mangaung Metro
Municipality (MMM), Kopanong (KLM)and Mantsopa (MLM) Municipalities. Bloem
Water has embarked on the consultative meetings with the Municipalities with regard
to future tariff increases. The Entity proposed dates to the Municipalities. Kopanong
Local Municipality committed to meet but did not attend the meeting. To date it
has been unable to meet with any Municipality.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEVR van Oudtshoorn, Mr LX Ntoyi, Mr 1) Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Various factors leading to the increases were discussed and the budget
documentation reflects the discussions on the budget, 5-year Business Plan period
and tariff increases for diversified tariffs to the Municipalities. Further inputs provided
by Municipalities will be forwarded when received.

The Department of Human Settlement, Water and Sanitation Briefing

The DHSWS, Chief Directorate: Economic and Social Regulation held a session with
Bloem Water before commencing consultations with stakeholders and the minutes
were distributed to afl parties. (Annexure 1)}, The Greater Bloemfontein Area and
Small-Town Study was developed jointly by all parties, including the DWS, is
utilised to determine yields and future demands and the associated CAPEX
requirements. (Annexure 2).

The DHSWS supported the information provided on Operations, CAPEX
requirements and loan funding obligations towards medium to long term planning
as provided by Bloem Water. DHSWS indicated that it is conversant with Bloem
Water’s activities and noted the budget proposal and tariff increases as approved
by the Board.

Bloem Water hereby commits to further inform your office with regard to the
principles, factors, cost drivers and variables included in determining the budget, 5-
year Business Plan and tariffs.

Proposed Tariff Structure

Bloem Water is required to set conditions in terms of Section 33 of the Water Services
Act, 1997 and Guidelines issued by the Executive Authority, the DHSWS relating to the
determination and structure of tariffs.

The DHSWS, together with Bloem Water and the Municipalities, investigated and issued
a report “Water Reconciliation Strategy for the Large Bulk Water Supply Systems:
Greater Bloemfontein Area, June 2012” (Recon Study) and amended in 2013, which
guides the required water demand and the related investment in infrastructure by
various parties. Bloem Water considers these CAPEX requirements in accordance with
the due dates and within the financial ability to sustain itself.

Bloem Water is further guided by documents such as the Medium-Term Expenditure
Framework Technical Guidelines {(MTEF), Guidelines for the Bulk Potable Water Tariff
Determination and Submissions, Norms and Standards in respect of Tariffs for Bulk
Water Services providers, Borrowing Powers of Schedule 3, Part B: National
Government Business Enterprises, Guidelines for the Preparation of Water Board
Corporate/Business Plans, also taking into account prudent business practices.

The determination of tariffs is based on the following principles:
= The Board considers National and Provincial Government goals and priorities
for inclusion in the budget. The Business Plan requirements of the Board
are also factored into the budget within the constraints of the budget.

» The Board of Bloem Water has adopted a diversified tariff for raw and treated
water.

= The Board resolved that the tariff for raw and treated water be applicable to all
its clients, which results in cross subsidisation between areas.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEVR van Oudtshoomn, Mr LX Ntoyi, Mr J) Price Pr. Eng, Ms TN Sandlana, M5 DM Manamela, Mr T Manyoni, Ms MAF Maja



The Shareholders Compact and Business Plan to the DHSWS, Executive
Authority of Bloem Water, should be submitted for a period of five years and
incorporates financial requirements for this period.

The tariff for water that is sold comprises of operation and maintenance
expenditure and redemption of existing loan obligations to Nedbank, Sanlam
and The Development Bank of Southern Africa.

The DHSWS and National Treasury set standards that the Water Boards needs
to comply with. Bloem Water's financial requirements and ratios must be
aligned to the DHSWS benchmarks over a period of time and the Board must
implement measures to achieve it.

National and Sector Specific consultation took place between DWS and Water
Users and were informed of the water charges,

The Board resolved to utilize reserves where and when required. This was
implemented to maintain appropriate tariff increases in line with affordability,
inflation and major cost driver requirements. Bloem Water has been in
consultation with relevant authorities who provided forecasted inflation rates
(CPI figures for the period). It is further regulated by the Medium-Term
Expenditure Framework Technical Guidelines as issued by National Treasury.
The CPI ranges around 6% over the short term. The major expense drivers
increase are much higher and the average is anticipated around 9-10%.

The drought that has been experienced in the Free State and the related
restrictions implemented by DHSWS and Municipalities, is affecting the water
demand profile. The current demand is less than the normal demand
experienced historically. The anticipated restrictions and trends in the future
demand is considered and implemented where required.

The payment by Municipalities for services rendered has been unstable in recent
times. The expected budget forecast takes into account a more stable payment
culture by Municipalities. The impact of outstanding payments affects the
financlal position and cash flow, which hampers the medium to long term
planning.

Other matters that were taken into account are the contracts with the
Municipalities, historic demand trends and future operational requirements,
payments of accounts and debtors profile, adhoc financial commitments and
ring fencing of other activities.

National Treasury appraised the Bloem Water financial position and indicated
that the balance sheet is weak to accommodate future financial requirements
and should be strengthened. It should also strive towards cost reflective tariffs.

The Auditor General of South Africa raised a “Going Concerns” status in the
event that non-payment continues and the budget anticipates an improved
payment environment.

Future Capex requirements for expansions and upgrades.

Water Research and Catchment Management Levies are separate from the
Entity budget calculations.

Mr T& Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi (Chief Executive)

Mr LEVR van Qudtshoom, Mr LX Ntoyi, Mr J] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Bloem Water has made a concerted effort in revising the budget and tariff structure,
taking into account the above activities. The current status was scrutinized and
reprioritized with regard to the performance to date, CAPEX, Board requirements and
the cash flow position of Bloem Water. A further effort was to streamline the expected
expenditure and in certain instances the expenditure program was revised to ensure an
effective and efficient way in meeting our strategic objectives.

The Executive Authority, the DHSWS issued directives during previous years on
reducing the tariff increases, which together with the postponing of CAPEX funding
needs resulted in under recovery over the recent years.

There have been several changes to the requirements of agreements with Municipalities
over the years. The common agreements resulted in the changes to the structure of
recovery and its related tariffs. The Entity continues with the structure and its associated
tariffs, as it has been approved during the previous years.

The drought continuous and restrictions are applied by DHSWS. The Entity will continue
to pursue approval of the drought tariffs and its implementation for all water
consumption, as it was approved during the previous years. Its implementation is to
ensure that fixed and overhead cost is recovered and that the Entity operates in a
sustainable manner.

It is anticipated that Bloem Water needs to consider under recovery for the following
years as it is unlikely that high tariff increases will be considered and approved. The
ability to fund future CAPEX requirements is dependent on the revenue streams
generated by the allowed tariff increase, considering the set limits and debtors
payments.

The anticipated expenditure budget is R1 050 million (excluding impairment) for the
2020/21 financial year which is R86.3 for loan payments (Existing R51 million and new
R35,3 million), R269.2 million for CAPEX (include movable assets, refurbishment and
extensions) and R695.3 million for Operation and Maintenance,

The current operational environment was considered by Management as to pave a way
forward for the medium-term budget and tariff increases. Some of the major
considerations are:

- Political environment;
- Client requirements and relations;
= Affordability of tariffs;

= CAPEX requirements under current financial and water demand conditions;
S Current drought conditions and implications.

The financial sustainability of Bloem Water is dependent on several business principles,
standards and ratios of which the cash position is of utmost importance. A cash flow
management budget for the future is pertinent to ensure that sufficient cash is
generated as to be able to cover its expenditure. The rmain cbjective is to ensure that
Bloem Water is operated as a going concern and complies with the requirements set by
the DHSWS, National Treasury, and prudent business practices.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Mooras: {Chief Executive)
Mr LEvR van Qudtshoom, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Bloem Water has financial limitations and is restricted by ratios related to borrowing
limits. The CAPEX program of Bloem Water requires that capital investments are to be
made for expansion requirements dependent of external funding to be obtained. This
is also in relation to the inability of Bloem Water to fund expansions from own resources.

Water Volumes and Demand

The historic trend of actual water demand for treated and raw water is considered.
The projected future demand volumes have been calculated taking into account the
historic trends, the expected future demand that is reflected by Municipalities, the
factors for the bulk and treated and raw water, rainfall average trends, etc. The
budget of Bloem Water is very dependent on the volumes of demand (Annexure 3).

Income

The budget of Bloem Water is dependent on the volumes of demand. The future water
demands were requested but were not provided by all the Municipalities. It is to ensure
that an appropriate income stream is calculated and to generate revenue to enable
Bloem Water to fund its budget. It also takes contractual obligations and other income
into consideration. The tariff increases and income to be generated, will be sufficient
to cover O & M expenditure for 2019/20, but depreciated reserve funds are utilised to
support the under recovery in revenue and to fund refurbishments and acquisition of
movable assets.

The budgeted volumes are:

Tariff Detail Budget Forecast % Volume
2019/20 2020/21 Increase/Decrease
Volume of water 78 454 811 79 239 420 1%
sold (ki) -
Purified
Volume of water 14 791 450 14 939 365 1%
sold (kl) - Raw
Total water sold 93 246 321 94 178 784 1%
(ki)

The revenue to be generated for 2020/21 via tariffs is R785.36 million.

The major income items incorporate the price/tariff and volume movements, to achieve
the revenue generation, is:

Tariff Increase
Revenue 9%

The revenue takes into account an increase of water demand towards a more normal
year than what has been experienced recently, as well as for the split from source of
supply between treated and raw. The tariff increase is determined to generate revenue
to fund expenditure,

The drought tariff implication is to ensure that overheads are covered during the
implementation of restrictions.

Mr TB Phitsane (Chairperson], Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chief Executive)
Mr LEVR van Oudtshoarn, Mr LX Ntoyi, Mr 1] Price Pr. Eng, M5 TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



Operational Expenditure

= Operational expenditure for regions.

The Caledon River operating expenditure comprises of the Welbedacht Treatment Plant,
Bulk Pipelines, Reservoirs and Pump Stations to Bloemfontein, Reddersburg, Edenburg,
Wepener and other bulk customers. The operation of the Tienfontein and Novo
Schemes are to ensure optimal dam levels at Knellpoort and Rustfontein Dams.

The Modder River operating expenditure comprises of the Rustfontein Treatment Plant
and Bulk Pipelines, the Pump Stations and Reservoirs supplying to Bloemfontein,
Botshabelo, Thaba Nchu and Excelsior; the Groothoek Treatment Plant, Pipelines and
Reservoirs providing additional supply to Thaba Nchu. Additional requirements are to
operate the Rustfontein Dam to release bulk water supply to Maselspoort.

The Orange River operating expenditure comprises of the Treatment Plant at Bethulie
with Bulk Pipelines, Pump Stations and Reservoirs supplying Bethulie, Springfontein and
Trompsburg. There are other operations and different treatment plants supplying water
to Gariep and Philippolis.

- Operation and Maintenance Expenditure for Bloemfontein Office
{(Head Office)

The expenditure is to operate and maintain Bloem Water's Head Office. It further
incorporates the payment of overhead cost such as existing loan obligations.

The operational expenditure incorporates the price, volume/number and other
movements.,

Included in the operational expenditure (but not limited to) are the following major
expenditure items:

Price/Tariff Volume/Number | Other Increase
Increase Increase

Water Purchased 6,5% 1,0% -
Chemicals 5,5% 1,0% 2,0%
Depreciation - - 11,39%
Energy 5,5% 1,0% 1,0%
Repairs &
Maintenance 5,5% - 3,0%
Staff Costs 8,0% o 7.,2%
Operating
Expenses 5,5% S 1,0%
(Including
Secondary
Activities)
Finance Expenses s & 35.5%

The major impact factors of operation and maintenance budgets are:

HR Requirements

The Minister of Human Settlement, Water and Sanitation has adopted the Hay Grading
module and has been adjudicating CE salaries and Board Member remuneration in
terms of the aforesaid. Provision is made for market related increases anticipated from
the Amanzi Bargaining Council and/or plant level agreements

Mr TB Phitsane {Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEvR van Oudtshoorn, Mr LX Ntoyi, Mr 3] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



The cost drivers of employment costs increase of 12,4% consist of the following:

- Yearly salary increases
Provision have been made for 7,4% cost of living adjustment. The outcome of the
bargaining council will however inform the percentage increase.

The other 5% consist of the following:

- Number of vacant position
The Board of Bloem Water reviewed and approved the structure in line with legislative
position and strategic requirements, which is conducted on a yearly basis. During the
previous financial year, the Board commissioned a work-study exercise which resulted
in a revised organisational structure as to improve efficiencies. The structure provided
for a number of new positions in response to legislative, operational and strategic

requirements to address challenges and short comings in service delivery.

The impact of cost containment measures during the last few financial years coupled
with the moratorium by the Minister of Water and Sanitation on recruitment, resulted
in many vacancies. The Minister of Water and Sanitation withdrew the moratorium and
recruitment was accordingly planned in phases to be undertaken during 2018/19 and
2019/20 financial years. This attributes to the higher than expected growth in the wage
bill.

Alternative utilization of staff and redeployment have been considered through a critical
analysis of the work load of all positions and implemented accordingly.

A number of critical vacant positions exists and are therefore being filled accordingly.
- Level of the vacant position

The level of appointment impacts on percentage increase in comparison to prior year.
- New position filled only for limited number of months during the prior year.

The comparison of a twelve-month period to a two-month period results in a significant
increase percentage.
- Correction of job categories in line with grading

A limited amount is provided for the re-grading of positions as job requirements and
content changes from time to time. It is evaluated in line with the P3 Hay Grading
module.

- Other
Other variables include notch increases, compulsory medical aid requirements, Defined
benefit fund valuation/funding level requirements and CCMA arbitration awards.

Chemicals

It is a challenge to align the chemicals cost to volumes treated, due to fluctuation in
quality of water, but it is envisaged that the budget will be aligned with average
treatment based on historic trends associated with average rainfall, runoff, etc.
Provision is also made for demand volume adjustments. It is further envisaged that
the chemical price will increase by 5,5% from the previous year. Provision is made for
a volume increase of 1,0% and quality of water increase of 2,0%, resulting in a total
cost increase of 8,5%.

Electricity
Electricity is aligned to the demand for bulk treated water and bulk raw water

distribution. Provision is also made for demand volume adjustments of 1%
incorporating the water restrictions and demand management.
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A dry season is experienced and the dam levels are beyond optimum levels, Provision
of 1% is made for additional electricity costs for the transfer between the catchment
areas to ensure that Rustfontein Dam and Knellpoort Dam remains within optimal
supply levels and to mitigate the risk of failure e.g. NOVO Transfer scheme. It is
anticipated that a price increase of 5,5% will be required. The cost increase for
electricity is expected to be in the range of 7,5%. The Nersa consideration will be taken
into account if amendments are approved.

Water levies

The Pricing Policy on Raw Water is managed by The DHSWS and increases were
communicated during consultation processes. Raw Water charges increases ranges
from 6.46% to 16.5% at the major abstraction points. The total cost increase is
expected to be 6,5% as the volumes increases.

Repairs and Maintenance

Provision is made for normal planned and unplanned repairs and maintenance. Part of
the planned work is for the scheduled winter maintenance in accordance with
operational requirements. It is also done in consultation with Municipalities as to
coordinate service delivery.

Fleet O & M and fuel expenditure is critical for the operation of Bloem Water. Fuel is a
major component and increases are expected to be in line with CPI.

CAPEX
- Existing loans

Bloem Water is currently servicing the following loans with its contractual obligations
which have been incuded in the calculation of the budget and the tariffs.

Development Bank of South Africa

The loan is unsecured and bears interest at a fixed rate of 8,91% per annum. Average
repayments of R922 648 are made on a six-monthly basis. The agreement came into
effect on 31 March 2006 and will continue until 31 March 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,12% per annum. Average
repayments of RS 221 403 are made on a six-monthly basis. The agreement came into
effect on 29 December 2006 and will continue until 29 December 2021.

Nedbank

The loan is unsecured and bears tnterest at a fixed rate of 9,8% per annum. The loan
facility amounts to approximately R270 million and has a draw down arrangement,
Average repayments of approximately R19,3 million are made on a six-monthly basis.
The agreement came into effect on 1 March 2013 and will continue until 1 March 2023,

- New requirements

Funding model - In a best-case scenario the long-term funding should be aligned to
lifespan of assets and recovered through increase in volumes. The alignment is not
always possible, and consideration is also given to Borrowing limits requirements,
limiting spikes in Finance Cost/Repayment profile and alignment to seasonal changes,
cash flow availability, available reserves and funding products available in the market.
Provision have been made for a R100 million loan at a fixed interest rate of 12% over
a period of 10 years for the 2020/2021 financial year.

Mr TB Phitsane {Chairpersen), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chief Executive)
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Discussions were held between DHSWS, Bloem Water and the Municipalities regarding
the CAPEX Plan. The major contribution factors are the extension of Rustfontein
Treatment Plant, new pipeline from Rustfontein Treatment Plant to Botshabelo,
Welbedacht to Brandkop pipeline and the extension of the NOVO Transfer Scheme to
augment supply.

The CAPEX and refurbishment projects are reflected in the following tables.
Projects to be funded via tariff recovery.

Extension Projects Status: Total
Project
1 July 2019 - 30 June Estimate
2020 Cost
R Million
MODDER RIVER REGION
Extend Treatment Capacity of Rustfontein Water Phase 1: The designs had
Treatment Plant - study and construction been completed for the

additional extension of
Rustfontein WTW for

150 Mt/day.

Phase 2: The funding for

construction not secured 500.00
Modder River: Construction of Tabali - OK Pipeline Phase 1: the designs had
{10 km, 600mm) been completed

Phase 2: The funding for

construction not secured 80.00

Design, tender and construction of 17 km long pipeline Phase 1: Designs for one
between Knellpoort and Welbedacht direction pipeline completed
for the 17 km long pipeline
from Welbedacht to
Knellpoort Dam.

Phase 2: Deferred
construction due to funding
not secured 400.00

Construction of the Pre-Treatment Sedimentation Off- Planning concept

channel Storage tank to reduce siltation from developed.

Welbedacht Dam into WTW Phase 1: To procure the
PSP for designs and

Phase 2 of construction will
follow 90.00

TOTAL EXTENSION COST 1,070.00
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Projects to be funded via grants or special approvals.

Extension Projects

Status : 01 July 2019 - 30 June 2020

Design and construct 33,7 km long 1 000mm diameter
bypass line parallel to existing Caledon/BFN PCP line from
Leeukop take off to Brandkop

Phase 2:The Design and Construction of the the 71,3km
long, 1 000mm diameter Steel Pipeline from Leeukop to
Welbedacht parallel to the existing Caledon - BFN PCP
pipeline.

Phase 1 : In Construction of the
Welbedacht 33,7km long , 1 000mm
diameters, Steel Pipeline parallel to
Existing 1 170mm Pres-Stressed
Concrete Pipeline { PCP ) from Leeukop
Junction to Brandkop Reservoir with
connections to existing infrastructure and
connections. Funded by Department of
Human Settlement , Water and
Sanitation

Construction of Xhariep Pipeline from Xhariep Dam into
existing Bloem water infrastructure { Knellpoort Dam }

Phase 1 : Pre Feasibilty Study
Completed in 2015

Phase 2 : Appointment of the PSP for
the Detailed Feasibility up to Design
Stage and EIA , Water Use Licence Stage
completed . The Study to commence

Refurbishment Projects to be funded via tariff recovery.

REFURBISHMENT PROJECTS

Total Project
Estimate Cost

R Million
MODDER RIVER REGION
Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 10.00

Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters{ 4.80

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons

23.00

TOTAL MODDER RIVER

52.90
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CALEDON RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 9.30
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 6.00

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 0.00
Caledon- BFN PCP Rennovations & Resealing 25.00
TOTAL CALEDON RIVER 55.30
ORANGE RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 7.50
Repair / Refurbishment / Replacement Valves and Actuators 2.80
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 5.70

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 10.00
TOTAL ORANGE RIVER 26.00
BLOEMFONTEIN

Water Conservation and water demand Management Programme( Leakage detection, 17.50

Resealing of Reservoirs, Water Loss Reduction) Regions

Cathodic Protection System, installations & Refurbishments ( Regions) 2.50
Dam Sluice Gate Refurbishment( Rustfontein , Welbedacht and Knellpoort Dam) 1.20
TOTAL BLOEMFONTEIN 21.20
TOTAL REFURBISHMENT COST 134,20

Bloem Water has envisaged CAPEX requirements for improvements and refurbishments
to the value of R500 million during the next 5 years, which needs to be funded from
internal and external sources. (Annexure 4) It is dependent on the approval of tariffs
and the adoption of Business Plans during this period. The Borrowing Limits were
approved until 2015/16. The CAPEX requirements are aligned to it, although additional
requirements remain to be funded due to insufficient funds and financial limitations. It
excludes any investments for expansion of capacity to the Bloemfontein area due to the
magnitude of it, which will require special treatment.

It is necessary to note that funding for new capital requirements could not be
accumulated in the proposed tariffs for the 2020/21 year, but will only be considered
during the following years, taking into account the restrictions regulated by financial
ratios as directed by DHSWS and National Treasury.

- Movable assets

Bloem Water makes provision for the acquisition and replacement of movable assets
from internal sources in accordance with its Fleet Plan.
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Operation
Included in the budget are smaller projects relating to:

S School health projects;

- Computerised maintenance management system;

- Technical projects;

- Information technology projects;

s Community participation and development projects;

- Other activities that Bloem Water is involved in are exchange programs
with the partners from Water Institutions in South Africa, Malawi and Lesotho.

K nsidered

Bloem Water is continuously surveying the state of its infrastructure and assets. This is
taken into account when funds are required for extensions and refurbishment.

The Entity has been monitoring the effect of the energy cost over the recent years. The
similar tendencies were incorporated into the calculation of future energy cost in
accordance with the expected NERSA projected energy increases related to the
industry.

The Entity continues to interact with stakehotders on outstanding accounts. It involves
sessions with the Municipalities, National and Provincial Water and Sanitation, National
and Provincial Treasury, Provincial Government and COGTA.

The impact of the future sanitation requirements will be considered on a specific and
case by case basis.

General

Bloem Water has considered and took into account National Government’s priorities,
goals, inflation targets and applicable macro policies during the budget process and
incorporated it into the 5 year budget period and forecasted tariffs.

Matters considered were census figures, growth prospects, demands by municipalities
and DHSWS requirements. These matters were costed and included in the Operation
and Maintenance cost and expansion programs, which led to the tariff structure.

Bloem Water has taken various steps and implemented processes to further improve
its competitiveness and efficiency to streamline or to reduce cost. Some of these are:

- Strict Financial and Managerial control;

- Risk mitigation measures.

- Electrical consumption alternative services;
- Load shifting;

- Chemical usage and related products;

- Quality of water source (siltation);

- Fleet management program and control;

Bloem Water conducted a benchmark process with other water boards, The tariff
proposal is aligned with water boards. Bloem Water is heavily geared and reliant on
debt due to its CAPEX program and expansion requirements for the future,

Mr TB Phitsane {Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEvR van Qudtshoorn, Mr LX Ntoyi, Mr 11 Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja



The budget calculations are made to utilise reserves during the identifled years and to
break even or to build up depreciated reserves, which will be utilised for future funding
in accordance with depreciation requirements. The refurbishment work is committed
and mostly funded from internal depreciated reserves. Refurbishment cost is envisaged
to remain aligned with the depreciated amount of that particular financial year. The
cash flow position of Bloem Water is therefore of a critical nature and it is envisaged
that the cash position should be stable from a debtors’ position. The long-term budget
is aligned to the expected cash inflows needed to fund O & M and CAPEX obligations,
The O & M should break even and the cash reserves and capital levies earned are
utilised for financing CAPEX requirements and where possible to build up funding for
depreciation.

Bloem Water has budgeted to achieve the targets in the future in terms of the
Guidelines and the standards set by DHSWS and NT. The ratios in the Business Plan
for 2020-2025 will reflect the expected ratios as aligned with the forecasted financial
statements.

The proposed increase will enable Bloem Water to implement its O & M requirements
and honour existing loan obligations, but not to obtain funding for the entire future
CAPEX program. It needs to be aligned with the approved Borrowing Limits and with
the tariff increases envisaged for the next five years.

To implement some of the major future projects listed in the Business Plan and
contained in the “Water Reconciliation Strategy for the Large Bulk Water Supply
System: Greater Bloemfontein Area” earmarked for funding by Bloem Water will have
an impact and additional tariff increases needs to be considered for it.

The tariffs reflected below will still allow for under recovery. The diversified tariff is
calculated on activity base costing; taking into account the O & M input of the different
regions, Head Office pro rata allocations and CAPEX obligations.

The following table reflects the cost recovery basis:

Budget 2020/21
Total Cost for the Period R - Mil
Fixed and Variable
Total Cost 1 050.75
Loan Obligations {Capital & Interest) B6.28
O & M Expenditure 695.25
Capex 269.22

The following table reflects the revenue and expenditure for the financial year based on
the proposed cost under recovery basis.

Budget 2020/21
Total Cost for the Period R-Mil
Total Revenue Recoverable 785.36
Total Cost {1 050.75)
Shortfall funded via depreciated reserves/borrowings {265.39)
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Bloem Water has been in consultation with the DHSWS with regard to the impact of the
restrictions implemented by the Municipalities, due to the drought. The approved tariffs
from restrictions will be implemented until it is withdrawn or altemative decisions are
taken.

In the event that a break even scenario is required in the 2020/21 year, an additional
tariff increase is required. The same principle will be required in the event that
restrictions are implemented and fixed overhead cost should be recovered.

The following table reflects the implication of the tariff increases for the year under a
cost under recovery and a full cost recovery basis.

Cost Under Recovery R - Value R = Value % Increase from

2019/20 2020/21 2019/20 approved
Tariff Tariff tariff

Treated 5,01 9,82 9%

Raw 6,62 7,21 9%

Eull Cost Recovery

Treated 9,01 11,77 30,73%

Raw 6,62 8,13 22,84%

The Minister of Human Settlement, Water and Sanitation issued restrictions on water
use in the area and approved tariffs due to the drought, When a 10% restriction is
implemented then an additional tariff will be implemented. The fixed and variable cost
implications were considered with the implementation of restrictions. For every 10%
water restrictions implemented an additional tariff from 0 usage for raw water will be
increased with R0O,75/kt and treated water with R1.06/k.

Similar calculation applicable for increased restriction levels,
Alternative options to cover the cost were considered in the past, as a once off charge,
as a flat rate per month or part of the annual increases, which was not acceptable at

the time.

National Treasury required that the tariffs be separated between the normal and
drought tariff. It will allow tariffs to change as the restrictions changes.

Conclusion

The proposed tariff for the 2020/21 financial year and the following 4 years in the
Business Plan is in line with the current trends and historic forecasts.

A summary of the main items in the budget is attached for your reference and
convenience as Annexure 5.

The Board approved the following tariffs from 0 usage per kl for 2020/21:

Water Demand Tariff:

Treated Water - R9,82
Raw Water S R7.21
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Restrictions Tariff: (For every 10% of water restrictions implemented by DHSWS)

Treated Water - R1.06
Raw Water - RO,75

Basic monthly administration cost increase of R57.30 fmeter.

That the Water Research Levies and Catchment Management levies be recovered as
approved by authorities.

This constitutes tariff increases of 9% and it also maintains a level of under recovery.

The aim of the budget is to comply with sound business principles, standards and ratios
as set out in the guidelines for Business Plans for Water Boards issued by the Executive
Authority, Department of Human Settlement, Water and Sanitation and National
Treasury, current operational status of the Bloem Water and Municipal environments
as well as in the Protocol on Corporate Governance of SOE’s.

It further aims to comply with the standards and set ratios to achieve a break-even
scenario over the medium term and to continue as a going concern.

A further submission is provided for your convenience in accordance with the template
by Department Water and Sanitation “Guidelines for Bulk Water Tariffs Determination
and Submissions” (Annexure 6). The additional budget template required by DWS will
be completed and submitted when received.

The tariff model used by Bloem Water is attached as Annexure 7 for additional
information.

Bloem Water is willing to do a presentation to your office and to clarify matters that
might be raised and further requests your formal written response to this communiqué
as required by the PFMA, to enable process to comply with the timeframes set in Circular
No 23 for submission to the Department of Water and Sanitation by 25 January 2020
and to be able to implement the tanff structure on 1 July 2020.

You are further requested to acknowledge receipt of this letter.

Please contact my office for any further information.

Yours sincerely

DR L MOOROSI
CHIEF EXECUTIVE

Cc

Ms T Sigwaza: Chief Director, Institutional Oversight siagwazat@dwa.gov.za

Dr T Ntili: Regional Director, DWS ntilit@dws.gov.za

Mr W Moraka, SALGA Specialist in Water and Sanitation wmoraka@salga.org.za

Mr K Ralikontsane, DG, Free State Provincial Government kopung@fspremier.gov.za
Ms S Chimuti, National Treasury, Director: Water Sector Shingirai.chimuti@treasury.qov.za
Ms S Moshidi, Director: Institutional Oversight Moshidis@dws.gov.za
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Your Ref: Csum M2

Qur Ref:

Date: 23 July 2019

The City Manager
Mangaung Metro Municipality

P O Box 3704

BLOEMFONTEIN

9300

Attention: Adv TB Mea

Dear Adv Mea

BUDGET 2020/21

-
bloemwater

naturally

Bloemfontein Office

2 Mzuzu Street, Pellissier, Bloemfontein
PO Box 30121, Pellissier, 9322

Tel: +27 51 403 0800

Fax: +27 51 422 5333

Website: www.bloemwater.co.za

Email: tankiso.mea@mangaung.co.za

The Department of National Treasury has issued Circular 23 in terms of Section 42 of the
Municipal Finance Management Act, Act No 56 of 2003, regulating the timeframes for
consultation, submission and approval of tariffs. Bloem Water envisages complying with the
process and timeframes set out in the Circular and can only determine an appropriate budget
and tariff structure with the necessary inputs from your Municipality.

The total volumes provided in m3 in recent years were as follows:

Purified Water million m3

Bc;,t;l;a- .I:‘:hb: Bloemfontein | Wepener w el?s?:l-orp Total
2009/10 7,872 5,981 39,296 0,749 0,961 54,859
2010/11 10,060 6,341 37,913 0,744 0,756 55,814
2011/12 10,050 6,862 45,699 0,689 0,659 63,959
2012/13 11,098 8,386 48,014 0,638 0,553 68,689
2013/14 10,971 7,780 48,997 0,730 0,459 68,937
2014/15 11,270 7,600 49,299 0,556 0,764 69,489
2015/16 11,372 6,341 45,580 0,519 0,951 64,762
2016/17 10,876 6,293 41,656 0,686 0,99 60,501 *
2017/18 11,775 6,198 42,979 0,932 0,729 62,613 *
2018/19 12,374 7,039 45,209 1,040 0,625 66,28 *

Mr TB Phitsane (Chairperson}, Adv TD Segoe-Backward (Deputy Chairperson}, Dr L Moorosi {Chief Executive)
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Maselspoort Water Supply million m?2

2009/10 28,141
2010/11 22,723
2011/12 18,583
2012/13 17,602
2013/14 18,659
2014/15 14,668
2015/16 7,872
2016/17 8,065 *
2017/18 10,456 *
2018/19 9,619 *

* The volumes during the 2016/17, 2017/18 and 2018/19 periods fall within the period of
water restrictions by the Department of Water and Sanitation and Municipalities.

The Municipality is therefore requested to provide the expected demand for water from Bloem
1 July 2020 to 30 June 2023 financial years by 12 August 2019.

Water for the period

You are also reminded of the implications that the current drought and possible restrictions
have on the water demand. You are requested to provide alternative volumes in the event that
restrictions are considered. This will enable Bloem Water to budget accordingly. We will be
scheduling a consultation session with the Municipality to give effect to the letter and spirit of

Circular 23.

Your officials are welcome to liaise with our Mr M Rapudungoane from the Operations
Department to jointly determine appropriate volumes, as conducted in the past.

The information for the following areas are required:

Bloermfontein
Botshabelo
Thaba Nchu
Dewetsdomp
Wepener

Supply at Maselspoort

I thank you for your co-operation in this regard. Please contact my office for any additional

information.
Yours sincerely
fanr

/

DR L MOOROSI
CHIEF EXECUTIVE

Cc: Mr M Ndlovu, ED: Infrastructure (mlondolozi.ndlovu@mangaung.co.za)

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairpersen), Dr L Moorosi (Chief Executive)
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Your Ref: Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfonteln

Qur Ref: Csum M2 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 15 October 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The City Manager
Mangaung Metro Municipality
P O Box 3704
BLOEMFONTEIN
9300
Emaill: Tankiso.mea@mangaung.cg.za
lehula.Reid@mangaung.co.za
Sabata.Mofokeng@mangaung.co.za

Attention: Adv TB Mea

Advocate Mea

BUDGET 2020/21

The Department of National Treasury issued a Circular Number 23, in terms of the
section 42 of the Municipal Finance Management Act, 56 of 2003 and the Medium
Term Expenditure Framework Technical Guidellnes, stipulating that a consultation
process should be embarked upon with the Municipality.

National Treasury, the Department of Human Settlement, Water and Sanitation and
the South African Local Government Association are to participate in these sesslons.
As part of the process, Bloem Water would like to schedule a meeting with your

Municipality as soon as possible as to inform the relevant parties of a possible date
for the meeting.

The foliowing dates are available for a meeting, but you are welcome to propose
alternative dates to these.

November 2019: 13, 14, 19 and 20.

We are looking forward to consult with the Municipality on matters of mutual
Regards

interest.
[/

DR L MOOROSI
CHIEF EXECUTIVE

Cc: National Treasury (NT)

Department of Human Settlement, Water and Sanitation (DWS)
South African Local Government Association (SALGA)

Mr TB Phitsane (Chalrpersan}, Adv TD Segoe-Backward {Deputy Chairperson), Or L Moorosl (Chief Executive)
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Your Ref: Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: Csum M2 PO Box 30121, Pellissier, 9322
Tel; +27 51 403 0800

Date: 25 October 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The City Manager

Mangaung Metro Municipality
P O Box 3704
BLOEMFONTEIN

9300

Email: Tankiso.mea@mangaung.co.za
Lehula.Reid@mangaung.co.za

Lethole.Monyeke@mangaung.co.za
Attention: Adv TB Mea

Dear Adv Mea

Budget 2020/21

National Treasury issued a Circular, No. 23, in accordance with Section 42 of the
Municipal Finance Management Act, of 2003, for institutions to comply with. Bloem
Water endeavours to comply with the timeframes set out in the Circular.

In accordance with section 31 (2) (b) and Section 14 (2)(b) of the Water Services Act,
1997, the Board of Bloem Water has to enter into and sign a Shareholders Compact
with the Minister of Human Settlement, Water and Sanitation (DHSWS).

Bloem Water started with the process and requested the future water demand
information from the Municipality in our letter dated 23 July 2019. The budget and
related tariffs were presented and approved by the Board of Bloem Water. The
Executive Authority, the DHSWS is engaging Water Boards and consideration is given
to the matters influencing the budget. All these variables and factors are incorporated
into the budget. The next phase is to consult with Municipalities.

The Board of Bloem Water has adopted the budget and the tariff increases in accordance
with the 5-year Business Plan period.

Bloem Water hereby endeavours to further inform your office with regard to the
principles, factors and variables included in determining the budget and tariffs.

Proposed Tariff Structure
Bloem Water is required to set conditions in terms of section 33 of the Water Service

Act, 1997 and Guidelines as issued by the Executive Authority, the DHSWS relating to
the determination and structure of tariffs.

The DHSWS, together with Bloem Water and the Municipalities, investigated and issued
a report “Water Reconciliation Strategy for the Large Bulk Water Supply Systems:
Greater Bloemfontein Area, June 2012” (Recon Study) and amended in 2013, which
guides the required water demand and the related investment in infrastructure by
various parties. Bloem Water considers these CAPEX requirements in accordance with
the due dates and within the financial ability as to sustain itself.

Mr TB Phitsane (Charperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Mooros! (Chief Executive)
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Bloem Water is further guided by documents such as the Medium-Term Expenditure
Framework Technical Guidelines (MTEF), Guidelines for the Bulk Potable Water Tariff
Determination and Submissions, Norms and Standards in respect of Tariffs for Bulk
Water Services providers, Borrowing Powers of Schedule 3, Part B: National
Government Business Enterprises, Guidelines for the Preparation of Water Board
Corporate/Business Plans, also taking into account prudent business practices.

The determination of tariffs is based on the following principles:

» The Board of Bloem Water has adopted a diversified tariff for raw and treated
water,

= The Board resolved that the tariff for raw and treated water be applicable to all
its clients, which results in cross subsidisation between areas.

* The Shareholders Compact and Business Plan to the DHSWS, Executive
Authority of Bloem Water, should be submitted for a period of five years and
incorporates financial requirements for this period.

= The tariff for water that is sold comprises of operation and maintenance
expenditure and redemption of existing loan obligations to Nedbank, Sanlam
and The Development Bank of Southern Africa.

* The DHSWS and National Treasury set standards that the Water Boards needs
to comply with. Bloem Water’s financial requirements and ratios must be
aligned to the DHSWS benchmarks over a period of time and the Board must
implement measures to achieve it,

= The Board resolved to utilize reserves where and when required. This was
implemented to maintain appropriate tariff increases in line with affordability,
inflatton and major cost driver requirements. Bloem Water has been in
consultation with relevant authorities who provided forecasted inflation rates
(CPI figures for the period). It is further regulated by the Medium-Term
Expenditure Framework Technical Guidelines as issued by National Treasury.
The CPI ranges around 6% over the short term. The major expense drivers
increase are much higher and the average is anticipated around 9-10%.

» The drought that has been experienced in the Free State and the related
restrictions implemented by DHSWS and Municipalities, is affecting the water
demand profile. The current demand is less than the normal demand
experienced historically. The anticipated restrictions and trends in the future
demand is considered and implemented where required.

» The payment by Municipalities for services rendered has been unstable in recent
times. The expected budget forecast takes into account a more stable payment
culture by Municipalities. The impact of outstanding payments affects the
financial position and cash flow, which hampers the medium to long term
planning.

¢ Future Capex requirements for expansions and upgrades,

e Water Research and Catchment Management Levies are separate from the
Entity budget calculations.
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Bloem Water has made a concerted effort in revising the budget and tariff structure,
taking into account the above activities. The current status was scrutinized and
reprioritized with regard to the performance to date, CAPEX, Board requirements and
the cash flow position of Bloem Water. A further effort was to streamline the expected
expenditure and in certain instances the expenditure program was revised to ensure an
effective and efficient way in meeting our strategic objectives.

The Executive Authority, the DHSWS issued directives during previous years on
reducing the tariff increases, which together with the postponing of CAPEX funding
needs resulted in under recovery over the recent years.

There have been several changes to the requirements of agreements with Municipalities
over the years. The common agreements resulted in the changes to the structure of
recovery and its related tariffs, The Entity continues with the structure and its associated
tariffs, as it has been approved during the previous years.

The drought continuous and restrictions are applied by DHSWS. The Entity will continue
to pursue approval of the drought tariffs and its implementation for all water
consumption, as it was approved during the previous years. Its implementation is to
ensure that fixed and overhead cost is recovered and that the Entity operates in a
sustainable manner.

It is anticipated that Bloem Water needs to consider under recovery for the following
years as it is unlikely that high tariff increases will be considered and approved. The
ability to fund future CAPEX requirements is dependent on the revenue streams
generated by the allowed tariff increase, considering the set limits and debtors
payments.

The anticipated expenditure budget is R1 050 million (excluding impairment) for the
2020/21 financial year which is R86.3 for loan payments (Existing R51 million and new
R35,3 million), R269.2 million for CAPEX (include movable assets, refurbishment and
extensions) and RE695.3 million for Operation and Maintenance.

The current operational environment was considered by Management as to pave a way
forward for the medium-term budget and tariff increases. Some of the major
considerations are:

- Political environment;
S Client requirements and relations;
- Affordability of tariffs;

- CAPEX requirements under current financial and water demand conditions;

S Current drought conditions and implications.

The financial sustainability of Bloem Water is dependent on several business principles,
standards and ratios of which the cash position is of utmost importance. A cash flow
management budget for the future is pertinent to ensure that sufficient cash is
generated as to be able to cover its expenditure. The main objective is to ensure that
Bloem Water is operated as a going concern and complies with the requirements set by
the DHSWS, National Treasury, and prudent business practices.
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Bloem Water has financial limitations and is restricted by ratios related to borrowing
limits. The CAPEX program of Bloem Water requires that capital investments are to be
made for expansion requirements dependent of external funding to be obtained. This
is also in relation to the inability of Bloem Water to fund expansions from own resources.

Income

The budget of Bloem Water is dependent on the volumes of demand. The future water
demands were requested but were not provided by all the Municipalities. It is to ensure
that an appropriate income stream is calculated and to generate revenue to enable
Bloem Water to fund its budget. It also takes contractual obligations and other income
into consideration. The tariff increases and income to be generated, will be sufficient
to cover O & M expenditure for 2019/20, but depreciated reserve funds are utilised to
support the under recovery in revenue and to fund refurbishments and acquisition of
movable assets.

The budgeted volumes are:

Tariff Detail Budget Forecast % Volume
. - 2019/20 2020/21 Increase/Decrease
Volume of water 78 454 811 79 239420 1%
sold (ki) -
Purified
Volume of water 14 791 450 14 939 365 1%
sold (ki) - Raw
Total water sold 93 246 321 94 178 784 1%
(ki)

The revenue to be generated for 2020/21 via tariffs is R785.36 million,

The major income items incorporate the price/tariff and volume movements, to achieve
the revenue generation, is:

Tariff Increase
Revenue 9%

The revenue takes into account an increase of water demand towards a more normal
year than what has been experienced recently, as well as for the split from source of
supply between treated and raw. The tariff increase is determined to generate revenue
to fund expenditure.

The drought tariff implication is to ensure that overheads are covered during the
implementation of restrictions.

Operational Expenditure

S Operational expenditure for regions.

The Caledon River operating expenditure comprises of the Welbedacht Treatment Plant,
Bulk Pipelines, Reservoirs and Pump Stations to Bloemfontein, Reddersburg, Edenburg,
Wepener and other bulk customers. The operation of the Tienfontein and Novo
Schemes are to ensure optimal dam levels at Knellpoort and Rustfontein Dams.
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The Modder River operating expenditure comprises of the Rustfontein Treatment Plant
and Bulk Pipelines, the Pump Stations and Reservoirs supplying to Bloemfontein,
Botshabelo, Thaba Nchu and Excelsior; the Groothoek Treatment Plant, Pipelines and
Reservoirs providing additional supply to Thaba Nchu. Additional requirements are to
operate the Rustfontein Dam to release bulk water supply to Maselspoort.

The Orange River operating expenditure comprises of the Treatment Plant at Bethulie
with Bulk Pipelines, Pump Stations and Reservoirs supplying Bethulie, Springfontein and
Trompsburg. There are other operations and different treatment plants supplying water
to Gariep and Philippolis.

- Operation and Maintenance Expenditure for Bloemfontein Office
(Head Office)

The expenditure is to operate and maintain Bloem Water's Head Office. It further
incorporates the payment of overhead cost such as existing loan obligations.

The operational expenditure incorporates the price, volume/number and other
movements.

Included in the operational expenditure (but not limited to) are the following major
expenditure items:

Price/Tariff Volume/Number | Other Increase
Increase Increase

Water Purchased 6,5% 1,0% -
Chemicals 5,5% 1,0% 2,0%
Depreciation - - 11,39%
Energy 5,5% 1,0% 1,0%
Repairs &
Maintenance 5,5% - 3,0%
Staff Costs 8,0% - 7,2%
Operating
Expenses 5,5% o 1,0%
(Including
Secondary
Activities)
Finance Expenses o o 35.5%

The major impact factors of operation and maintenance budgets are:

HR Requirements

The Minister of Human Settlement, Water and Sanitation has adopted the Hay Grading
module and has been adjudicating CE salaries and Board Member remuneration in
terms of the aforesaid. Provision is made for market related increases anticipated from
the Amanzi Bargaining Council and/or plant level agreements. Provision is made for an
8% increase in salaries on P3 Hay Grading forecasts. Provision is further made for new
positions in accordance with the new structure. A limited amount is provided for the
re-grading of positions as job requirements and content changes from time to time.
Provision is made for pension fund requirements.
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Chemicals

It is a challenge to align the chemicals cost to volumes treated, due to fluctuation in
quality of water, but it is envisaged that the budget will be aligned with average
treatment based on historic trends associated with average rainfall, runoff, etc.
Provision is also made for demand volume adjustments. It is further envisaged that
the chemical price will increase by 5,5% from the previous year. Provision is made for
a volume increase of 1,0% and quality of water increase of 2,0%, resulting in a total
cost increase of 8,5%.

Electricity

Electricity is aligned to the demand for bulk treated water and bulk raw water
distribution. Provision is also made for demand volume adjustments of 1%
incorporating the water restrictions and demand management.

A dry season is experienced and the dam levels are beyond optimum levels. Provision
of 1% is made for additional electricity costs for the transfer between the catchment
areas to ensure that Rustfontein Dam and Knellpoort Dam remains within optimal
supply levels and to mitigate the risk of failure e.g. NOVO Transfer scheme. It is
anticipated that a price increase of 5,5% will be required. The cost increase for
electricity is expected to be in the range of 7,5%. The Nersa consideration will be taken
into account if amendments are approved.

Water levies

The Pricing Policy on Raw Water is managed by The DHSWS and increases were
communicated during consultation processes. Raw Water charges increases ranges
from 6.46% to 16.5% at the major abstraction points. The total cost increase is
expected to be 6,5% as the volumes increases.

CAPEX
- Existing loans

Bloem Water is currently servicing the following loans with its contractual obligations
which have been included in the calculation of the budget and the tariffs.

Development Bank of South Africa

The loan is unsecured and bears interest at a fixed rate of 8,91% per annum. Average
repayments of R922 648 are made on a six-monthly basis. The agreement came into
effect on 31 March 2006 and will continue until 31 March 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,12% per annum. Average
repayments of RS 221 403 are made on a six-monthly basis. The agreement came into
effect on 29 December 2006 and will continue until 29 December 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,8% per annum. The loan
facility amounts to approximately R270 million and has a draw down arrangement.
Average repayments of approximately R19,3 million are made on a six-monthly basis.
The agreement came into effect on 1 March 2013 and will continue untit 1 March 2023.
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- New requirements

Funding model - In a best-case scenario the long-term funding should be aligned to
lifespan of assets and recovered through increase in volumes. The alignment is not
always possible, and consideration is also given to Borrowing limits requirements,
limiting spikes in Finance Cost/Repayment profile and alignment to seasonal changes,
cash flow availability, available reserves and funding products available in the market.
Provision have been made for a R100 million loan at a fixed interest rate of 12% over
a period of 10 years for the 2020/2021 financial year.

Discussions were held between DHSWS, Bloem Water and the Municipalities regarding
the CAPEX Plan. The major contribution factors are the extension of Rustfontein
Treatment Plant, new pipeline from Rustfontein Treatment Plant to Botshabelo,
Welbedacht to Brandkop pipeline and the extension of the NOVO Transfer Scheme to
augment supply.

The CAPEX and refurbishment projects are reflected in the following tables.
Projects to be funded via tariff recovery.

Extension Projects Status: Total
Project
1 July 2019 - 30 June Estimate
2020 Cost
R Million
MODDER RIVER REGION
Extend Treatment Capacity of Rustfontein Water Phase 1: The designs had
Treatment Plant - study and construction been completed for the

additional extension of
Rustfontein WTW for

150 Me/day.

Phase 2: The funding for

construction not secured 500.00
Modder River: Construction of Tabali - OK Pipeline Phase 1: the designs had
(10 km, 600mm) been completed

Phase 2: The funding for

construction not secured 80.00

Design, tender and construction of 17 km long pipeline Phase 1: Designs for one
between Knellpoort and Welbedacht direction pipeline completed
for the 17 km long pipeline
from Welbedacht to
Knellpoort Dam.

Phase 2: Deferred
construction due to funding
not secured 400.00

Construction of the Pre-Treatment Sedimentation Off- Planning concept

channel Storage tank to reduce siltation from developed.

Welbedacht Dam into WTW Phase 1: To procure the
PSP for designs and

Phase 2 of construction will
follow 20.00

TOTAL EXTENSION COST 1,070.00
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Projects to be funded via grants or special approvals.

~

Extension Projects

Status : 01 July 2019 - 30 June 2020

Design and construct 33,7 km long 1 000mm diameter
bypass line parallel to existing Caledon/BFN PCP line from
Leeukop take off to Brandkop

Phase 2:The Design and Construction of the the 71,3km
long, 1 000mm diameter Steel Pipeline from Leeukop to
Welbedacht parallel to the existing Caledon - BFN PCP
pipeline.

Phase 1 : In Construction of the
Welbedacht 33,7km long , 1 000mm
diameters, Steel Pipeline parallel to
Existing 1 170mm Pres-Stressed
Concrete Pipeline { PCP ) from Leeukop
Junction to Brandkop Reservoir with
connections to existing infrastructure and
connections. Funded by Department of
Human Settlement , Water and
Sanitation

Construction of Xhariep Pipeline from Xhariep Dam into
existing Bloem water infrastructure ( Knellpoort Dam )

Phase 1 : Pre Feasibilty Study
Completed in 2015

Phase 2 : Appointment of the PSP for
the Detailed Feasibility up to Design
Stage and EIA , Water Use Licence Stage
completed . The Study to commence

Refurbishment Projects to be funded via tariff recovery.

REFURBISHMENT PROJECTS
Total Project
Estimate Cost
R Mitlion
MODDER RIVER REGION
Repair / Refurbishment / Replacement of Pumps and motors 15,00
Repair / Refurbishment / Replacement Valves and Actuators 10.00
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 4,90
mechanical & electronic
Rehabilitation/ cleaning of Sludge Lagoons 23.00
TOTAL MODDER RIVER 52.90
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CALEDON RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 9.30
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 6.00

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 0.00
Caledon- BFN PCP Rennovations & Resealing 25.00
TOTAL CALEDON RIVER 55.30
ORANGE RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 7.50
Repair / Refurbishment / Replacement Valves and Actuators 2.80
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 5.70

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 10.00
TOTAL ORANGE RIVER 26.00
BLOEMFONTEIN

Water Conservation and water demand Management Programme( Leakage detection, 17.50

Resealing of Reservoirs, Water Loss Reduction) Regions

Cathodic Protection System, installations & Refurbishments ( Regions) 2.50
Dam Sluice Gate Refurbishment( Rustfontein , Welbedacht and Knellpoott Dam) 1.20
TOTAL BLOEMFONTEIN 21.20
TOTAL REFURBISHMENT COST 134.20

Bloem Water has envisaged CAPEX requirements for improvements and refurbishments
to the value of RSO0 million during the next 5 years, which needs to be funded from
internal and external sources. It is dependent on the approval of tariffs and the
adoption of Business Plans during this period. The Borrowing Limits were approved
until 2015/16. The CAPEX requirements are aligned to it, although additional
requirements remain to be funded due to insufficient funds and financial limitations. It
excludes any investments for expansion of capacity to the Bloemfontein area due to the
magnitude of it, which will require special treatment.

It is necessary to note that funding for new capital requirements could not be
accumulated in the proposed tariffs for the 2020/21 year, but will only be considered
during the following years, taking into account the restrictions regulated by financial
ratios as directed by DHSWS and National Treasury,

= Movable assets

Bloem Water makes provision for the acquisition and replacement of movable assets
from internal sources in accordance with its Fleet Plan.

Operational Projects

Included in the budget are smaller projects relating to:
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S School health projects;

S Computerised maintenance management systern;

= Technical projects;

= Information technology projects;

- Community participation and development projects;

- Other activities that Bloem Water is involved in are exchange programs
with the partners from Water Institutions in South Africa, Malawi and Lesotho.

Key Issues Considered
Bloem Water is continuously surveying the state of its infrastructure and assets. This is

taken into account when funds are required for extensions and refurbishment.

Bloem Water has been monitoring the effect of the energy cost over the recent years.
The similar tendencies were incorporated into the calculation of future energy cost in
accordance with the expected NERSA projected energy increases related to the
industry.

Bloem Water continues to interact with stakeholders on outstanding accounts. It
involves sessions with the Municipalities, National and Provincial Water and Sanitation,
National and Provincial Treasury, Provincial Government and COGTA.

The impact of the future sanitation requirements will be considered on a specific and
case by case basis.

General

Bloem Water has considered and took into account National Government's priorities,
goals, inflation targets and applicable macro policies during the budget process and
incorporated it into the 5 year budget period and forecasted tariffs.

Matters considered were census figures, growth prospects, demands by municipalities
and DHSWS requirements. These matters were costed and included in the Operation
and Maintenance cost and expansion programs, which led to the tariff structure.

Bloem Water has taken various steps and implemented processes to further improve
its competitiveness and efficiency to streamline or to reduce cost. Some of these are:

- Strict Financial and Managerial control;

- Risk mitigation measures.

- Electrical consumption alternative services;
- Load shifting;

- Chemical usage and related products;

- Quality of water source (siltation);

- Fleet management program and control;

Bloem Water conducted a benchmark process with other water boards. The tariff
proposal is aligned with water boards. Bloem Water is heavily geared and reliant on
debt due to its CAPEX program and expansion requirements for the future.
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The budget calculations are made to utilise reserves during the identified years and to
break even or to build up depreciated reserves, which will be utilised for future funding
in accordance with depreciation requirements. The refurbishment work is committed
and mostly funded from internal depreciated reserves. Refurbishment cost is envisaged
to remain aligned with the depreciated amount of that particular financial year. The
cash flow position of Bloem Water is therefore of a critical nature and it is envisaged
that the cash position should be stabie from a debtors’ position. The long-term budget
is aligned to the expected cash inflows needed to fund O & M and CAPEX obligations.
The O & M should break even and the cash reserves and capital levies earned are
utilised for financing CAPEX requirements and where possible to build up funding for
depreciation.

Bloem Water has budgeted to achieve the targets in the future in terms of the
Guidelines and the standards set by DHSWS and NT. The ratios in the Business Plan
for 2020-2025 will reflect the expected ratios as aligned with the forecasted financial
statements.

The proposed increase will enable Bloem Water to implement its O & M requirements
and honour existing loan obligations, but not to obtain funding for the entire future
CAPEX program. It needs to be aligned with the approved Borrowing Limits and with
the tariff increases envisaged for the next five years.

To implement some of the major future projects listed in the Business Plan and
contained in the “Water Reconciliation Strategy for the Large Bulk Water Supply
System: Greater Bloemfontein Area” earmarked for funding by Bloem Water will have
an impact and additional tariff increases needs to be considered for it.

The tariffs reflected below will still allow for under recovery. The diversified tariff is
calculated on activity base costing; taking into account the O & M input of the different
regions, Head Office pro rata allocations and CAPEX obligations.

The following table reflects the cost recovery basis:

Budget 2020/21
Total Cost for the Period R - Mil
Fixed and Variable
Total Cost 1 050.75
Loan Obligations (Capital & Interest) 86.28
QO & M Expenditure 695.25
Capex 269.22

The following table reflects the revenue and expenditure for the financial year based on
the proposed cost under recovery basis.

Budget 2020/21
Total Cost for the Period R-Mil
Total Revenue Recoverable 785.36

Total Cost ‘1 050.75!
Shortfall funded via depreciated reserves/borrowings {265.39)
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Bloem Water has been in consultation with the DHSWS with regard to the impact of the
restrictions implemented by the Municipalities, due to the drought. The approved tariffs
from restrictions will be implemented until it is withdrawn or alternative decisions are
taken.

In the event that a break even scenario is required in the 2020/21 year, an additional
tariff increase is required. The same principle will be required in the event that
restrictions are implemented and fixed overhead cost should be recovered.

The following table reflects the implication of the tariff increases for the year under a
cost under recovery and a full cost recovery basis.

Cost Under Recovery R - Value R = Value % Increase from

2019/20 2020/21 2019/20 approved
Tariff Tariff tariff

Treated 5,01 9,82 9%

Raw 6,62 7,21 9%

Full Cost Recovery

Treated 9,01 11,77 30,73%

Raw 6,62 8,13 22,84%

The Minister of Human Settlement, Water and Sanitation issued restrictions on water
use in the area and approved tariffs due to the drought. When a 10% restriction is
implemented then an additional tariff will be implemented. The fixed and variable cost
implications were considered with the implementation of restrictions. For every 10%
water restrictions implemented an additional tariff from 0 usage for raw water will be
increased with R0,75/k{ and treated water with R1.06/kt.

Similar calculation applicable for increased restriction levels.

Alternative options to cover the cost were considered in the past, as a once off charge,
as a flat rate per month or part of the annual increases but was not acceptable.

National Treasury required that the tariffs be separated between the normal and
drought tariff. It will allow tariffs to change as the restrictions changes.

Conclusion

The proposed tariff for the 2020/21 financial year and the following 4 years in the
Business Plan is in line with the current trends and historic forecasts.

A summary of the main items in the budget is attached for your reference and
convenience as Annexure 1.

The Board approved the following tariffs from 0 usage per kl for 2020/21:
Water Demand Tariff:

Treated Water - R9,82
Raw Water - R7.21
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Restrictions Tariff: (For every 10% of water restrictions implemented by DHSWS)

Treated Water - R1.06
Raw Water - RO,75

Basic monthly administration cost increase of R57.30 /meter

That the Water Research Levies and Catchment Management levies be recovered as
approved by authorities.

This constitutes tariff increases of 9% and it maintains a level of under recovery,

The aim of the budget is to comply with sound business principles, standards and ratios
as set out in the guidelines for Business Plans for Water Boards issued by the Executive
Authority, Department of Human Settlement, Water and Sanitation and National
Treasury, current operational status of the Bloem Water and Municipal environments
as well as in the Protocol on Corporate Governance of SOE’s.

It further aims to comply with the standards and set ratios to achieve a break-even
scenario over the medium term and to continue as a going concern.

I would appreciate it if the abovementioned can be taken note of as it will form part of
the discussions during the consultative processes. Your office was requested to provide
possible dates for such a meeting. It is to enable both parties to meet and comply with
legislative deadlines.

Bloem Water requests your formal written response to this communique as required by
the PMFA, to enable Bloem Water to comply with timeframes set in Circular No 23. The
submission to Department of Human Settlement, Water and Sanitation is due by 25
January 2019.

You are further requested to acknowledge receipt of this letter.
Please contact my office for any further information.

Yours sincerely

frnr

DR L MOOROSI
CHIEF EXECUTIVE

Cc:

Ms T Sigwaza, Chief Director: Institutional Oversight (SigwazaT@dws.qov.za)

Dr T Ntili, Regional Director, DHSWS (ntilit@dws.aov.za)

Mr W Moraka, SALGA Specialist in Water & Sanitation (wmoraka@salga.org Z8)

Mr K Ralikontsane, DG, Free State Provincial Government (kopuna@fspremier.gov.za)

Ms S Chimuti, National Treasury, Director: Water Sector (Shingirai.Chimuti@treasu ry.gov,za)

Ms S Moshidi, Director: Economic and Social Regulation (MoshidiS@dws.qov,za)

Mr P Nel, Acting Chief Director: Economic & Social Regulation/Chief Director: Management
Accounting (Melp@dws.gov.za)

Mr N Humbulani, Director: Institutional Oversight (NevondoH@dws.qov.za)

Mr L Nyabanyaba, Chief Development Expert: Direct Bulk Water Price Regulation

(Myabanyabal @dws.qov.za)
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ANNEXURE 1

between 2019/2020 and 2020/2021

Detall breakdown of percentage increase
[TARIFF DETAIL

Business Plan Forecast 2019420 vy 2020121 Increase/decreass
G ume er
201920 vs 2020121 % } In I {{decr|incr f{decre
201972020 R'000 000 2020/2021 R'000 000] Increasefdecreass % sasa) % aso) %
Valumes
Volums of water sold (ki) - Purified 78.5 9.2 1.00% 1.00%
Volume of water sold { Ki} - Raw 14.8 149 1.00% 1.00%
Total water sold (ki) 93.2 94.2 1.00% 1.00%
Tariffs
[Purifiad water tantl 9.01 9.82 9.00%
Raw water tariff 6.62 7.21 9.00%
Drought tariff - purified for every 10% restriction 0.97 1.06 9.00%
Drought tariff - raw for every 10% restriction 0.69 0.75 8.00%
Total income bllted 807.7 888.9
Waler sales 804.4 885.6 10.09% 9.00% 1.00% 0.09%
Other income 15 18 5.00% 5.00%
Finance income 18 1.8 0.00%
Impairment of irade receivablas -139.5 -103.6 -25.75% -25.75%
|Total Income recoverable 668.2 T85.4
Expenditure
Water abstraction cost -34.4 -37.0 7.50% 6.50% 1.00% 0.00%
Chemicals =231 -25.0 8.50% 5.50% 1.00% 2.00%
Depreciation ¢n cosl price - non-cash expense -59.1 £5.8 11.39% 11.39%
Energy -128.6 -138.3 7.50% 5.50% 1.00% 1.00%
Repairs and Maintenance -23.7 -25.7 8.50% 5.50% 0.00% 3.00%
Employment costs -286.7 -320.8 15.02% 8.00% 0.00% 7.02%
Operating Expenses -69.1 -73.6 6.50% 5.50% 0.00% 1.00%
Finance exp -24.9 -32.5 30.23% 30.23%
- Finance expenses - axisting -129 8.1 -29.25% -29.25%'
- finance expenses - new -12.0 -23.3 94.30% 94.30%
Capital portion of loans -43.7 -53.8 23.28% 23.28%
| - capital portion of loan - existing -38.0 41.7 9.96% 9.96%
-capital portion of ioan - new 5.7 -12.1 112.00% 112.00%
CAPEX -198.6 -269.2 3553% 35.53%
ROA 0.0 0.0
[Total expenditure {O&M & Capex (Including extenslons) -892.0 -1,050.8 ]
Shortfall - funded via -223.8 -265.4
Depreciation an cost price - nen-cash expense 59.1 65.8
New bomowings 100.0 100.0
Cash Reservas 64.7 99.6




bloemwater

naturally

Your Ref: Csum K2 Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Qur Ref: PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 23 July 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Acting Municipal Manager
Kopanong Local Municipality
P O Box 23

TROMPSBURG

9913

Attention: Mr NA Kelepu
Email: technician.kopanong@vodamail.co.za

Dear Mr Kelepu
BUDGET 2020/21

The Department of National Treasury has issued Circular 23 in terms of Section 42 of the
Municipal Finance Management Act, Act No 56 of 2003, regulating the timeframes for
consultation, submission and approval of tariffs. Bloem Water envisages complying with the
process and timeframes set out in the Circular and can only determine an appropriate budget
and tariff structure with the necessary inputs from your Municipality.

The Municipality is therefore requested to provide the expected demand of water from Bloem
Water for the period 1 July 2020 to 30 June 2023 financial years by 12 August 2019. You are
also reminded of the implications that the current drought and possible restrictions have on
the water demand. This will enable Bloem Water to budget accordingly. We will be scheduling
a consultation session with the Municipality to give effect to the letter and spirit of Circular 23.
Your officials are welcome to liaise with our Mr M Rapudungoane from the Operations
Department to jointly determine appropriate volumes, as conducted in the past.

I thank you for your co-operation in this regard. Please contact my office for any additional
information.

Yours sincerely

] /

[

DR L MOOROSI
CHIEF EXECUTIVE

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson}, Dr L Moorosi (Chief Executive)
Mr LE van Rheede van Qudsthoom, Mr LX Ntoyi, Mr J1 Price, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva
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Your Ref; Bloemfonteln Office
2 Mzuzu Street, Pellissier, Bioemfontein

QOur Ref: Csum K2 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 15 October 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Acting Municipal Manager

Kopanong Local Municipality
P O Box 23

Trompsburg

9913

Emaii: icl v .C

Kelepu@yahoo.com
n ¥ 4

Attention: Mr NA Kelepu

Dear Sir
BUDGET 2020/21

The Department of Nationat Treasury issued a Circular Number 23, in terms of the
section 42 of the Municipal Finance Management Act, 56 of 2003 and the Medium
Term Expenditure Framework Technical Guidelines, stipulating that a consultation
process should be embarked upon with the Municipality.

National Treasury, the Department of Human Settlement, Water and Sanitation and
the South African Local Government Association are to participate in these sessions.
As part of the process, Bloem Water would like to schedule a meeting with your
Municipality as soon as possible as to inform the relevant parties of a possible date
for the meeting.

The following dates are available for a meeting, but you are welcome to propose
alternative dates to these.

November 2019: 13, 14, 19 and 20.

We are looking forward to consult with the Municipality on matters of mutual
interest,
Regards
-
r Nt f
DR L. MOOROST '
CHIEF EXECUTIVE

Ce: National Treasury (NT)
Department of Human Settlement, Water and Sanitation (DWS)
South African Local Government Association {SALGA)

Mr T8 Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chalmperson), Dr L Moorosi (Chfef Executive)
Mr LEVR van Qudtshoom, Mr LX Ntoyi, Mr 1] Price Pr, Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Maoja, Mr Z Mkiva



DaEhne Martin-Jones-Futter

From: Mr Nkululeko Kelepu <technician kopanong@vodamail.co.za>

Sent: Thursday, 17 October 2019 19:42

To: Siphiwe Ngobese; Kelepu@yahoo.com

Cc: SigwazaT@dws.gov.za; NevondoH@dws.gov.za; Shingirai.chimuti@treasury.gov.za;

Nombulefo.Nzama@treasury.gov.za; Thalita.Cossa@treasury.gov.za;
MoshidiS@dws.gov.za; wmoroka@salga.org.za; Nyabanyabal @dws.gov.za; Ockie
Stadler; Daphne Martin-Jones-Futter

Subject: RE: Kopanong-Budget 2020/21

The 19th November 2019 is suitable.

From: Siphiwe Ngobese [mailto:siphiwen@bloemwater.co.za]

Sent: Wednesday, 16 October 2019 02:31

To: Kelepu@yahoo.com; Mr N Kelepu <technician.kopanong@vodamail.co.za>

Cc: SigwazaT@dws.gov.za; NevondoH@dws.gov.za; Shingirai.chimuti@treasury.gov.za;
Nombulelo.Nzama@treasury.gov.za; Thalita.Cossa@treasury.gov.za; MoshidiS@dws.gov.za;
wmoroka@salga.org.za; Nyabanyabal@dws.gov.za; Ockie Stadler <ockies@bloemwater.co.za>; Daphne Martin-
Jones-Futter <daphnem@bloemwater.co.za>

Subject: Kopanong-Budget 2020/21

Good Day Ntate Kelepu

Herewith correspondence from the Chief Executive for your attention.

Kind regards

Siphiwe Ngobese
Executive PA

Mobile: 00 27 71 462 5859

Tel: 002751403 0800

Fax: 0027514225333

Email: mailto:siphiwen@bloemwater.co.za
Web: http://www.bloemwater.co.za

2 Mzuzu Street, Pellissier

P.O.Box 30121, 9322

BLOEMFONTEIN

Free State Province

South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.



Siphiwe Ngobese
Executive PA

Mobile: 00 27 71 462 5859

Tel: 002751 403 0800

Fax: 0027514225333

Email: mailto:siphiwen@bloemwater.co.za
Web: http://www.bloemwater.co.za

2 Mzuzu Street, Pellissier

P.0. Box 30121, 9322

BLOEMFONTEIN

Free State Province

South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.



DaEhne Martin-Jones-Futter

From: Siphiwe Ngobese

Sent: Friday, 18 October 2019 08:30
To: Ockie Stadler

Cc: Daphne Martin-Jones-Futter
Subject: FW: Kopanong-Budget 2020/21
Mr G

Please note Kopanong has confirmed the 19th of November for the Budget meeting.

Regards

Siphiwe Ngobese
Executive PA

Mobile: 00 27 71 462 5859

Tel: 0027 51 403 0800

Fax: 0027514225333

Email: mailto:siphiwen@bloemwater.co.za
Web: http://www bloemwater.co.za

2 Mzuzu Street, Pellissier

P.O. Box 30121, 9322

BLOEMFONTEIN

Free State Province

South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.

From: Mr Nkululeko Kelepu <technician.kopanong@vodamail.co.za>

Sent: Thursday, 17 October 2019 19:42

To: Siphiwe Ngobese <siphiwen@bloemwater.co.za>; Kelepu@yahoo.com

Cc: SigwazaT @dws.gov.za; NevondoH@dws.gov.za; Shingirai.chimuti@treasury.gov.za;
Nombulelo.Nzama@treasury.gov.za; Thalita.Cossa@treasury.gov.za; MoshidiS@dws.gov.za;
wmoroka@salga.org.za; Nyabanyabal@dws.gov.za; Ockie Stadler <ockies@bloemwater.co.za>; Daphne Martin-
Jones-Futter <daphnem®bloemwater.co.za>

Subject: RE: Kopanong-Budget 2020/21

The 19th November 2019 is suitable.



From: Siphiwe Ngobese [mailto:siphiwen@bloemwater.co.za)

Sent: Wednesday, 16 October 2019 02:31

To: Kelepu@yahoo.com; Mr N Kelepu <technician.kopanong@vodamail.co.za>

Cc: SigwazaT@dws.gov.za; NevondoH@dws.gov.za; Shingirai.chimuti@treasury.gov.za;
Nombulelo.Nzama@treasury.gov.za; Thalita.Cossa@treasury.gov.za; MoshidiS@dws.gov.za;
wmoroka@salga.org.za; Nyabanyabal @dws.gov.za; Ockie Stadler <ockies@biloemwater.co.za>; Daphne Martin-
Jones-Futter <daphnem@bloemwater.co.za>

Subject: Kopanong-Budget 2020/21

Good Day Ntate Kelepu

Herewith correspondence from the Chief Executive for your attention.

Kind regards

Siphiwe Ngobese
Executive PA

Mobile: 00 27 71 462 5859

Tel: 0027 51 403 0800

Fax: 0027514225333

Email: mailto:siphiwen@bloemwater.co.za
Web: http://www.bloemwater.co.za

2 Mzuzu Street, Pellissier

P.O. Box 30121, 9322

BLOEMFONTEIN

Free State Province

South Africa

DISCLAIMER;

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.

Siphiwe Ngobese
Executive PA

Mobile: 00 27 71 462 5859

Tel: 0027 51 403 0800

Fax: 0027514225333

Email: mailto:siphiwen@bloemwater.co.za
Web: http://www.bloemwater.co.za

2 Mzuzu Street, Pellissier

P.O. Box 30121, 9322

BLOEMFONTEIN



Free State Province
South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.



DaEhne Martin-Jones-Futter

Subject: KOPANONG BUDGET 2020/21

Location: BOARD ROOM, BLOEM WATER

Start: Tue 2019/11/19 10:00

End: Tue 2019/11/19 12:00

Recurrence: (none)

Meeting Status: Meeting organizer

Organizer: Daphne Martin-Jones-Futter

Required Attendees: SigwazaT@dws.gov.za; DEPARTMENT OF WATER & SANITATION

(ntilit@dws.gov.za); wmoroka@salga.org.za; Shingirai.chimuti@treasury.gov.za;
MoshidiS@dws.gov.za; Ockie Stadler; Dr Limakatso Moorosi; Maruping
Rapudungoane; Gerhard Husselmann; Themba Ngubeni; Nyabanyabal @dws.gov.za;
NevondoH®@dws.gov.za; technician.kopanong@vodamail.co.za;
Kelepu@yahoo.com; mmsec@kopanong.gov.za

Optional Attendees: Siphiwe Ngobese

Dear Mr Kelepu

Herewith a reminder of your confirmation regarding tomorrow’s meeting. Please bring along anyone who is
required to attend the meeting.

Regards



Daehne Martin-Jones-Futter

From: Daphne Martin-Jones-Futter

Sent: Monday, 21 October 2019 10:13

To: technician.kopanong@vodamail.co.za

Ce: Siphiwe Ngobese

Subject: FW: Kopanong-Budget 2020/2 1

Tracking; Recipient Read

technician.kopanong@vodamail.co.za

Siphiwe Ngobese Read: 2019/10/21 10:13

Dear Mr Kelepu
Your confirmation is noted.

Regards

Daphne Martin-Jones-Futter
Board Administrative Officer

Mobile: 00 27 82 313 1399

Tel: 002751403 0800

Fax: 0027514225333

Email: mailto:daphnem@bloemwater.co.za
Web: http://www.bloemwater.co.za

2 Mzuzu Street, Pellissier

P.0. Box 30121, 9322

BLOEMFONTEIN

Free State Province

South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.

Daphne Martin-Jones-Futter
Board Administrative Officer

Mobile: 00 27 82 313 1399

Tel: 0027 51403 0800

Fax: 0027514225333

Email: mailto:daphnem@bloemwater.co.za



Web: http://www.bloemwater.co.za
2 Mzuzu Street, Pellissier

P.O. Box 30121, 9322
BLOEMFONTEIN

Free State Province

South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail
nor for any consequence of its use or storage.

7’

-----Original Message-----

From: Mr Nkululeko Kelepu <technician.kopanong@vodamail.co.za>

Sent: Thursday, 17 October 2019 19:42

To: Siphiwe Ngobese <siphiwen @bloemwater.co.za>; Kelepu@yahoo.com

Cc: SigwazaT@dws.gov.za; NevondoH@dws.gov.za; Shingirai.chimuti@treasury.gov.za;
Nombulelo.Nzama@treasury.gov.za; Thalita.Cossa@treasury.gov.za; MoshidiS@dws.gov.za;
wmoroka@salga.org.za; Nyabanyabal@dws.gov.za; Ockie Stadler <ockies@bloemwater.co.za>; Daphne Martin
Jones-Futter <daphnem@bloemwater.co.za>

Subject: RE: Kopanong-Budget 2020/21

The 19th November 2019 is suitable.

From: Siphiwe Ngobese [mailto:siphiwen@bloemwater.co.za)

Sent: Wednesday, 16 October 2019 02:31

To: Kelepu@yahoo.com; Mr N Kelepu <technician.kopanong@vodamail.co.za>

Cc: SigwazaT@dws.gov.2a; NevondoH@dws.gov.za; Shingirai.chimuti@treasury.gov.za;
Nombulelo.Nzama@treasury.gov.za; Thalita.Cossa@treasury.gov.za; MoshidiS@dws.gov.za;
wmoroka@salga.org.za; Nyabanyabal @dws.gov.za; Ockie Stadler <ockies@bloemwater.co.za>; Daphne Martin-
lones-Futter <daphnem@bloemwater.co.za>

Subject: Kopanong-Budget 2020/21

Good Day Ntate Kelepu

Herewith correspondence from the Chief Executive for your attention.
Kind regards

Siphiwe Ngobese

Executive PA

Mobile: 00 27 71 462 5859

Tel: 0027 51 403 0800

Fax: 0027514225333

Email: mailto:siphiwen@bloemwater.co.za
Web: http://www.bloemwater.co.za



2 Mzuzu Street, Pellissier
P.O. Box 30121, 9322
BLOEMFONTEIN

Free State Province
South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.

Siphiwe Ngobese
Executive PA

Mobile: 00 27 71 462 5859

Tel: 002751 403 0800

Fax: 0027514225333

Email: mailto:siphiwen@bloemwater.co.za
Web: http://www.bloemwater.co.za

2 Mzuzu Street, Pellissier

P.O. Box 30121, 9322

BLOEMFONTEIN

Free State Province

South Africa

DISCLAIMER:

This message and any attachments are

confidential and intended solely for the addressee. If you have received this message in error, please notify the
system manager/sender. Any unauthorized use, alteration or dissemination is prohibited. Bloem Water further
accepts no liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail,
nor for any consequence of its use or storage.



bloemwater

naturally

Your Ref: Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: Csum M2 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 25 October 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Acting Municipal Manager
Kopanong Local Municipality
P O Box 23

TROMPSBURG

9913

Email: technician.kopanong@vodamail.co.za
mmsecr@kopanong.qgov.za

Attention: Mr NA Kelepu

Dear Sir

Budget 2020/21

National Treasury issued a Circular, No. 23, in accordance with Section 42 of the
Municipal Finance Management Act, of 2003, for institutions to comply with. Bloem
Water endeavours to comply with the timeframes set out in the Circular.

In accordance with section 31 (2) (b) and Section 14 (2)(b) of the Water Services Act,
1997, the Board of Bloem Water has to enter into and sign a Shareholders Compact
with the Minister of Human Settlement, Water and Sanitation (DHSWS).

Bloem Water started with the process and requested the future water demand
information from the Municipality in our letter dated 23 July 2019. The budget and
related tariffs were presented and approved by the Board of Bloem Water. The
Executive Authority, the DHSWS is engaging Water Boards and consideration is given
to the matters influencing the budget. All these variables and factors are incorporated
into the budget. The next phase is to consult with Municipalities.

The Board of Bloem Water has adopted the budget and the tariff increases in accordance
with the 5-year Business Plan period.

Bloem Water hereby endeavours to further inform your office with regard to the
principles, factors and variables included in determining the budget and tariffs.

Proposed Tariff Structure
Bloem Water is required to set conditions in terms of section 33 of the Water Service

Act, 1997 and Guidelines as issued by the Executive Authority, the DHSWS relating to
the determination and structure of tariffs.

The DHSWS, together with Bloem Water and the Municipalities, investigated and issued
a report "Water Reconciliation Strategy for the Large Bulk Water Supply Systems:
Greater Bloemfontein Area, June 2012” (Recon Study) and amended in 2013, which
guides the required water demand and the related investment in infrastructure by
various parties. Bloem Water considers these CAPEX requirements in accordance with
the due dates and within the financial ability as to sustain itself,

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chlef Execut ve)
Mr LEVR van Qudtshoom, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva



Bloem Water is further guided by documents such as the Medium-Term Expenditure
Framework Technical Guidelines (MTEF), Guidelines for the Bulk Potable Water Tariff
Determination and Submissions, Norms and Standards in respect of Tariffs for Bulk
Water Services providers, Borrowing Powers of Schedule 3, Part B: National
Government Business Enterprises, Guidelines for the Preparation of Water Board
Corporate/Business Plans, also taking into account prudent business practices.

The determination of tariffs is based on the following principles:

= The Board of Bloem Water has adopted a diversified tariff for raw and treated
water,

= The Board resolved that the tariff for raw and treated water be applicable to all
its clients, which results in cross subsidisation between areas.

* The Shareholders Compact and Business Plan to the DHSWS, Executive
Authority of Bloem Water, should be submitted for a period of five years and
incorporates financial requirements for this period.

= The tariff for water that is sold comprises of operation and maintenance
expenditure and redemption of existing loan obligations to Nedbank, Sanlam
and The Development Bank of Southern Aftica,

= The DHSWS and National Treasury set standards that the Water Boards needs
to comply with. Bloem Water's financial requirements and ratios must be
aligned to the DHSWS benchmarks over a period of time and the Board must
implement measures to achieve it.

= The Board resolved to utilize reserves where and when required. This was
implemented to maintain appropriate tariff increases in line with affordability,
inflation and major cost driver requirements. Bloem Water has been in
consultation with relevant authorities who provided forecasted inflation rates
(CPI figures for the period). It is further regulated by the Medium-Term
Expenditure Framework Technical Guidelines as issued by National Treasury.
The CPI ranges around 6% over the short term. The major expense drivers
increase are much higher and the average is anticipated around 9-10%.

» The drought that has been experienced in the Free State and the related
restrictions implemented by DHSWS and Municipalities, is affecting the water
demand profile. The current demand is less than the normal demand
experienced historically. The anticipated restrictions and trends in the future
demand is considered and implemented where required.

¢ The payment by Municipalities for services rendered has been unstable in recent
times. The expected budget forecast takes into account a more stable payment
culture by Municipalities. The impact of outstanding payments affects the
financial position and cash flow, which hampers the medium to long term
planning.

* Future Capex requirements for expansions and upgrades.

*» Water Research and Catchment Management Levies are separate from the
Entity budget calculations.

Mr T8 Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEvVR van Qudtshoorn, Mr LX Ntoyi, Mr 11 Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva



Bloem Water has made a concerted effort in revising the budget and tariff structure,
taking into account the above activities. The current status was scrutinized and
reprioritized with regard to the performance to date, CAPEX, Board requirements and
the cash flow position of Bloem Water. A further effort was to streamline the expected
expenditure and in certain instances the expenditure program was revised to ensure an
effective and efficient way in meeting our strategic objectives.

The Executive Authority, the DHSWS issued directives during previous years on
reducing the tariff increases, which together with the postponing of CAPEX funding
needs resulted in under recovery over the recent years.

There have been several changes to the requirements of agreements with Municipalities
over the years. The common agreements resulted in the changes to the structure of
recovery and its related tariffs. The Entity continues with the structure and its associated
tariffs, as it has been approved during the previous years.

The drought continuous and restrictions are applied by DHSWS. The Entity will continue
to pursue approval of the drought tariffs and its implementation for all water
consumption, as it was approved during the previous years. Its implementation is to
ensure that fixed and overhead cost is recovered and that the Entity operates in a
sustainable manner.

It is anticipated that Bloem Water needs to consider under recovery for the following
years as it is unlikely that high tariff increases will be considered and approved. The
ability to fund future CAPEX requirements is dependent on the revenue streams
generated by the allowed tariff increase, considering the set limits and debtors
payments.

The anticipated expenditure budget is R1 050 million {(excluding impairment) for the
2020/21 financial year which is R86.3 for loan payments (Existing R51 million and new
R35,3 million), R269.2 million for CAPEX (include movable assets, refurbishment and
extensions) and R695.3 million for Operation and Maintenance.

The current operational environment was considered by Management as to pave a way
forward for the medium-term budget and tariff increases. Some of the major
considerations are:

- Political environment;
- Client requirements and relations;
- Affordability of tariffs;

= CAPEX requirements under current financial and water demand conditions;
- Current drought conditions and implications.

The financial sustainability of Bloem Water is dependent on several business principles,
standards and ratios of which the cash position is of utmost importance. A cash flow
management budget for the future is pertinent to ensure that sufficient cash is
generated as to be able to cover its expenditure. The main objective is to ensure that
Bloem Water is operated as a going concern and complies with the requirements set by
the DHSWS, Nationa! Treasury, and prudent business practices.

Mr TB Phitsane (Chalrperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEvR van Oudtshoorn, Mr LX Ntoyi, Mr JJ Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva

{
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Bloem Water has financial limitations and is restricted by ratios related to borrowing
limits. The CAPEX program of Bloem Water requires that capital investments are to he
made for expansion requirements dependent of external funding to be obtained. This
is also in relation to the inability of Bloem Water to fund expansions from own resources.

Income

The budget of Bloem Water is dependent on the volumes of demand. The future water
demands were requested but were not provided by all the Municipalities. It is to ensure
that an appropriate income stream is calculated and to generate revenue to enable
Bloem Water to fund its budget. It also takes contractual obligations and other income
into consideration. The tariff increases and income to be generated, will be sufficient
to cover O & M expenditure for 2018/20, but depreciated reserve funds are utilised to
support the under recovery in revenue and to fund refurbishments and acquisition of
movable assets.

The budgeted volumes are:

Tariff Detail Budget Forecast % Volume
| 2019/20 2020/21 _ Increase/Decrease

Volume of water 78 454 811 79 239 420 1%
sold (ki) -
Purified
Volume of water 14 791 450 14 939 365 1%
sold (kl) - Raw
Total water sold 93 246 321 94 178 784 1%
(ki)

The revenue to be generated for 2020/21 via tariffs is R785.36 million.

The major income items incorporate the price/tariff and volume movements, to achieve
the revenue generation, is:

Tariff Increase
Revenue 9%

The revenue takes into account an increase of water demand towards a more normal
year than what has been experienced recently, as well as for the split from source of
supply between treated and raw. The tariff increase is determined to generate revenue
to fund expenditure,

The drought tariff implication is to ensure that overheads are covered during the
implementation of restrictions.

Operational Expenditure

S Operational expenditure for regions.

The Caledon River operating expenditure comprises of the Welbedacht Treatment Plant,
Bulk Pipelines, Reservoirs and Pump Stations to Bloemfontein, Reddersburg, Edenburg,
Wepener and other bulk customers. The operation of the Tienfontein and Novo
Schemes are to ensure optimal dam levels at Knellpoort and Rustfontein Dams,

Mr T8 Phitsane (Chairperson), Adv TD Seqoe-Backward (Deputy Chalmperson), Dr L Mooros! (Chief Executive}
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The Modder River operating expenditure comprises of the Rustfontein Treatment Plant
and Bulk Pipelines, the Pump Stations and Reservoirs supplying to Bloemfontein,
Botshabelo, Thaba Nchu and Excelsior; the Groothoek Treatment Plant, Pipelines and
Reservoirs providing additional supply to Thaba Nchu. Additional requirements are to
operate the Rustfontein Dam to release bulk water supply to Maselspoort.,

The Orange River operating expenditure comprises of the Treatment Plant at Bethulie
with Bulk Pipelines, Pump Stations and Reservoirs supplying Bethulie, Springfontein and
Trompsburg. There are other operations and different treatment plants supplying water
to Gariep and Philippolis.

- Operation and Maintenance Expenditure for Bloemfontein Office
(Head Office)

The expenditure is to operate and maintain Bloem Water's Head Office. It further
incorporates the payment of overhead cost such as existing loan obligations.

The operational expenditure incorporates the price, volume/number and other
movements.

Included in the operational expenditure (but not limited to) are the following major
expenditure items:

Price/Tariff Volume/Number | Other Increase
Increase Increase

Water Purchased 6,5% 1,0% -
Chemicals 5,5% 1,0% 2,0%
Depreciation - - 11,39%
Energy 5,5% 1,0% 1,0%
Repairs &
Maintenance 5,5% = 3,0%
Staff Costs 8,0% - 7,2%
Operating
Expenses 5,5% - 1,0%
(Including
Secondary .
Activities)
Finance Expenses - | - 35.5%

The major impact factors of operation and maintenance budgets are:

HR Requirements

The Minister of Human Settlement, Water and Sanitation has adopted the Hay Grading
module and has been adjudicating CE salaries and Board Member remuneration in
terms of the aforesaid. Provision is made for market related increases anticipated from
the Amanzi Bargaining Council and/or plant level agreements. Provision is made for an
8% increase in salaries on P3 Hay Grading forecasts. Provision is further made for new
positions in accordance with the new structure. A limited amount is provided for the
re-grading of positions as job requirements and content changes from time to time.
Provision is made for pension fund requirements.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chlef Executive)
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Chemicals

It is a challenge to align the chemicals cost to volumes treated, due to fluctuation in
quality of water, but it is envisaged that the budget will be aligned with average
treatment based on historic trends associated with average rainfall, runoff, etc.
Provision is also made for demand volume adjustments. It is further envisaged that
the chemical price will increase by 5,5% from the previous year. Provision is made for
a volume increase of 1,0% and quality of water increase of 2,0%, resulting in a total
cost increase of 8,5%.

Electricity

Electricity is aligned to the demand for bulk treated water and bulk raw water
distribution. Provision is also made for demand volume adjustments of 1%
incorporating the water restrictions and demand management.

A dry season is experienced and the dam levels are beyond optimum levels. Provision
of 1% is made for additional electricity costs for the transfer between the catchment
areas to ensure that Rustfontein Dam and Knellpoort Dam remains within optimal
supply levels and to mitigate the risk of failure e.g. NOVO Transfer scheme. It is
anticipated that a price increase of 5,5% will be required. The cost increase for
electricity is expected to be in the range of 7,5%. The Nersa consideration will be taken
into account if amendments are approved.

Water levies

The Pricing Policy on Raw Water is managed by The DHSWS and increases were
communicated during consultation processes. Raw Water charges increases ranges
from 6.46% to 16.5% at the major abstraction points. The total cost increase is
expected to be 6,5% as the volumes increases.

CAPEX
- Existing loans

Bloem Water is currently servicing the following loans with its contractual obligations
which have been included in the calculation of the budget and the tariffs.

Development Bank of South Africa

The loan is unsecured and bears interest at a fixed rate of 8,91% per annum. Average
repayments of R922 648 are made on a six-monthly basis. The agreement came into
effect on 31 March 2006 and will continue until 31 March 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,12% per annum. Average
repayments of R5 221 403 are made on a six-monthly basis. The agreement came into
effect on 29 December 2006 and will continue until 29 December 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,8% per annum. The loan
facility amounts to approximately R270 million and has a draw down arrangement.
Average repayments of approximately R19,3 million are made on a six-monthly basis.
The agreement came into effect on 1 March 2013 and will continue until 1 March 2023.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson}, Dr L Moorosi {Chief Executive)
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= New requirements

Funding model — In a best-case scenario the iong-term funding should be aligned to
lifespan of assets and recovered through increase in volumes, The alignment is not
always possible, and consideration is also given to Borrowing limits requirements,
limiting spikes in Finance Cost/Repayment profile and alignment to seasonal changes,
cash flow availability, available reserves and funding products available in the market.
Provision have been made for a R100 million loan at a fixed interest rate of 12% over
a period of 10 years for the 2020/2021 financial year.

Discussions were held between DHSWS, Bloem Water and the Municipalities regarding
the CAPEX Plan. The major contribution factors are the extension of Rustfontein
Treatment Plant, new pipeline from Rustfontein Treatment Plant to Botshabelo,
Welbedacht to Brandkop pipeline and the extension of the NOVO Transfer Scheme to
augment supply.

The CAPEX and refurbishment projects are reflected in the following tables.
Projects to be funded via tariff recovery.

[ Extension Projects | Status:

1 July 2019 - 30 June
2020

Total
Project
Estimate
Cost
R Million

MODDER RIVER REGION

Extend Treatment Capacity of Rustfontein Water
Treatment Plant - study and construction

Phase 1: The designs had
been completed for the
additional extension of
Rustfontein WTW for

150 Me/day.

Phase 2: The funding for
construction not secured

500.00

Modder River: Construction of Tabali - OK Pipeline
(10 km, 600mm)

Phase 1: the designs had
been completed

Phase 2: The funding for
construction not secured

_Design, tender and construction of 17 km Iohg pipeline
between Knellpoort and Welbedacht

Phase 1: Designs for one
direction pipeline completed
for the 17 km long pipeline
from Welbedacht to
Knellpoort Dam.

Phase 2: Deferred |
construction due to funding
[ not secured

80.00

400.00

Construction of the Pre-Treatment Sedimentation Off-
channel Storage tank to reduce siltation from
Welbedacht Dam into WTW

Planning concept
developed.

Phase 1: To procure the
PSP for designs and

Phase 2 of construction will
follow

90.00

TOTAL EXTENSION COST

1,070.00

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
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Projects to be funded via grants or special approvals.

e

Extension Projects

Status : 01 July 2019 - 30 June 2020

Design and construct 33,7 km long 1 000mm diameter
bypass line parallel to existing Caledon/BFN PCP line from
Leeukop take off to Brandkop

Phase 2:The Design and Construction of the the 71,3km
long, 1 000mm diameter Steel Pipeline from Leeukop to
Welbedacht parallel to the existing Caledon - BFN PCP
pipeline.

Phase 1 : In Construction of the
Welbedacht 33,7km long , 1 000mm
diameters, Steel Pipeline parallel to
Existing 1 170mm Pres-Stressed
Concrete Pipeline { PCP ) from Leeukop
Junction to Brandkop Reservoir with
connections to existing infrastructure and
connections. Funded by Department of
Human Settlement , Water and
Sanitation

Construction of Xhariep Pipeline from Xhariep Dam into
existing Bloem water infrastructure ( Knellpoort Dam )

Phase 1 : Pre Feasibilty Study
Completed in 2015

Phase 2 : Appointment of the PSP for
the Detailed Feasibility up to Design
Stage and EIA , Water Use Licence Stage
completed . The Study to commence

Refurbishment Projects to be funded via tariff recovery,

‘_"REFURBISHMENT PROJECTS
i Total Project
| Estimate Cost
| R Million
MODDER RIVER REGION
Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 10.00
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 4,90
mechanical & electronic
Rehabilitation/ cleaning of Studge Lagoons 23.00
TOTAL MODDER RIVER 52.90

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairpersan), Dr L Moorosi {Chief Executive)
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CALEDON RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 9.30
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 6.00

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 0.00
Caledon- BFN PCP Rennovations & Resealing 25.00
TOTAL CALEDON RIVER 55.30
ORANGE RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 7.50
Repair / Refurbishment / Replacement Valves and Actuators 2.80
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 5.70

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 10.00
TOTAL ORANGE RIVER 26.00
BLOEMFONTEIN

Water Conservation and water demand Management Programme( Leakage detection, 17.50
Resealing of Reservoirs, Water Loss Reduction) Regions

Cathodic Protection System, installations & Refurbishments ( Regions) 2.50
Dam Sluice Gate Refurbishment( Rustfontein , Welbedacht and Knellpoort Dam) 1.20
TOTAL BLOEMFONTEIN 21.20
TOTAL REFURBISHMENT COST 134.20

Bloem Water has envisaged CAPEX requirements for improvements and refurbishments
to the value of R500 million during the next 5 years, which needs to be funded from
internal and external sources. It is dependent on the approval of tariffs and the
adoption of Business Plans during this period. The Borrowing Limits were approved
until 2015/16. The CAPEX requirements are aligned to it, although additional
requirements remain to be funded due to insufficient funds and financial limitations. It
excludes any investments for expansion of capacity to the Bloemfontein area due to the
magnitude of it, which will require special treatment.

It is necessary to note that funding for new capital requirements could not be
accumulated in the proposed tariffs for the 2020/21 year, but will only be considered
during the following years, taking into account the restrictions regulated by financial
ratios as directed by DHSWS and National Treasury.

- Movable assets

Bloem Water makes provision for the acquisition and replacement of movable assets
from internal sources in accordance with its Fleet Plan,

Operational Projects

Included in the budget are smaller projects reiating to:

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
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s School health projects;

= Computerised maintenance management system;

= Technical projects;

- Information technology projects;

s Community participation and development projects;

= Other activities that Bloem Water is involved in are exchange programs
with the partners from Water Institutions in South Africa, Malawi and Lesotho.

Key Issues Considered
Bloem Water is continuously surveying the state of its infrastructure and assets, This is
taken into account when funds are required for extensions and refurbishment.

Bloem Water has been monitoring the effect of the energy cost over the recent years.
The similar tendencies were incorporated into the calculation of future energy cost in
accordance with the expected NERSA projected energy increases related to the
industry,

Bloem Water continues to interact with stakeholders on outstanding accounts. It
involves sessions with the Municipalities, National and Provincial Water and Sanitation,
National and Provincial Treasury, Provincial Government and COGTA.

The impact of the future sanitation requirements will be considered on a specific and
case by case basis.

General

Bloem Water has considered and took into account National Government’s priorities,
goals, inflation targets and applicable macro policies during the budget process and
incorporated it into the 5 year budget period and forecasted tariffs.

Matters considered were census figures, growth prospects, demands by municipalities
and DHSWS requirements. These matters were costed and included in the Operation
and Maintenance cost and expansion programs, which led to the tariff structure.

Bloem Water has taken various steps and implemented processes to further improve
its competitiveness and efficiency to streamline or to reduce cost. Some of these are:

= Strict Financial and Managerial control;

- Risk mitigation measures.

- Electrical consumption alternative services;
- Load shifting;

- Chemical usage and related products;

- Quality of water source (siltation);

- Fleet management program and control;

Bloem Water conducted a benchmark process with other water boards. The tariff
proposal is aligned with water boards. Bloem Water is heavily geared and reliant on
debt due to its CAPEX program and expansion requirements for the future.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi (Chief Executive)
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The budget calculations are made to utilise reserves during the identified years and to
break even or to build up depreciated reserves, which will be utilised for future funding
in accordance with depreciation requirements. The refurbishment work is committed
and mostly funded from internal depreciated reserves. Refurbishment cost is envisaged
to remain aligned with the depreciated amount of that particular financial year. The
cash flow position of Bloem Water is therefore of a critical nature and it is envisaged
that the cash position should be stable from a debtors’ position. The long-term budget
is aligned to the expected cash inflows needed to fund O & M and CAPEX obligations.
The O & M should break even and the cash reserves and capital levies earned are
utilised for financing CAPEX requirements and where possible to build up funding for
depreciation.

Bloem Water has budgeted to achieve the targets in the future in terms of the
Guidelines and the standards set by DHSWS and NT. The ratios in the Business Plan
for 2020-2025 will reflect the expected ratios as aligned with the forecasted financial
statements.

The proposed increase will enable Bloem Water to implement its O & M requirements
and honour existing loan obligations, but not to obtain funding for the entire future
CAPEX program. It needs to be aligned with the approved Borrowing Limits and with
the tariff increases envisaged for the next five years.

To implement some of the major future projects listed in the Business Plan and
contained in the “Water Reconciliation Strategy for the Large Bulk Water Supply
System: Greater Bloemfontein Area” earmarked for funding by Bloem Water will have
an impact and additional tariff increases needs to be considered for it.

The tariffs reflected below will still allow for under recovery. The diversified tariff is
calculated on activity base costing; taking into account the O & M input of the different
regions, Head Office pro rata allocations and CAPEX obligations.

The following table reflects the cost recovery basis:

Budget 2020/21
Total Cost for the Period R - Mil
Fixed and Variable
Total Cost 1 050.75
Loan Obligations (Capital & Interest) 86.28
O & M Expenditure 695.25
Capex 269,22

The following table reflects the revenue and expenditure for the financial year based on
the proposed cost under recovery basis.

Budget 2020/21
Total Cost for the Period R-Mil
Total Revenue Recoverable 785.36

Total Cost 1 050.75
Shortfall funded via depreciated reserves/borrowings (265.39)

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Mooros! (Chief Executive)
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Bloem Water has been in consultation with the DHSWS with regard to the impact of the
restrictions implemented by the Municipalities, due to the drought. The approved tariffs
from restrictions will be implemented until it is withdrawn or alternative decisions are
taken.

In the event that a break even scenario is required in the 2020/21 year, an additional
tariff increase is required. The same principle will be required in the event that
restrictions are implemented and fixed overhead cost should be recovered.

The following table reflects the implication of the tariff increases for the year under a
cost under recovery and a full cost recovery basis.

Cost Under Recovery R - Value R - Value % Increase from

2019/20 2020/21 2019/20 approved
Tariff Tariff tariff

Treated 9,01 9,82 9%

Raw 6,62 7,21 9%

Full Cost Recovery

Treated 9,01 11,77 30,73%

Raw 6,62 8,13 22,84%

The Minister of Human Settlement, Water and Sanitation issued restrictions on water
use in the area and approved tariffs due to the drought. When a 10% restriction is
implemented then an additional tariff will be implemented. The fixed and variable cost
implications were considered with the implementation of restrictions. For every 10%
water restrictions implemented an additional tariff from 0 usage for raw water will be
increased with R0O,75/kt and treated water with R1.06/KL.

Similar calculation applicable for increased restriction levels.

Alternative options to cover the cost were considered in the past, as a once off charge,
as a flat rate per month or part of the annual increases but was not acceptable.

National Treasury required that the tariffs be separated between the normal and
drought tariff. It will allow tariffs to change as the restrictions changes.

Conclusion

The proposed tariff for the 2020/21 financial year and the following 4 years in the
Business Plan is in line with the current trends and historic forecasts.

A summary of the main items in the budget is attached for your reference and
convenience as Annexure 1,

The Board approved the following tariffs from 0 usage per kl for 2020/21:

Water Demand Tariff:

Treated Water - R9,82
Raw Water - R7.21

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Mooros| (Chief Executive)
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Restrictions Tariff: (For every 10% of water restrictions implemented by DHSWS)

Treated Water - R1.06
Raw Water s RO,75

Basic monthly administration cost increase of R57.30 /meter

That the Water Research Levies and Catchment Management levies be recovered as
approved by authorities,

This constitutes tariff increases of 9% and it maintains a level of under recovery.

The aim of the budget is to comply with sound business principles, standards and ratios
as set out in the guidelines for Business Plans for Water Boards issued by the Executive
Authority, Department of Human Settlement, Water and Sanitation and National
Treasury, current operational status of the Bloem Water and Municipal environments
as well as in the Protocol on Corporate Governance of SOE’s.

It further aims to comply with the standards and set ratios to achieve a break-even
scenario over the medium term and to continue as a going concern.

I would appreciate it if the abovementioned can be taken note of as it will form part of
the discussions during the consultative processes. Your office was requested to provide
possible dates for such a meeting. It is to enable both parties to meet and comply with
legislative deadlines. :

Bloem Water requests your formal written response to this communique as required by
the PMFA, to enable Bloem Water to comply with timeframes set in Circular No 23. The
submission to Department of Human Settlement, Water and Sanitation is due by 25
January 2019,

You are further requested to acknowledge receipt of this letter.
Please contact my office for any further information.

Yours sincerely

o

DR L MOOROSI
CHIEF EXECUTIVE

Cc: Ms T Sigwaza, Deputy Director General: Water Sector Regulation (Acting)
Dr T Ntili, Regional Director, DHSWS
Mr W Moraka, SALGA Specialist in Water and Sanitation
Mr K Ralikontsane, DG, Free State Provincial Government
Ms S Chimuti, National Treasury, Director: Water Sector
Ms S Moshidi, Acting Chief Director: Economic and Social Regulation

Mr TB Phitsane (Chairperson}, Adv TD Segoe-Backward {Deputy Chalrperson), Dr L Moorosi (Chief Executive)
Mr LEvR van Oudtshoorn, Mr LX Ntoyi, Mr )2 Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva
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ANNEXURE 1

Detail breakdown of percentage Increase between 2019/2020 and 2020/2021
(TARIFF DETAIL Business Plan F s 2020421 Increase/decrease
ume’ Other
2019/20 va 2020/21 % I Hdecr|increasal{d
2018/2020 R'000 000 2020/2021 R'000 000{ Increasaldacreass ass) % ase) %
Volume of water sold (ki) - Purified 78.5 792 1.00% 1.00%
Volume of water sold { kl) - Raw 14.8 14.9 1.00% 1,00%
Total water sold (ki} 83.2 94.2 1.00% 1.00%
Tariffs
Purified waler tanff 9.01 9.82 9.00%
Raw water tariff 662 7.21 9.00%
Drought taniff - purified for every 10% restriction 0.97 1.06 2.00%
Drought tanff - raw for every 10% restriclion 0.69 0.75 9.00%
Total income billed 807.7 888.9
Water sales 804.4 885.6 10.09% 9.00% 1.00% 0.09%
Other income 1.5 1.6 5.00% 5.00%
Financa income 1.8 1.8 0.00%
Impaimment of frade receivables -139.5 -103.6 -25.75% -25.75%
Total incoma recoverabls 868.2 785.4 1
Expenditure
Water abstraclion cost -34.4 -37.0 7.50% 6.50% 1.00% 0.00%
Chemicals =231 -25.0 8.50% 5.50% 1.00% 2.00%
Depreciation on cost price - non-cash expensa -59.1 -65.8 11.39% 11.39%
Enargy -128.6 -138.3 7.50% 5.50% 1.00% 1.00%
Repairs and Maintenance -23.7 -25.7 8.50% 5.50% 0.00% 3.00%
Employment costs -286.7 -329.8 15.02% 8.00% 0.00% 7.02%
Operating Expanses -69.1 -73.6 6.50% 5.50% 4.00% 1.00%
Finance expenses -24.9 -32.5 30.23% 30.23%
- Finance expanses - exisling -12.9 -9.1 -29.25% «29.25%
- finance expenses - new -12.0 -23.3 94.30% 54.30%
Capital portion of loans -43.7 -53.8 23.28% 23.28%
- capila) portion of lean - exisling -38.0 -41.7 9.96% 9.96%
-capital portion of loan - new 5.7 -12.1 112.00% 112.00%
CAPEX -193.6 -269.2 35.53% 35.53%
ROA 0.0 0.0
|Total expanditure {O&M & Capex {including extenslons) £92.0 -1,050.8 |
[Shortizii - funded via 2238 2854
Deprecialion on cost price - non-cash expense 59.1 65.8
New bomowings 100.0 100.0
Cash Reserves 64.7 98.6
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PROPOSED AGENDA

MEETING BETWEEN KOPANONG LOCAL MUNICIPALITY AND BLOEM WATER
ON SECTION 42 MFMA TARIFF CONSULTATION PROCESS FOR 2020/21

DATE: 19 November 2019
TIME: 10:00
VENUE: Bloem Water Office ~ Board Room

1. OPENING AND WELCOME

2. ATTENDANCE AND APOLOGIES

3. PURPOSE OF THE MEETING

4. FINALISATION OF AGENDA

5. ITEMS FOR DISCUSSION:

5.1 Qutstanding Accounts
5.2 Bloem Water Presentations on Tariff Consultation 2020/21
53 Bulk Water Supply Agreement

5.4

6. OTHER MATTERS

7. CLOSURE

Agenda - Tariff Consultation for the 2020/21 Financial Year
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Your Ref: Csum M8 Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 23 July 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Municipal Manager
Mantsopa Local Municipality
P O Box 64

LADYBRAND

9745

Attention: Mr T Masejane

Email: Masejane@mantsopa.co.za

Dear Mr Masejane
BUDGET 2020/21

The Department of National Treasury has issued Circular 23 in terms of Section 42 of the
Municipal Finance Management Act, Act No 56 of 2003, regulating the timeframes for
consultation, submission and approval of tariffs. Bloem Water envisages complying with the
process and timeframes set out in the Circular and can only determine an appropriate budget
and tariff structure with the necessary inputs from your Municipality.

The Municipality is therefore requested to provide the expected demand of water from Bloem
Water for the period 1 July 2020 to 30 June 2023 financial years by 12 August 2019. You are
also reminded of the implications that the current drought and possible restrictions have on
the water demand. This will enabie Bloem Water to budget accordingly. We will be scheduling
a consultation session with the Municipality to give effect to the letter and spirit of Circular 23.
Your officials are welcome to liaise with our Mr M Rapudungoane from the Operations
Department to jointly determine appropriate volumes, as conducted in the past.

I thank you for your co-operation in this regard. Please contact my office for any additional
information.

Yours sincerely

/

e

DR L MOOROSI
CHIEF EXECUTIVE

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chief Executive)
Mr LE van Rheede van Qudsthoorn, Mr LX Ntoyi, Mr }J Price, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva
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Your Ref; Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: Csum M8 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 15 October 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Municipal Manager
Mantsopa Local Muncipality
P © Box 64

Ladybrand

9745

Email: masejane@mantsopa.co.za
snyapholi@mantsopa.co.za

Attention: Mr T Masejane

Dear Sir
BUDGET 2020/21

The Department of National Treasury issued a Circular Number 23, in terms of the
section 42 of the Municipal Finance Management Act, 56 of 2003 and the Medium
Term Expenditure Framework Technical Guidelines, stiputating that a consultation
process should be embarked upon with the Municipality.

National Treasury, the Department of Human Settlement, Water and Sanitation and
the South African Local Government Assoclation are to participate in these sessions,
As part of the process, Bloem Water would like to schedule a meeting with your
Municipality as soon as possible as to inform the relevant parties of a possible date
for the meeting.

The following dates are available for a meeting, but you are welcome to propose
alternative dates to these.

November 2019: 13, 14, 19 and 20.

We are looking forward to consult with the Municipality on matters of mutual

interest.
/ ( {
LA |

DR L. MOOROSI
CHIEF EXECUTIVE

Regards

Ce: National Treasury (NT)
Department of Human Settlement, Water and Sanitation {DWS)
South African Local Government Association (SALGA)

Mr TB Phisane (Chalmperson), Adv TD Segoe-Backward {Deputy Chalmperson), Dr L Moorosi (Chief Executive)
Mr LEVR van Qudtshaorn, Mr (X Ntayl, Mr 3] Price Pr. Eng, Ms TN Sangdlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Mofa, Mr Z Mkiva




—
bloemwate

naturally

Your Ref; Bloemfontein Office
2 Mzuzu Street, Pellissier, Bloemfontein

Our Ref: Csum M2 PO Box 30121, Pellissier, 9322
Tel: +27 51 403 0800

Date: 25 October 2019 Fax: +27 51 422 5333

Website: www.bloemwater.co.za

The Municipal Manager
Mantsopa Loca! Municipality
P O Box 64

LADYBRAND

9745

Email: masejane@mantsopa.co.za
shyapholi@mantsopa.co.za

Attention: Mr T Masejane

Dear Sir

Budget 2020/21

National Treasury issued a Circular, No. 23, in accordance with Section 42 of the
Municipal Finance Management Act, of 2003, for institutions to comply with. Bloem
Water endeavours to comply with the timeframes set out in the Circular.

In accordance with section 31 (2) (b} and Section 14 (2)(b) of the Water Services Act,
1997, the Board of Bloem Water has to enter into and sign a Shareholders Compact
with the Minister of Human Settlement, Water and Sanitation (DHSWS).

Bloem Water started with the process and requested the future water demand
information from the Municipality in our letter dated 23 July 2019. The budget and
related tariffs were presented and approved by the Board of Bloem Water. The
Executive Authority, the DHSWS is engaging Water Boards and consideration is given
to the matters influencing the budget. All these variables and factors are incorporated
into the budget., The next phase is to consult with Municipalities.

The Board of Bloem Water has adopted the budget and the tariff increases in accordance
with the 5-year Business Plan period.

Bloem Water hereby endeavours to further inform your office with regard to the
principles, factors and variables included in determining the budget and tariffs.

Proposed Tariff Structure
Bloem Water is required to set conditions in terms of section 33 of the Water Service

Act, 1997 and Guidelines as issued by the Executive Authority, the DHSWS relating to
the determination and structure of tariffs.

The DHSWS, together with Bloem Water and the Municipalities, investigated and issued
a report “Water Reconciliation Strategy for the Large Bulk Water Supply Systems:
Greater Bloemfontein Area, June 2012” (Recon Study) and amended in 2013, which
guides the required water demand and the related investment in infrastructure by
various parties. Bloem Water considers these CAPEX requirements in accordance with
the due dates and within the financial ability as to sustain itself.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Mooros (Chief Executive)
Mr LEvR van Qudtshoom, Mr LX Ntoyl, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Maja, Mr Z Mklva



Bloem Water is further guided by documents such as the Medium-Term Expenditure
Framework Technical Guidelines (MTEF), Guidelines for the Bulk Potable Water Tariff
Determination and Submissions, Norms and Standards in respect of Tariffs for Bulk
Water Services providers, Borrowing Powers of Schedule 3, Part B: National
Government Business Enterprises, Guidelines for the Preparation of Water Board
Corporate/Business Plans, also taking into account prudent business practices.

The determination of tariffs is based on the following principles:

* The Board of Bloem Water has adopted a diversified tariff for raw and treated
water.

= The Board resolved that the tariff for raw and treated water be applicable to all
its clients, which results in cross subsidisation between areas.

= The Shareholders Compact and Business Plan to the DHSWS, Executive
Authority of Bloem Water, should be submitted for a period of five years and
incorporates financial requirements for this period.

= The tariff for water that is sold comprises of operation and maintenance
expenditure and redemption of existing loan obligations to Nedbank, Sanlam
and The Development Bank of Southern Africa.

= The DHSWS and National Treasury set standards that the Water Boards needs
to comply with. Bloem Water's financial requirements and ratios must be
aligned to the DHSWS benchmarks over a period of time and the Board must
implement measures to achieve it,

*» The Board resolved to utilize reserves where and when required. This was
implemented to maintain appropriate tariff increases in line with affordability,
inflation and major cost driver requirements. Bloem Water has been in
consultation with relevant authorities who provided forecasted inflation rates
(CPI figures for the period). It is further regulated by the Medium-Term
Expenditure Framework Technical Guidelines as issued by National Treasury.
The CPI ranges around 6% over the short term. The major expense drivers
increase are much higher and the average is anticipated around 9-10%.

« The drought that has been experienced in the Free State and the related
restrictions implemented by DHSWS and Municipalities, is affecting the water
demand profile. The current demand is less than the normal demand
experienced historically. The anticipated restrictions and trends in the future
demand is considered and implemented where required.

* The payment by Municipalities for services rendered has been unstable in recent
times. The expected budget forecast takes into account a more stable payment
culture by Municipalities, The impact of outstanding payments affects the
financial position and cash flow, which hampers the medium to long term
planning.

* Future Capex requirements for expansions and upgrades.

e Water Research and Catchment Management Levies are separate from the
Entity budget calculations.

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chalrperson}, Dr L Moorosi (Chief Executive)
Mr LEVR van Oudtshoorm, Mr LX Ntoyi, Mr J] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva



Bloem Water has made a concerted effort in revising the budget and tariff structure,
taking into account the above activities. The current status was scrutinized and
reprioritized with regard to the performance to date, CAPEX, Board requirements and
the cash flow position of Bloem Water. A further effort was to streamline the expected
expenditure and in certain instances the expenditure program was revised to ensure an
effective and efficient way in meeting our strategic objectives.

The Executive Authority, the DHSWS issued directives during previous years on
reducing the tariff increases, which together with the postponing of CAPEX funding
needs resulted in under recovery over the recent years.

There have been several changes to the requirements of agreements with Municipalities
over the years. The common agreements resulted in the changes to the structure of
recovery and its related tariffs. The Entity continues with the structure and its associated
tariffs, as it has been approved during the previous years.

The drought continuous and restrictions are applied by DHSWS. The Entity will continue
to pursue approval of the drought tariffs and its implementation for all water
consumption, as it was approved during the previous years. Its implementation is to
ensure that fixed and overhead cost is recovered and that the Entity operates in a
sustainable manner.

It is anticipated that Bloem Water needs to consider under recovery for the following
years as it is unlikely that high tariff increases will be considered and approved. The
ability to fund future CAPEX requirements is dependent on the revenue streams
generated by the allowed tariff increase, considering the set limits and debtors
payments.

The anticipated expenditure budget is R1 050 million (excluding impairment) for the
2020/21 financial year which is R86.3 for loan payments (Existing R51 million and new
R35,3 million), R269.2 million for CAPEX (include movable assets, refurbishment and
extensions) and R695.3 million for Operation and Maintenance.

The current operational environment was considered by Management as to pave a way
forward for the medium-term budget and tariff increases. Some of the major
considerations are:

- Political environment;
- Client requirements and relations;
- Affordability of tariffs;

s CAPEX requirements under current financial and water demand conditions;
- Current drought conditions and implications.

The financial sustainability of Bloem Water is dependent on several business principles,
standards and ratios of which the cash position is of utmost importance. A cash flow
management budget for the future is pertinent to ensure that sufficient cash is
generated as to be able to cover its expenditure. The main objective is to ensure that
Bloem Water is operated as a going concern and complies with the requirements set by
the DHSWS, National Treasury, and prudent business practices.

(

Mr TB Phitsane {Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorost {Chief Executive)
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Bloem Water has financial limitations and is restricted by ratios related to borrowing
limits. The CAPEX program of Bloem Water requires that capital investments are to be
made for expansion requirements dependent of external funding to be obtained. This
is also in relation to the inability of Bloem Water to fund expansions from own resources.

Income

The budget of Bloem Water is dependent on the volumes of demand. The future water
demands were requested but were not provided by all the Municipalities. It is to ensure
that an appropriate income stream is calculated and to generate revenue to enable
Bloem Water to fund its budget. It also takes contractual obligations and other income
into consideration. The tariff increases and income to be generated, will be sufficient
to cover O & M expenditure for 2019/20, but depreciated reserve funds are utilised to
support the under recovery in revenue and to fund refurbishments and acquisition of
movable assets.

The budgeted volumes are:

Tariff Detail Budget Forecast % Volume
— 2019/20 2020/21 Increase/Decrease

Volume of water 78 454 811 79 239420 1%

sold (kl) -

Purified

Volume of water 14 791 450 14 939 365 1%

sold (kl) - Raw

Total water sold 93 246 321 94 178 784 1%

(ki)

The revenue to be generated for 2020/21 via tariffs is R785.36 million.

The major income items incorporate the price/tariff and volume movements, to achieve
the revenue generation, is:

Tariff Increase
Revenue 9%

The revenue takes into account an increase of water demand towards a more normal
year than what has been experienced recently, as well as for the split from source of
supply between treated and raw. The tariff increase is determined to generate revenue
to fund expenditure.

The drought tariff implication is to ensure that overheads are covered during the
implementation of restrictions.

Operational Expenditure

= Operational expenditure for regions.

The Caledon River operating expenditure comprises of the Welbedacht Treatment Plant,
Bulk Pipelines, Reservoirs and Pump Stations to Bloemfontein, Reddersburg, Edenburg,
Wepener and other bulk customers. The operation of the Tienfontein and Novo
Schemes are to ensure optimal dam levels at Knellpoort and Rustfontein Dams.

(

MrTB Phitsane (Chairperson}, Adv TD Segoe-Backward (Deputy Chalrpersan), Dr L Mogrosi (Chlef Executive)
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The Modder River operating expenditure comprises of the Rustfontein Treatment Plant
and Bulk Pipelines, the Pump Stations and Reservoirs supplying to Bloemfontein,
Botshabelo, Thaba Nchu and Excelsior; the Groothoek Treatment Plant, Pipelines and
Reservoirs providing additional supply to Thaba Nchu. Additional requirements are to
operate the Rustfontein Dam to release bulk water supply to Maselspoort.

The Orange River operating expenditure comprises of the Treatment Plant at Bethulie
with Bulk Pipelines, Pump Stations and Reservoirs supplying Bethulie, Springfontein and
Trompsburg. There are other operations and different treatment plants supplying water
to Gariep and Philippolis.

- Operation and Maintenance Expenditure for Bloemfontein Office
(Head Office)

The expenditure is to operate and maintain Bloem Water's Head Office. It further
incorporates the payment of overhead cost such as existing loan obligations.

The operational expenditure incorporates the price, volume/number and other
movements.

Included in the operational expenditure (but not limited to) are the following major
expenditure items:

Price/Tariff Volume/Number | Other Increase
Increase Increase

Water Purchased 6,5% 1,0% -
Chemicals 5,5% 1,0% 2,0%
Depreciation - - 11,39%
Energy 5,5% 1,0% 1,0%
Repairs &
Maintenance 5,5% - 3,0%
Staff Costs 8,0% . 7,2%
Operating
Expenses 5,5% - 1,0%
(Including
Secondary
Activities)
Finance Expenses - - 35.5%

The major impact factors of operation and maintenance budgets are:

HR Requirements

The Minister of Human Settlement, Water and Sanitation has adopted the Hay Grading
module and has been adjudicating CE salaries and Board Member remuneration in
terms of the aforesaid. Provision is made for market related increases anticipated from
the Amanzi Bargaining Council and/or plant level agreements. Provision is made for an
8% increase in salaries on P3 Hay Grading forecasts. Provision is further made for new
positions in accordance with the new structure. A limited amount is provided for the
re-grading of positions as job requirements and content changes from time to time.
Provision is made for pension fund requirements.

MrTB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chalrperson), Dr L Moorosi (Chief Executive)
Mr LEVR van Oudtshoorn, Mr LX Ntoyi, Mr 1] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva



Chemicals

It is a challenge to align the chemicals cost to volumes treated, due to fluctuation in
quality of water, but it is envisaged that the budget will be aligned with average
treatment based on historic trends associated with average rainfall, runoff, etc.
Provision is also made for demand volume adjustments. It is further envisaged that
the chemical price will increase by 5,5% from the previous year. Provision is made for
a volume increase of 1,0% and quality of water increase of 2,0%, resulting in a total
cost increase of 8,5%.

Electricity

Electricity is aligned to the demand for bulk treated water and bulk raw water
distribution. Provision is also made for demand volume adjustments of 1%
incorporating the water restrictions and demand management.

A dry season is experienced and the dam levels are beyond optimum levels. Provision
of 1% is made for additional electricity costs for the transfer between the catchment
areas to ensure that Rustfontein Dam and Knellpoort Dam remains within optimal
supply levels and to mitigate the risk of failure e.g. NOVO Transfer scheme. It is
anticipated that a price increase of 5,5% will be required. The cost increase for
electricity is expected to be in the range of 7,5%. The Nersa consideration will be taken
into account if amendments are approved.

Water levies

The Pricing Policy on Raw Water is managed by The DHSWS and increases were
communicated during consultation processes. Raw Water charges increases ranges
from 6.46% to 16.5% at the major abstraction points. The total cost increase is
expected to be 6,5% as the volumes increases.

CAPEX
- Existing loans

Bloem Water is currently servicing the following loans with its contractual obligations
which have been included in the calculation of the budget and the tariffs.

Development Bank of South Africa

The loan is unsecured and bears interest at a fixed rate of 8,91% per annum. Average
repayments of R922 648 are made on a six-monthly basis. The agreement came into
effect on 31 March 2006 and will continue until 31 March 2021,

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,12% per annum. Average
repayments of R5 221 403 are made on a six-monthly basis. The agreement came into
effect on 29 December 2006 and will continue until 29 December 2021.

Nedbank

The loan is unsecured and bears interest at a fixed rate of 9,8% per annum. The loan
facility amounts to approximately R270 million and has a draw down arrangement.
Average repayments of approximately R19,3 million are made on a six-monthly basis.
The agreement came into effect on 1 March 2013 and will continue until 1 March 2023,

G
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- New requirements

Funding model - In a best-case scenario the long-term funding should be aligned to
lifespan of assets and recovered through increase in volumes, The alignment is not
always possible, and consideration is also given to Borrowing limits requirements,
limiting spikes in Finance Cost/Repayment profile and alignment to seasonal changes,
cash flow availability, available reserves and funding products available in the market.
Provision have been made for a R100 million loan at a fixed interest rate of 12% over
a period of 10 years for the 2020/2021 financial year.

Discussions were held between DHSWS, Bloem Water and the Municipalities regarding
the CAPEX Plan. The major contribution factors are the extension of Rustfontein
Treatment Plant, new pipeline from Rustfontein Treatment Plant to Botshabelo,
Welbedacht to Brandkop pipeline and the extension of the NOVQ Transfer Scheme to
augment supply.

The CAPEX and refurbishment projects are reflected in the following tables.
Projects to be funded via tariff recovery.

Extension Projects Status: Total
Project
1 July 2019 - 30 June Estimate
2020 Cost
R Million
MODDER RIVER REGION
Extend Treatment Capacity of Rustfontein Water Phase 1: The designs had
Treatment Plant - study and construction been completed for the

additional extension of
Rustfontein WTW for

150 Mi/day.

Phase 2: The funding for

construction not secured 500.00
Modder River: Construction of Tabali - OK Pipeline Phase 1: the designs had
(10 km, 600mm) been completed

Phase 2: The funding for

construction not secured 80.00

Design, tender and construction of 17 km long pipeline Phase 1: Designs for one
between Knellpoort and Welbedacht direction pipeline completed
for the 17 km long pipeline
from Welbedacht to
Knellpoort Dam.

Phase 2: Deferred
construction due to funding
not secured 400.00

Construction of the Pre-Treatment Sedimentation Off- Planning concept

channel Storage tank to reduce siltation from developed.

Welbedacht Dam into WTW Phase 1: To procure the
PSP for designs and

Phase 2 of construction will
follow 90.00

TOTAL EXTENSION COST 1,070.00

Mr T8 Phitsane {Chairperson}, Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi {Chief Executive)
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Projects to be funded via grants or special approvals.

Extension Projects

Status : 01 July 2019 - 30 June 2020

Design and construct 33,7 km long 1 000mm diameter
bypass line parallel to existing Caledon/BFN PCP line from
Leeukop take off to Brandkop

Phase 2:The Design and Construction of the the 71,3km
long, 1 000mm diameter Steel Pipeline from Leeukop to
Welbedacht parallel to the existing Caledon - BFN PCP
pipeline,

Phase 1 : In Construction of the
Welbedacht 33,7km long , 1 000mm
diameters, Steel Pipeline parallel to
Existing 1 170mm Pres-Stressed
Concrete Pipeline ( PCP } from Leeukop
Junction to Brandkop Reservoir with
connections to existing infrastructure and
connections. Funded by Department of
Human Settlement , Water and
Sanitation

Construction of Xhariep Pipeline from Xhariep Dam into
existing Bloem water infrastructure ( Knellpoort Dam )

Phase 1 : Pre Feasibilty Study
Completed in 2015

Phase 2 : Appointment of the PSP for
the Detailed Feasibility up to Design
Stage and EIA , Water Use Licence Stage
completed . The Study to commence

Refurbishment Projects to be funded via tariff recovery.

REFURBISHMENT PROJECTS

Total Project
Estimate Cost
R Million

MODDER RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15.00

Repair / Refurbishment / Replacement Valves and Actuators 10.00

mechanical & electronic

Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 4.90

Rehabilitation/ cleaning of Sludge Lagoons

23.00

TOTAL MODDER RIVER

52.90

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Moorosi (Chief Executive)
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CALEDON RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 15.00
Repair / Refurbishment / Replacement Valves and Actuators 9.30
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 6.00

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 0.00
Caledon- BFN PCP Rennovations & Resealing 25.00
TOTAL CALEDON RIVER 55.30
ORANGE RIVER REGION

Repair / Refurbishment / Replacement of Pumps and motors 7.50
Repair / Refurbishment / Replacement Valves and Actuators 2.80
Repair/ Refurbishment/ Calibration of bulk , billing meters and water balance meters( 5.70

mechanical & electronic

Rehabilitation/ cleaning of Sludge Lagoons 10.00
TOTAL ORANGE RIVER 26.00
BLOEMFONTEIN

Water Conservation and water demand Management Programme( Leakage detection, 17.50
Resealing of Reservoirs, Water Loss Reduction) Regions

Cathodic Protection System, installations & Refurbishments ( Regions) 2.50
Dam Sluice Gate Refurbishment( Rustfontein , Welbedacht and Knellpoort Dam) 1.20
TOTAL BLOEMFONTEIN 21.20
TOTAL REFURBISHMENT COST 134.20

Bloem Water has envisaged CAPEX requirements for improvements and refurbishments
to the value of RS00 million during the next 5 years, which needs to be funded from
internal and external sources. It is dependent on the approval of tariffs and the
adoption of Business Plans during this period. The Borrowing Limits were approved
until 2015/16. The CAPEX requirements are aligned to it, although additional
requirements remain to be funded due to insufficient funds and financial limitations. It
excludes any investments for expansion of capacity to the Bloemfontein area due to the
magnitude of it, which will require special treatment.

It is necessary to note that funding for new capital requirements could not be
accumulated in the proposed tariffs for the 2020/21 year, but will only be considered
during the following years, taking into account the restrictions regulated by financial
ratios as directed by DHSWS and National Treasury.

- Movable assets

Bloem Water makes provision for the acquisition and replacement of movable assets
from internal sources in accordance with its Fleet Plan.

Operational Projects

Included in the budget are smaller projects relating to:

Mr TB Phitsane {Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi (Chief Executive)
Mr LEvR van Oudtshoorn, Mr LX Ntayi, Mr J] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr Z Mkiva
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S School health projects;

- Computerised maintenance management system;

o Technical projects;

- Information technology projects;

S Community participation and development projects;

= Other activities that Bloem Water is involved in are exchange programs
with the partners from Water Institutions in South Africa, Malawi and Lesotho.

Key Issues Considered
Bloem Water is continuously surveying the state of its infrastructure and assets. This is

taken into account when funds are required for extensions and refurbishment.

Bloem Water has been monitoring the effect of the energy cost over the recent years.
The similar tendencies were incorporated into the calculation of future energy cost in
accordance with the expected NERSA projected energy increases related to the
industry.

Bloem Water continues to interact with stakeholders on outstanding accounts. It
involves sessions with the Municipalities, National and Provincial Water and Sanitation,
National and Provincial Treasury, Provincial Government and COGTA.

The impact of the future sanitation requirements will be considered on a specific and
case by case basis.

General

Bloem Water has considered and took into account National Government’s priorities,
goals, inflation targets and applicable macro policies during the budget process and
incorporated it into the 5 year budget period and forecasted tariffs.

Matters considered were census figures, growth prospects, demands by municipalities
and DHSWS requirements. These matters were costed and included in the Operation
and Maintenance cost and expansion programs, which led to the tariff structure.

Bloem Water has taken various steps and implemented processes to further improve
its competitiveness and efficiency to streamline or to reduce cost. Some of these are:

- Strict Financial and Managerial control;

- Risk mitigation measures.

- Electrical consumption alternative services;
- Load shifting;

- Chemical usage and related products;

- Quality of water source (siltation);

- Fleet management program and control;

Bloem Water conducted a benchmark process with other water boards. The tariff
proposal is aligned with water boards. Bloem Water is heavily geared and reliant on
debt due to its CAPEX program and expansion requirements for the future.

Mr T8 Phitsane (Chairperson), Adv TD Segoe-Backward (Deputy Chairperson), Dr L Mooros] (Chief Executive)
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The budget calculations are made to utilise reserves during the identified years and to
break even or to build up depreciated reserves, which will be utilised for future funding
in accordance with depreciation requirements. The refurbishment work is committed
and mostly funded from internal depreciated reserves. Refurbishment cost is envisaged
to remain aligned with the depreciated amount of that particular financial year. The
cash flow position of Bloem Water is therefore of a critical nature and it is envisaged
that the cash position should be stable from a debtors’ position. The long-term budget
is aligned to the expected cash inflows needed to fund O & M and CAPEX obligations,
The O & M should break even and the cash reserves and capital levies earned are
utilised for financing CAPEX requirements and where possible to build up funding for
depreciation.

Bloem Water has budgeted to achieve the targets in the future in terms of the
Guidelines and the standards set by DHSWS and NT. The ratios in the Business Plan
for 2020-2025 will reflect the expected ratios as aligned with the forecasted financial
statements,

The proposed increase will enable Bloem Water to implement its O & M requirements
and honour existing loan obligations, but not to obtain funding for the entire future
CAPEX program. It needs to be aligned with the approved Borrowing Limits and with
the tariff increases envisaged for the next five years.

To implement some of the major future projects listed in the Business Plan and
contained in the “Water Reconciliation Strategy for the Large Bulk Water Supply
System: Greater Bloemfontein Area” earmarked for funding by Bloem Water will have
an impact and additional tariff increases needs to be considered for it.

The tariffs reflected below will still allow for under recovery. The diversified tariff is
calculated on activity base costing; taking into account the O & M input of the different
regions, Head Office pro rata allocations and CAPEX obligations.

The following table reflects the cost recovery basis:

Budget 2020/21
Total Cost for the Period R - Mil
Fixed and Variable
Total Cost 1 050.75
Loan Obligations (Capital & Interest) 86.28
O & M Expenditure 695.25
Capex 269.22

The following table reflects the revenue and expenditure for the financial year based on
the proposed cost under recovery basis.

Budget 2020/21
Total Cost for the Period R-Mil
Total Revenue Recoverable 785.36
Total Cost (1 050.75 !
Shortfall funded via depreciated reserves/borrowings {(265.39)

Mr TB Phitsane (Chairperson}, Adv TD Segoe-Backward (Deputy Chairperson), Or L Moorosi (Chief Executive)
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Bloem Water has been in consultation with the DHSWS with regard to the impact of the
restrictions implemented by the Municipalities, due to the drought. The approved tariffs
from restrictions will be implemented until it is withdrawn or alternative decisions are
taken.

In the event that a break even scenario is required in the 2020/21 year, an additional
tariff increase is required. The same principle will be required in the event that
restrictions are implemented and fixed overhead cost should be recovered.

The following table reflects the implication of the tariff increases for the year under a
cost under recovery and a full cost recovery basis.

Cost Under Recovery R - Value R - Value % Increase from

2019/20 2020/21 2019/20 approved
Tariff Tariff tariff

Treated 9,01 9,82 9%

Raw 6,62 7,21 9%

Full Cost Recovery

Treated 9,01 11,77 30,73%

Raw 6,62 I 8,13 22,84%

The Minister of Human Settlement, Water and Sanitation issued restrictions on water
use in the area and approved tariffs due to the drought. When a 10% restriction is
implemented then an additional tariff will be implemented. The fixed and variable cost
implications were considered with the implementation of restrictions. For every 10%
water restrictions implemented an additional tariff from 0 usage for raw water will be
increased with RO,75/kt and treated water with R1.06/kt.

Similar calculation applicable for increased restriction levels.

Alternative options to cover the cost were considered in the past, as a once off charge,
as a flat rate per month or part of the annual increases but was not acceptable.

National Treasury required that the tariffs be separated between the normal and
drought tariff. It will allow tariffs to change as the restrictions changes.

Conclusion

The proposed tariff for the 2020/21 financial year and the following 4 years in the
Business Plan is in line with the current trends and historic forecasts.

A summary of the main items in the budget is attached for your reference and
convenience as Annexure 1.

The Board approved the following tariffs from 0 usage per ki for 2020/21:
Water Demand Tariff:

Treated Water - R9,82
Raw Water S R7.21

(

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward {Deputy Chairperson), Dr L Moorosi {Chief Executive)

Mr LEVR van Qudtshoorn, Mr LX Ntoyi, Mr J] Price Pr. Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyoni, Ms MAF Moja, Mr 2 Mkiva
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Restrictions Tariff: (For every 10% of water restrictions implemented by DHSWS)

Treated Water - R1.06
Raw Water - ROC,75

Basic monthly administration cost increase of R57.30 /meter

That the Water Research Levies and Catchment Management levies be recovered as
approved by authorities.

This constitutes tariff increases of 9% and it maintains a level of under recovery.

The aim of the budget is to comply with sound business principles, standards and ratios
as set out in the guidelines for Business Plans for Water Boards issued by the Executive
Authority, Department of Human Settlement, Water and Sanitation and National
Treasury, current operational status of the Bloem Water and Municipal environments
as well as in the Protocol on Corporate Governance of SQE's,

It further aims to comply with the standards and set ratios to achieve a break-even
scenario over the medium term and to continue as a going concern.

I would appreciate it if the abovementioned can be taken note of as it will form part of
the discussions during the consultative processes. Your office was requested to provide
possible dates for such a meeting. It is to enable both parties to meet and comply with
legislative deadlines.

Bloem Water requests your formal written response to this communique as required by
the PMFA, to enable Bloem Water to comply with timeframes set in Circular No 23. The
submission to Department of Human Settlement, Water and Sanitation is due by 25
January 2019,

You are further requested to acknowledge receipt of this letter.
Please contact my office for any further information.

Yours sincerely

}

f

L’

DR L MOOROSI
CHIEF EXECUTIVE

Cc: Ms T Sigwaza, Deputy Director General: Water Sector Regulation {Acting)
Dr T Ntili, Regional Director, DHSWS
Mr W Moraka, SALGA Specialist in Water and Sanitation
Mr K Ralikontsane, DG, Free State Provincial Government
Ms S Chimuti, National Treasury, Director; Water Sector
Ms S Moshidi, Acting Chief Director: Economic and Social Regulation

(

Mr TB Phitsane (Chairperson), Adv TD Segoe-Backward { Deputy Chairperson), Dr L Moorosi (Chief Executive)

Mr LEVR van Oudtshoorm, Mr LX Ntoyi, Mr ] Price Pr, Eng, Ms TN Sandlana, Ms DM Manamela, Mr T Manyonl, Ms MAF Moja, Mr Z Mkiva



ANNEXURE 1

Detall breakdown of percentage increase between 2019/2020 and 2020/2021
[TARIFF DETAIC Busineas Flan Forecast 201 vs 2020121 Increaseldecreass
ume 3
2019/20 vs 2020/21 % | Increase |Increasel{decr|increasel{decre
2019/2020 R'000 000 202042021 R'000 000|  Increaso/decrease % ease) % a3e) %
Volumes
Volume of waler sold (kl} - Purified 78.5 79.2 1.00% 1.00%
Volume of water sold { ki) - Raw 14.8 14.9 1.00% 1.00%
Total water sold (ki) 83.2 4.2 1.00% 1.00%
Tariffs
Purified water taniff 9.01 9.82 9.00%
Raw waler tariff 8.62 7.21 9.00%
Drought tariff - purified for every 10% rastriction 0.97 1.08 9.00%
Drought tariff - raw for avery 10% restriction 0.69 0.75 9.00%
Total income billed 807.7 888.9
Water sales 804.4 885.6 10.08% 9.00% 1.00% 0.09%
Other incoma 1.5 1.6 5.00% 5.00%
Finance incomnea 1.8 1.8 0.00%
Impai of trade receivablos -139.5 -103.6 -25.75% -25.75%
Total income recoverable 668.2 785.4 W]
Expenditure
Waler abstraction cost -34.4 370 7.50% 6.50% 1.00% 0.00%
Chemcals =231 <250 8.50% 5.50% 1.00% 2.00%
Depreciation on cost price - non-cash expense -59.1 858 11.39% 11.39%
Energy -128.6 -1383 7.50% 5.50% 1.00% 1.00%
Rapairs and Mainlenance 237 -25.7 83.50% 5.50% 0.00% 3.00%
Employmeant costs -286.7 -320.8 15.02% B8.00% 0.00% 7.02%
Operaling Expenses $9.1 736 6.50% 5.50% 0.00% 1.00%
Financa expanses =245 328 30.23% 30.23%
- Finance expenses - exisling -12.9 9.1 -29.25% -29.25%'
| - finance expensas - new -1240 -233 94.30% 94,30%
Capilal portion of loans. 43.7 -53.8 23.28% 23.28%
- capital portion of loan - existing -38.0 417 9.96% 9.9W|
-capital ion of loan - new 5.7 121 112.00% 112.00%
CAPEX -198.6 -269 2 35.53% 35.53%
ROA 0.0 0.0
|Total expenditure {O&M & Capex {including extenslons) -892.0 -1,050.8 |
[Shortiall - funded via 2238 2654
Depracialion on cest price - non-cash expense 59.1 658
New borrowings 100.0 100.0
Cash Resarves §4.7 996
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‘m};ﬁ water & sanitation

-,

Department:
: : Water and Sanitation
W REPUBLIC OF SOUTH AFRICA

2020/21 PRELIMINARY BULK WATER TARIFF CONSULTATION

Date : 23 October 2019
Time 1 10:00-12:00
Venue : CD:ESR Boardroom

DRAFT AGENDA

Chairperson: Mr Humbulani Nevondo

No ITEM ' RESPONSIBILITY |
1 | Opening and Welcome ' " Chairperson i
2 | Apologies All
3 | Adoption of agenda All
4 | Purpose | Chairperson
| 5 | Discussion items ,
3.1 | 2020/21 Bulk Water Tariff Presentation All
5.2 All
5.3 |
5 | Other matters All
6 Way forward All
7 | Closure Chairperson




Daehne Martin-Jones-Futter

Subject: 2020/21 Preliminary Tariff Consultation

Location: Boardroom ND 4079 (178 Francis Baard Street, Ndinaye Building, Pretoria)
Start: Wed 2019/10/23 10:00

End: Wed 2019/10/23 12:00

Recurrence: (none)

Meeting Status: Accepted

Organizer: Nyabanyaba Lehlohonolo

Good day,

You are cordially invited to the attend the 2020 preliminary bulk water tariff consultation.

The meeting arrangements are as follows;-

Date: 23 October 2019

Venue: Boardroom ND 4079 {178 Francis Baard Street, Ndinaye Building, Pretoria)
Time: 10:00 - 12:00

[1]

ATT48127 1.jpg

Mr. Lehiohonolo Nyabanyaba

Chief Development Expert: Bulk Water Pricing

Chief Directorate: Economic and Social Regulations

Department of Water & Sanitation: Head Office

178 Francis Baard Street, Ndinaye Building, Pretoria, 0001

B nyobanyabai@dws.gov.za | B 012 336 7615 | 060 980 8480 | & 086 690 6481

DISCLAIMER: This message and any attachments are confidential and intended solely for the addressee. If
you have received this message in error, please notify the system manager/sender. Any unauthorized use,
alteration or dissemination is prohibited. The Department of Water and Sanitation further accepts no
liability whatsoever for any loss, whether it be direct, indirect or consequential, arising from this e-mail, nor

Draft Agenda 23
Oct 2018.docx

for any consequence of its use or storage.
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