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MAYORAL SPEECH ON THE BUDGET AT THE COUNCIL
MEETING ON 29 MAY 2013

Mr Speaker,

Deputy Executive Mayor,

Mayoral Committee Member for Finance,
Councillors,

the Municipal Manager,

Officials,

Ladies and gentlemen,

It is with much pride and a sense of achievement that | present the
2013/14 budget for the Overstrand Municipality. As you know, we
dealt with very difficult economic circumstances this year and a clear
message came from our pensioners and people who live from the
interest on their life savings, that they cannot afford sharp increases on

rates and tariffs.

We have this on the one hand, but on the other hand we are also
under pressure to maintain our level of service and even to increase
our services in view of the fast population growth that our area
experiences. With a 50 per cent increase in numbers from 2001 to
2011, we are the 7™ fastest growing municipality in terms of population
in the country. The greater portion of this in-migration lives in the
poorer areas and is dependent on our indigent grant scheme, for
which we use our annual equitable share or unconditional grant from

Central Government.



We must also provide more funds for the maintenance of our plants,

property and equipment because of the large amounts invested in

infrastructure over the past six years as part of our 25 year plan to

catch up with a backlog of R2.4 billion.

And then another cold fact is that we can do very little about controlling

the seventy per cent of our budget that relates to:

A

Salaries and wages - this 30 per cent chunk of our budget is
determined by a three year Local Government Bargaining Council
agreement that was entered into nationally between SALGA and
the trade unions last year. We are, in terms of legislation, bound
by this agreement. In the case of councillors, salaries are
regulated by the Remuneration of Public Office Bearers Act. The
salaries of our Municipal Manager and Directors are market-
related as determined by an Independent Remuneration
Consultant. Having said this it is important to note that the
Municipal Manager and Directors do strictly control the filling of
vacancies. Each and every vacancy must be properly motivated

in terms of business and operation requirements.

Input costs like bulk purchasing of electricity, fuel and chemicals,
where, as you know, there is a constant upward curve higher

than the inflation rate.

The budgeting process already started in August last year when our

communities and the administration supplied us with their inputs and

needs. If accepted as such, the impact would have meant an increase



of 16 percent in our accounts to meet the operational demands, while

R460 million would have been required to finance the capital budget.

At the meeting of the Overstrand Municipal Advisory Forum in
December 2012 we explained to the community the reasons why there
are not enough resources to meet all the demands and indicated that
the way forward will be to focus on increasing productivity, to increase
our efforts to get more grants from national and provincial government
and to look out for opportunities to attract public and private

iInvestments in our area.

After that meeting the Budget Steering Committee met five times
between December 2012 and February 2013 to review the budget
proposals and tariffs with the result that we could keep the increase on
municipal accounts to less than 10 per cent for most households and

to less than 5 per cent for sub-economical and poor consumers.

The draft budget was assessed by a technical committee from the
Western Cape Provincial Government, who found the budget
proposals to be credible and sustainable, although they made a few
recommendations for improvement, but from certain sections of the

community there was strong resistance to the proposals.

Initially the resistance was aimed at an erroneous indication on the
draft budget that the vote for the salaries of the municipal manager

and directors will increase with 14.2 per cent, which in fact should



have been 6.9 per cent. We rectified that error as quickly as possible
and even met with certain members of the community to explain the

situation and they accepted it as such.

This, however, did not succeed in calming the mood of the community,
who then went on to claim that their objections and proposals
regarding the budget are not taken seriously and that this has been the

case for many years.

This is a very serious allegation in view of the fact that we pride
ourselves on the effectiveness and efficiency of our ward committee
system which we regard as our official channel for community

consultation.

Even if our current process was not as thorough and comprehensive
as we had hoped, | am still of the opinion that the voices of our
residents and other stakeholders were heard and | can give you the

assurance that they were noted.

After the closing date for public input on the draft budget, the Budget
Steering Committee met again several times and we managed to
lessen the impact on our ratepayers even further by cutting back an
amount of R4.85 million on our budget for the maintenance of roads.
Any further saving could not be identified without affecting our service

delivery negatively.



So, with this in mind, what does our final budget look like?

The 2013/14 Operational Expenditure Budget amounts to R824
million. Compared to the current adjusted budget of R759 million this
represents an increase of 8.6 per cent, much in line with last year’'s

increase of 8.75 per cent.

The salary budget as part of the above amounts to R259 million, which
comprises 30 per cent of the operational expenditure budget. In terms
of the agreement between SALGA and the Trade Unions, we had to
budget for a 9.35 per cent increase in salaries for staff other than the
Municipal Manager and Directors. Staff costs are, however, in spite of

the increases, still viewed as moderate.

The 2013/14 Operational Revenue Budget amounts to R781 million
and represents an 8.6 per cent increase to the current adjusted budget
(R719 million).

The average increase on property rates for 2013/14 is set at only
4.05 per cent on residential (compared to 6.13 per cent last year)
and 6.03 per cent on business properties. Exemptions and
rebates as in the past will be applicable on residential properties
to lessen the plight of the poor. There are also rebates applicable
on guesthouses, B&B’s and agricultural properties to stimulate

economic development.



Much has been said and quite a lot of inputs were received on
the property rates tariff of vacant land. In this regard it is
important to note that Section 8 of the Property Rates Act is
permissive and allows a municipality in terms of criteria set out in
its rates policy, to levy different rates for different categories of
rateable properties determined, inter alia, in terms of the use of

the property.

Section 8(1) of the Property Rates Act gives municipalities a wide
discretion to include other categories of rateable properties

including categories based on the use of the land.

The amended rates policy of the Overstrand Municipality sets out
the criteria to levy rates for a category of rateable property known

as 'vacant land .

The Municipality has been through a procedurally fair process
and advertised and received comments on the rates policy.
There was no objection to the introduction of the category of

rateable property as 'vacant land ' within the period for comment.

The purpose of the introduction of a new category of rateable
property of 'vacant land ' which will be rated more highly than the

category 'residential property ' is inter alia, the following:



To encourage property development;

To encourage densification in line with the integrated
development plan.

It is preferable to the municipality to have properties within
its jurisdiction which are developed and occupied.

The need to encourage residential occupation of properties,
as this is a municipality where many people seek to retire.
The category of vacant land will be in line with the actual use

and not just the permitted use.

The inclusion of such a category and differential rating systems is

also widely practiced in other municipalities.

The Property Rates Act contemplates an annual review of our
rates and tariff policies and accordingly during that annual review
a particular property may change category or a category may be
created and the rates for that property adjusted to deal with actual

or permitted use.

A proposed nett increase of 63.4 per cent is to be introduced on
rates on a property which now falls within the category of vacant
land. It is very important to note that in practice this increase
translates as follows: if vacant land is valued at R780 000.00,
this amounts to an approximate R140.00 increase in the rates per
month and if the property is valued at R250 000.00, this amounts

to an approximate increase of R40.00 per month.



The phasing in of increased property tax on agricultural land to
comply with the prescribed rebate of 75 per cent will be
implemented during the 2013/14 financial year, as announced

last year.

While the basic electricity fee has been increased by 22 per cent,
electricity consumption costs will rise with an average of 5.27 per
cent across the inclining blocks if approved by the National
Electricity Regulator (NERSA).

Water tariffs will increase with 18.23 per cent due to the fact that
only indigent households will now receive the first 6 k of water

free.
Sewerage tariffs will rise by 8.83 per cent.
Waste removal tariffs will increase by 8.53 per cent.

The 2013/2014 Capital Budget amounts to R110 million.

So what are we achieving with this budget?
Infrastructure investment continues to maintain our 25 year plan
to address the infrastructure backlog of an estimated R2.4 billion.
We said we should spend at least R100 million per year and we

managed to achieve that under very difficult economic

circumstances. We also budgeted for a small surplus on the



operational budget in order to provide money from our own

sources for capital expenditure during 2014/15.

Housing: Although subsidies are provided by provincial
government, the provision of low cost housing is also putting
strain on municipal resources because the grants are not
covering all costs. The formula for these subsidies should be
revised by the Department of Human Settlements in order to

enable us to put our money where it can work harder for us.

My opregte dank aan al die Raadslede en wykskomitees vir hulle
insette in die begroting, die Munisipale Bestuurder, mnr Coenie
Groenewald en die Voorsitter van die Finansies Portefeuljekomitee,
Rdl Ben Solomon.

Dit is met ‘n knop in die keel dat ek hiermee ‘n afskeidsgroet tot ons
uittredende Direkteur: Finansies, mnr Henk Kleinloog, rig wat vir baie jare
die argitek van ons begrotings was. Ons gaan sy dryfkrag en insig met die
volgende begrotingsproses mis, maar gelukkig is sy opvolger -

me Santie Reyneke-Naude - onder sy hande geslyp en is sy span,
bestaande uit Bernard King, Elmarie Hooneberg, Veronica Allen, Georgia

Willemse en Llyle Tait nog steeds hier.

‘n Spesiale dankwoord aan al die amptenare van die ander direktorate vir

baie ure oortyd gewerk tydens die samestelling van die begroting.

Dankie ook aan ons Direkteur van Bestuursdienste, Desiree Arrison, en
Rochelle Louw vir die kwaliteit GOP wat ons weer eens ter tafel kan |€é.
Hou in gedagte dat die produk in-huis saamgestel is met die hulp van ‘n
baie klein spannetjie.



| would like to appeal to our community, all organisations and role players
to give credit to this incredible effort and to help my fellow councillors and
myself to resolve the problems. We are now laying the foundations for the
next period of growth in the Overstrand to ensure that we establish an
excellent, corruption free, service delivery organisation in which we can
pride ourselves to do justice to our vision of being a Centre of Excellence

for our community.
Mr Speaker,

| have pleasure in proposing the adoption of the 2013/14 budget.

NICOLETTE BOTHA-GUTHRIE
OVERSTRAND EXECUTIVE MAYOR



o« U-Masip

ONERSTRAND
4

ORDINARY MEETING OF THE COUNCIL

GEWONE VERGADERING VAN DIE RAAD

INTLANGANISO YESIQHELO YEBHUNGA

MINUTES / NOTULE
IMIZUZU

DATE / DATUM /UMHLA : 29 MAY / MEI / MEYI 2013

VENUE / PLEK / INDAWO : AUDITORIUM / OUDITORIUM /
ODITHORIYAM

CIVIC CENTRE / BURGERSENTRUM / IZIKO LOLUNTU
HERMANUS

TIME / TYD / IXESHA: 11:00



OVERSTRAND

MUNICIPALITY / MUNISIPALITEIT / U-MASIPALA

MINUTES OF A ORDINARY MEETING OF THE COUNCIL
HELD IN THE AUDITORIUM, CIVIC CENTRE,
HERMANUS, ON 29 MAY 2013, AT 11:00

PRESENT/ TEENWOORDIG

OFFICIALS PRESENT/
AMPTENARE TEENWOORDIG

Councillors were present as per attached
attendance register.

Mr C Groenewald, Municipal Manager

Mr S Muller, Director : Infrastructure & Planning
Mr N Michaels, Director : Protection Services
Mr R Williams, Director : Community Services
Ms D Arrison, Director : Management Services
Mr H Kleinloog, Director : Finance

Mr S Madikane, Director : Local Economic
Development

Mr C le Roux, Deputy Director : Finance

Mr F Myburgh, Senior Manager : Gansbaai
Administration

Ms C Jonkheid, Senior Manager : Kleinmond
Administration

Mr D Kearney, Senior Manager : Hermanus
Mr D Lakey, Senior Manager : Legal Services
Ms H van der Stoep, Senior : Town Planner
Ms S Reyneke-Naude, Senior Manager :
Expenditure & Asset Management

Mr B King, Senior Manager : Financial Services
Ms R la Cock, Senior Manager : Supply Chain
Management

Ms R Louw, Manager : Strategic Services

Mr M Potgieter, Manager : Contracts

Mr L Tait, Accountant : Capital Budget

Ms G Bucchianeri, Manager : Budget Office
Ms V Allen, Manager : Financial Accounting
Ms E Hooneberg, Senior Manager : Income
Mr L Smith, Chief Fire Services & Disaster
Management

Mr F Krige, Manager : Communication : Office of
the Mayor

Ms C Swartz, Accountant : Collections

2/....



ALSO PRESENT/
OOK TEENWOORDIG

-2

Mr T Olivier, Senior Administrative Officer

Ms D Laing, Relief Clerk : Auditorium &
Administration

Ms D Uys, Administrative Officer : Council
Support Services

Ms H van Tonder, Manager : Council Support
Services

Members of the public as well as the press were
present.

MINUTES/....
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The categories of rate-able properties for purposes of levying rates and the proposed rates for the
2013/14 financial year based on a percentages below, to increase from 1 July 2013 is contained

below:






















Other materials

Remuneration of councillors
Grants and subsidies
Contracted services
Finance charges
Depreciation & asset
impairment

Other expenditure

Bulk purchases

Employee related costs

b wWN PR

© 0o ~NO®

Figure 1 Main operational expenditure categories f  or the 2013/14 financial year

1.5.1 Priority given to repairs and maintenance

Aligned to the priority being given to preserving and maintaining the Municipality’s current
infrastructure, the 2013/14 budget and MTREF provide for growth in the area of asset
maintenance, as informed by the asset renewal strategy and repairs and maintenance plan of the
Municipality. In terms of the Municipal Budget and Reporting Regulations, operational repairs and
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Budget Year
13/14

=]
B Bulk purchases 156 893 172 582 189 840
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Note that the number of households in informal areas that receive free services and the cost of
these services (e.g. the provision of water through stand pipes, water tankers, etc) are not taken
into account in the table noted above.

2.3.3 Providing clean water and managing waste wate r

The Department of Water Affairs conducts an annual performance rating of water treatment works,
presenting a Blue Drop or Green Drop award respectively to potable water treatment works and
waste water treatment works that meet certain criteria of excellence.

The Municipality was awarded Blue Drop status in 2012/13, indicating that the Municipality’s
drinking water is of exceptional quality.

Of the 5 waste water treatment works, one was awarded Green Drop status in 2011/12, indicating
that this plant consistently meet waste water treatment standards of exceptional quality. The
remaining 4 plants will require renewals/upgrading to meet the minimum Green Drop certification
standards. This has been prioritised as part of the 2013/14 medium term capital budget.

The following is briefly the main challenges facing the Municipality in this regard:

. The infrastructure at most of the waste water treatment works is old and insufficient to treat
the increased volumes of waste water to the necessary compliance standard;

. Shortage of skilled personnel makes proper operations and maintenance difficult;

. Electrical power supply to some of the plants is often interrupted which hampers the
purification processes; and

. There is a lack of proper regional catchment management, resulting in storm water entering

the sewerage system.

The following are some of the steps that have been taken to address these challenges:

. Infrastructure shortcomings are being addressed through the capital budget;

. The filling of vacancies has commenced and the Waste Water Division will embark on an
in-house training programme, especially for operational personnel;

. The Electricity Division is to install dedicated power supply lines to the plants; and

. The Division is working in consultation with the Department of Water Affairs to address

catchment management.

2.4 Overview of budget related-policies

The Municipality’s budgeting process is guided and governed by relevant legislation, frameworks,
strategies and related policies.












Revenue by Source - Major - Chart A5(a)
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Capital funding by source - Chart A13

200 000
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w5 56
» Capital transfers recogrised 20724 23791 20447 62450 72267 72267 36028 23687 24006
» Borrowing 70000 86942 99489 83901 7716 77146 59861 40000 45000
= Public contributions & donations 4966 7546 8183 516 516 3583

Figure 7 Sources of capital revenue for the 2013/1 4 financial year

Capital grants and receipts equates to 32,8 per cent of the total funding source which represents
R36 million for the 2013/14

Borrowing still remains a significant funding source for the capital programme over the medium-
term with an estimated R59 861 million. As explained earlier, the borrowing capacity of the
Municipality has essentially reached its limits and going forward borrowing limits will remain
constant.

The following table is a detailed analysis of the Municipality’s borrowing liability.
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Revenue by Source - Major - Chart A5(a)
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Revenue by Source - Major - Chart A5(b) - source tr end
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Expenditure by Type - Major - Chart A7
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Budget Year +1|Budget Year +2
14/15 15/16

=}
W Local Economic Development 2264 7520 5402 4105 5214
B Community and Protection Services 187 471 236 945 255 786 281 153 293 419 273 849 294 273
=}

B Management Services
B Municipal Manager

=}

Budget Year +1|Budget Year +2
14/15 15/16

=]
‘- Local Economic Development 1988 5347 8 364 7905 8 303 8143 8509
‘- Community and Protection Services 261 278 409 533 406 717 396 664 433 942 446 842 475 331
o

‘I Management Services

‘I Municipal Manager
o

Expenditure by Municipal Vote - Chart A2 (b Trend)
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Municipal Budget Circular for the 2013/14 MTREF

This circular provides further guidance to municipalities and municipal entities for the
preparation of their 2013/14 Budgets and Medium Term Revenue and Expenditure
Framework (MTREF). It must be read together with MFMA Circulars No. 48, 51, 54, 55, 58
and 59.
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Key focus areas for the 2013/14 budget process

The Medium Term Budget Policy Statement 2012 notes that the South African economy is
projected to grow by 2.5 per cent in 2012. By 2014 GDP growth is expected to reach 3.8 per
cent, supported by expanding public sector investment in infrastructure, the activation of new
electricity-generating capacity, improving public sector confidence, relatively low inflation and
interest rates and strong growth in the Southern African region.

Specific interventions to achieve this include: investing in strategic infrastructure programmes,
including electricity generation and transport capacity needed to open up new mining and
industrial opportunities. Linked to this is strengthening municipal finances and investing in
residential development and urban infrastructure.

The proposed spending framework approved by Cabinet takes account of the need to control
spending growth over the medium term while increasing the efficiency of existing allocations to
improve public services. As a result, the fiscus does not increase available funds beyond the
2012 budget baseline.

The labour market has deteriorated. The official unemployment rate rose to 25.5 per cent of
the labour force in the third quarter of 2012 from 24.9 per cent in the second quarter according
to the latest Quarterly Labour Force Survey. The total number of unemployed people stood at
4.67 million in the three months up to September, from 4.47 million in the second quarter. By
the expanded definition of unemployment (including those who have stopped looking for work)
unemployment increased to 36.3 per cent, from 36.2 per cent.

Consequently, municipal revenues and cash flows are expected to remain under pressure in
2013/14 and so municipalities must adopt a conservative approach when projecting their
expected revenues and cash receipts . Municipalities will have to carefully consider
affordability of tariff increases especially as it relates to domestic consumers while considering
the level of services versus the associated cost. Municipalities should also pay particular
attention to managing revenue effectively and carefully evaluate all spending decisions. In
generating capacity for spending on key municipal infrastructure municipalities will have to
identify inefficiencies and eliminate non-priority spending

National priority — Expanding public sector investment in infrastructure

The key priorities in the local government and housing function are the provision of basic
services such as water and sanitation, human settlements development and local government
infrastructure.

In addition, creating decent employment opportunities remains a national priority. In drafting
their 2013/14 budgets and MTREFs all municipalities are urged to continue to explore
opportunities to mainstream labour intensive approaches to delivering services, and more
particularly to participate fully in the Expanded Public Works Programme. In this regard the
Expanded Public Works Programme Grant (EPWP) has been reconfigured in the 2012/13
financial year to be a schedule 6 grant. Municipalities are required to reflect the EPWP
allocation in their budget because the gazetted amounts of the programme will flow directly
into their primary bank accounts. Municipalities should budget for the grant in the same way
as it budgets for all other schedule 6 conditional grants. Allocations are based on past
performance on the EPWP, potential to create work using baseline allocations, need for
employment creation in their area and an adjustment factor for rural municipalities.

Municipalities should not just employ more people without any reference to the level of staffing
required to deliver effective services, remuneration increases associated with bargaining
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council decisions and what is financially sustainable over the medium term. The municipality
ought to focus on maximizing its contribution to job creation by:
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http://mfma.treasury.qov.za/Circulars/Pages/default.aspx

ii. Collecting outstanding debts — This requires political commitment, sufficient
administrative capacity, and pricing policies that ensure that bills are accurate and
affordable.

iii.  Pricing services correctly — The full cost of services should be reflected in the price
charged to residents who can afford to pay. Many municipalities offer overly generous
subsidies and rebates that result in services being run at a loss, resulting in funds
being diverted away from other priorities.
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iv.  Underspending on repairs and maintenance — Often seen as a way to reduce
spending in the short term, underspending on maintenance can shorten the life of
assets, increase long-term maintenance and refurbishment costs, and cause a
deterioration in the reliability of services.

v.  Spending on non-priorities  — Many municipalities spend significant amounts on non-
priority items including unnecessary travel, luxury furnishings, excessive catering and
unwarranted public relations projects. Consultants are often used to perform routine
tasks. Considering the pressurised economic climate continued spending on non-
priority wants cannot be sustained.

The 2011 Local Government Budgets and Expenditure Review can be accessed at:

http://www.treasury.gov.za/publications/igfr/2011/lg/default.aspx

In line with the biennial nature of the publication, the next “Local Government Budgets and
Expenditure Review” is scheduled for release towards the latter half of 2013. In the lead up to
this publication, National Treasury needs to ensure that the database used to compile the
review is updated and reflective of the latest available audited financial information for local
government. National Treasury requires the assistance of municipalities to ensure that the
information in respect of your municipality is correctly reflected in the LG database. Should
any errors be detected, kindly update the information.

In addition, during the preparation of the publication, National Treasury will also be sending
out several ad-hoc requests for information. National Treasury kindly requests your
cooperation by ensuring that you provide the relevant information within the required
timeframes. In the previous publication, the cooperation received from municipalities was
generally positive and we hope that this can be sustained in the lead up to the 2013
publication.

Lastly, the database used in the compilation of the previous Local Government Budget and
Expenditure Publications contained information at a very high level limiting the extent of the
analysis that needs to be undertaken. In the 2013 publication, National Treasury will be
aligning the database to the Municipal Budget and Reporting Regulation formats to improve
the analysis with the relevant budgeting framework; improving the level of analysis.

All updating of information will need to be completed by the end of March 2013. The
equivalent of the budget verification process will have to be completed by the end of March
2013 by focusing on the audited annual financial statements for 2006/07, 2007/08, 2008/09,
2009/10, 2010/11 and 2011/12. All previous year’s figures should also be corrected and
perfectly aligned to the audited financial statements of the municipality; this must include any
restatement of figures. This process will assist municipalities in the compilation of their
2013/14 budgets and MTREF's as the audited actuals figures will provide a historical
performance perspective; a valuable management planning and budgeting tool.

As a start it will assist if all outstanding input forms are lodged as matter of urgency with the
LG database in support of the AFS (OSAA, CAAA, BSA and CFAA). This should ideally be
done by the 14 December 2012. Once we have received all the inputs forms from all
municipalities, the national and provincial treasuries will reconcile the information and provide
municipalities with feedback by 10 January 2013. Municipalities will then have until 31
January 2013 to correct and resubmit the revised information to the LG database. MM'’s and
CFO’s will be requested to sign off on the revised numbers by 28 February 2013. The
National treasury will then correct the dataset taking into account the demarcation process to
reclassify the historical numbers and finally lock the financial database on 20 March 2013.
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It is recommended that an official be permanently dedicated and assigned to this process to
avoid a repetition of the challenges experienced with the previous budget verification process.

Local government equitable share formula review and 2011 Census

Local government’s equitable share of nationally raised revenue is distributed between the
country’s 278 municipalities by means of a formula. This formula has been reviewed by the
National Treasury, the Department of Cooperative Governance and the South African Local
Government Association, with assistance from the Financial and Fiscal Commission and
Statistics South Africa. The proposed structure of a new formula has been endorsed by the
Budget Forum — the Budget Forum is the formal structure through which local government
finance issues are consulted on as part of the national budget process. The Budget Forum is
chaired by the Minister of Finance and includes SALGA and the MECs for Finance of the nine
provinces.

The formula review process has included two rounds of consultations with municipalities, as
well as the circulation of three discussion papers which can be accessed at:

http://mfma.treasury.gov.za/Media Releases/LGESDiscussions/Pages/default.aspx

The formula will provide a subsidy for the provision of free basic water, electricity, sanitation
and refuse removal services for every poor household. The formula will also provide funds for
the institutional costs of municipalities and, for the first time, will explicitly allocate funds for
non-trading services, such as municipal roads and fire services. To ensure that the funds for
institutional costs and non-trading services are targeted at poorer municipalities, the proposed
formula will apply a revenue-adjustment factor reflecting municipalities’ ability to generate their
own revenue.

The formula will use data from the 2011 Census and will be updated annually to reflect
estimates of population growth and projected increases in the cost of services such as water
and electricity. The formula will also include explicit funding for the maintenance of basic
services funded through the equitable share.

Details of the new formula are being finalised to take into account inputs received from
municipalities. The final formula will be presented as part of the Division of Revenue Bill
tabled with the national budget on 27 February 2013.

Impact of the new formula on municipal budgets

The new formula will use data from the 2011 Census that will reflect substantial changes since
the 2001 Census which was the source of most of the data used in the current equitable share
formula. The change to the formula as well as the updating of the data will both result in
changes to the allocations to individual municipalities.

In order to provide predictability and stability in equitable share allocations, national
government provides a guarantee that municipalities will receive at least 90 per cent of the
allocation for 2013/14 published in the 2012 Division of Revenue Bill. In addition to this
guaranteed minimum, the new equitable share allocations will also be phased in over a period
of three to five years to provide municipalities time to absorb adjustments to allocations.

The detailed structure of the formula, as well as the phase-in process for the new allocations
will be agreed to at a meeting of the Budget Forum in January 2013. Providing predictability
and stability is one of the principles agreed to in the development of the new formula. The
phase-in process for the new allocations will therefore be designed to minimize any instability
and disruptions caused by the changes to the equitable share formula.
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Municipalities are therefore advised to take a conservative approach in the compilation of their
‘tabled’ 2013/14 MTREF’s pending finalisation of the allocations as part of the 2013 Division of
Revenue Bill tabled with the national budget on 27 February 2013; this will provide
municipalities a final opportunity to adjust their 2013/14 budgets and MTREF’s to accurately
reflect the gazette allocations prior to tabling for consideration and approval by the municipal
council.

Local government conditional grants and additional allocations to local government

Local government conditional grants are being reformed to provide targeted support to
different types of municipalities. The human settlements and public transport functions are
being devolved to urban municipalities, and greater technical support will be provided to rural
municipalities. In 2013/14, a new direct grant for water infrastructure administered by the
Department of Water Affairs will enable the department to help municipalities deliver clean
drinking water to households.

Over the medium term, funds will be made available to expand the integrated national
electrification programme. Reprioritised funds will also be used to improve the sustainability of
municipal services by subsidising critical refurbishment projects, and combating wastage of
water and electricity.

National government has already made substantial investments in the construction of local
government infrastructure, committing over R100 billion for this purpose through direct and
indirect conditional grants from 2007/08 to 2011/12, allowing municipalities to expand
infrastructure and deliver free basic services to the poor. These transfers have made a
significant difference to the lives of South Africans who did not previously have access to
municipal services. However, there are still areas where households do not have access to
basic services.

The 2011 Census data will be used to identify areas where progress has been made and
where it has not. During 2013, the effectiveness of conditional grants in facilitating the rollout
of infrastructure will be reviewed by the National Treasury, other national departments, the
South African Local Government Association and municipalities. This review could result in
changes to the structure of conditional grants from 2014/15.

Census data will also be used to update the backlog figures in the formulas used to allocate
funds for infrastructure grants. This will ensure that funds are targeted at areas that need
them most. All changes will be phased in to avoid disruption to existing infrastructure plans.

The Medium Term Budget Policy Statement 2012 indicates that over the 2013 MTEF,
transfers to local government grow by R12.3 billion, including direct and indirect transfers.

This means the baseline allocations to local government for 2013/14 are set to remain largely
unchanged from the amounts published in the 2012 Division of Revenue Act totalling R34.3
billion for conditional grants. The final allocations to municipalities will be announced in the
2013 Division of Revenue Bill, which will be tabled by the Minister of Finance on 27 February
2013. This information will be communicated to municipalities in a further Budget Circular for
the 2013/14 financial year to be issued shortly after the tabling of the National Budget.

Municipalities MUST ensure that their tabled budgets reflect the conditional grant allocations
set out in the 2013 Division of Revenue Bill.
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Municipalities are advised to use the indicative numbers for 2013/14 in the 2012 Division of
Revenue Act to compile their capital budgets. This document is available on National
Treasury’s website and can be assessed at:

http://www.treasury.gov.za/legislation/acts/2012/Default.aspx

Council oversight over the budget process

A municipal council is elected to direct and exercise oversight of how a municipality raises
revenue, plans the use of funds through its budget and spends the funds in accordance with
the council approved budget. In terms of section 4(2)(a) of the Municipal Systems Act the
council has a duty “to use the resources of the municipality in the best interests of the

local community” . This duty is extended to individual councillors through the Code of
Conduct for Councillors, which states:

2. General conduct of councillors . — A councillor must —
(a) perform the functions of office in good faith, honestly and in a transparent
manner; and

(b) at all times act in the best interests of the municipality and in such a way
that the credibility and integrity of the municipality are not compromised.

Over the last few years, an escalating trend in unauthorised, irregular and fruitless and
wasteful expenditures has been observed by the Auditor-General in its annual reports on local
government audit outcomes. Many municipalities have not dealt effectively with instances of
unauthorised, irregular and fruitless and wasteful expenditure. Such matters must be dealt
with decisively by council so to address any perceived fraud and corruption.

When municipal funds are used for inappropriate purposes it is not in the best interests of the
municipality or the local community. Those funds should have been used to deliver services
to communities. The consequence is that many households continue to live without access to
water, electricity, decent sanitation and refuse removal services.

Therefore, each council has a duty to put in place policies and processes to:
(a) Prevent unauthorised, irregular and fruitless and wasteful expenditure;

(b) Identify and investigate unauthorised, irregular and fruitless and wasteful
expenditure; and

(c) Respond appropriately, and in accordance with the law, to confirmed instances of
unauthorised, irregular and fruitless and wasteful expenditure.

As part of the 2013/14 budget process municipalities are strongly advised to ensure that the
necessary policies and processes are institutionalised in proactively curbing prohibited
expenditure; poor policies, procedures and planning significantly contribute to this recurring
phenomenon and require a demanding response by all councillors and municipal officials.

Regulation of a ‘Standard Chart of Accounts’ (SCOA) for Local Government
Section 216(1) of the Constitution states that:

National legislation must establish a national treasury and prescribe measures to ensure both
transparency and expenditure control in each sphere of government, by introducing -
(a) Generally recognised accounting practice (GRAP — Office of the Accountant
General)
(b) Uniform expenditure classifications (Standard Chart of Accounts / General
Ledger); and
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(c) Uniform treasury norms and standards (MFMA, Regulations, Circulars and
Guidelines).

Furthermore Section 168 (1) of the MFMA states that:

The Minister (of Finance), acting with the concurrence of the Cabinet member responsible for
local government, may make regulations for, among other things —
(a) any matter that may be prescribed; and
(p) any other matter that may facilitate the enforcement and administration of the
Act

Considering the legislative mandate of National Treasury especially as it relates to a uniform
expenditure classification, similarly to that of national and provincial government, National
Treasury is in the process of finalising a ‘standard chart of accounts’ (SCOA) for local
government. The SCOA is a detailed financial classification system incorporating government
financial statistics (GFS), economic reporting framework (ERF), generally recognised
accounting practice standards (GRAP standards) and the Municipal Budget and Reporting
Regulations. Alignment of the Municipal Budget and Reporting Regulations and the format of
the annual financial statements will require that consideration to be given to the current
accounting standards (GRAP); this will require amendments to the current GRAP standards.

The project was commissioned by the Technical Committee on Finance (TCF) and has been
in process since January 2010 of which progress to date has included three phases. Phase
three of SCOA for local government involved, among others, extensive consultation with a
wide audience including all municipalities between August and October 2012. The
engagements were structured to provide a detailed understanding of the classification
framework (SCOA) including the project summary document. All stakeholders were requested
to provide comments and input based on Version Il of SCOA for consideration and
incorporation into the SCOA Version IV. The regulation of a SCOA for local government is
currently in Phase |V, which includes:
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Although not necessary for municipalities to compile their 2013/14 budgets and MTREF’s in
the SCOA format for local government, it will facilitate implementation if municipalities start
familiarising themselves with the detail content of the SCOA for local government from a
budgeting and planning perspective. This process will not only provide municipalities with a
conceptual understanding of the SCOA but also provide municipalities with an understanding
of alignment to their own chart (general ledger) and where anomalies might exist.

National Treasury will regularly communicate with all municipalities on progress during the
process of finalising the SCOA for local government.

Financial applications (systems) and the impact of SCOA

As part of the SCOA project, National Treasury commissioned a parallel project to investigate
financial applications (systems) in use by municipalities and compatibility of current financial
applications (systems) in amongst others, accommodating the proposed segments of the
SCOA for local government.

The implementation of SCOA is highly dependent on typical business processes to be
accommodated in modules to standardise transactions in the application of the classification
framework. Uniform business processes and typical transaction is a pre request for SCOA to
achieve comparable results throughout local government.

To this end National Treasury issued MFMA Circular No.57 — Municipal Financial Systems
and Processes which can be accessed at:

http://mfma.treasury.gov.za/Circulars/Pages/default.aspx

The objective of the circular was to inform municipalities of the investigation into local
government financial systems and processes and to outline the procedure that municipalities
need to comply with when considering a replacement of their core financial systems.

Municipalities are reminded that MFMA Circular No. 57 is still applicable and that the
replacement of the core financial system prior to the regulation of the SCOA for local
government could result in potential fruitless and wasteful expenditure for municipalities.

In the lead up to the regulation of a SCOA for local government and subsequent
implementation by municipalities, National Treasury will continue with its research into local
government financial applications (systems) and engage with relevant stakeholders in
ensuring a conducive and enabling environment is created which will accommodate and
facilitate the implementation of the SCOA for local government.

Municipalities are strongly advised not to proceed with any configuration or upgrades to their
current core financial systems in anticipation of SCOA; any configuration or upgrades at this
stage must be considered premature as the SCOA for local government has not been
finalised. As the research and other concurrent projects are undertaken National Treasury will
regularly update municipalities on progress and other requirements impacting on
municipalities from a financial application (systems) perspective.

Management accounting and tariff setting
In addition to the special project on financial applications (systems) and processes (as

discussed above) National Treasury commissioned a further project dealing specifically with
management accounting (costing) and the subsequent impact on tariff setting.
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Municipalities are increasingly under recovering the cost associated with trading services i.e.
electricity, water, waste management and waste water management and this position is further
exacerbated by the fact that no consideration is given to overhead costing and the influence
on the total cost of providing the service. This in turn impacts on tariff setting and in many
instances municipalities are cross subsidising a trading service from property rates revenue; a
totally defective approach to pricing and tariff setting of municipal trading services.

The Technical Committee on Finance (TCF) endorsed a pilot project to be undertaken at a
local municipality in reviewing and researching an appropriate cost management methodology
for local government. The project involved unpacking the adopted municipal budget for the
2012/13 financial year, evaluating cost distribution tools and methodologies and testing
appropriateness of applications. The first phase of the project is nearing completion and a
guideline will be distributed early in 2013 providing municipalities with a generic management
accounting methodology.

In addition to the guideline, the research work has informed the design principles for a
segment within the SCOA for local government. This will provide municipalities with not only
pure accounting functionality as part of SCOA but also the key dimension of management
accounting. In finalisation of SCOA for local government and ensuring the alignment between
the Municipal Budget and Reporting Regulations, in-year reporting and annual financial
systems National Treasury envisages additions to the Municipal Budget and Reporting
Regulations going forward.

Further guidance around tariff setting for main trading services is supplied in the section of this
Circular dealing with revising of rates, tariff and other charges.

Municipal Budget and Benchmark Engagements and timeframes for tabling MTREF'S

National Treasury has institutionalised two formal annual engagements with the 17 non-
delegated municipalities, namely the Mid-year Budget and Performance Assessment Review
and the Municipal Budget and Benchmark Engagement.

The Municipal Budget and Benchmark Engagements are intended to provide a platform by
which the tabled budgets are independently analysed and assessed by National Treasury and
the respective provincial treasuries. These formal engagements conclude with findings and
recommendations being supplied to the respective municipalities in a formal report which must
be considered by the budget steering committee prior to the finalisation of the budget to be
tabled in council for consideration and approval to the end of May.

Although the 17 non-delegated municipalities have welcomed these engagements and are of
the opinion that it strengthens the overall municipal budgeting process, concern has been
raised over the scheduling of the engagements; engagements historically scheduled starting
middle of April and subsequently municipalities find it difficult to incorporate key findings and
recommendations into their final budgets prior to consideration and approval by the municipal
council.

Municipalities are advised to consider earlier tabling of the 2013/14 budgets and MTREF's;
last week of February, first week of March 2013 . The request for early tabling will have the
following advantages by:
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43 (1) If a national or provincial organ of state in terms of a power contained in any
national or provincial legislations determines the upper limits of a municipal tax or
tariff, such determination takes effect for municipalities on a date specified in the
determination.

(2) Unless the Minister on good grounds approves otherwise, the date specified in a
determination referred to in subsection (1) may-
(a) if the determination was promulgated on or before 15 March in a year, not
be a date before 1 July in that year; or
(b) if the determination was promulgated after 15 March in a year, not be a date
before 1 July in the next year.

Owing to the delay in Eskom’s tariff increase application, NERSA has indicated that they will
only be in a position to finalise Eskom’s application by 28 February 2013. NERSA has
indicated that this would affect the decision on the determination of the municipal tariffs and
limit the ability of NERSA to meet the 15 March 2013 deadline. NERSA has subsequently
applied to the Minister for extension of the deadline as contained in Section 43 of the MFMA.

Considering the pending extension application by NERSA, municipalities are advised as
follows as it relates to NERSA's regulatory process over municipal electricity tariff
determination:

i.  Municipalities are to formulate their electricity tariff structures for the 2013/14 budgets
and MTREF's based on the indicative 14.4 per cent increase as detailed below and
NERSA guidelines. This must inform the tabled 2013/14 budgets and MTREF prior to
community consultation;

ii. submit a tariff application to NERSA containing all the required information by
28 February 2013; and

iii. NERSA to finalise the municipal electricity determination process by the 26 April 2013,
including formal feedback to municipalities for incorporation into the final 2013/14
budgets and MTREF.

Municipalities are reminded to submit all outstanding D-forms to NERSA. The deadline for
submission was 30 October 2012. NERSA will not be in a position to evaluate municipal tariff
applications in the absence of complete D-forms.

NERSA will have to consider the fact that the municipal electricity tariff structure was based on
the indicative 14.4 per cent increase and adjust their comments to individual municipalities
based on the actual tariff determination to be made available on 28 February 2013;
municipalities will in turn, have to incorporate NERSA’'s comments in the finalisation of their
2013/14 budgets and MTREF's prior to the MFMA deadline of 31 May 2013 for tabling,
consideration and approval by the municipal council.

Where a municipality can demonstrate that it has complied with (i), (ii) and (iii) above, and that
NERSA did not issue a final determination by 26 April 2013, the municipality will be entitled to
use the tariffs for 2013/14 set out in its original application to NERSA.

To facilitate NERSA's regulatory processes as it relates to reviewing the proposed municipal
electricity tariff structures, municipalities are advised to consider earlier tabling of the 2013/14
budgets and MTREF's; last week of February, first week of March . Adherence to earlier
tabling directly implies that municipalities will be in a position to submit their municipal
electricity tariff structures to NERSA by the latest 28 February 2013; earlier tabling would
mean that municipalities would be in the finalisation stages of their budget compilation
process, and subsequently the proposed municipal electricity tariffs should be finalised.
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It needs to be noted that the outlined process is an exception and will not be repeated in
subsequent financial years; NERSA will be approving a five-year multi-year price
determination (MYPD) from the 2013/14 financial year.

Eskom bulk tariff increases

Eskom submitted a 16 per cent bulk electricity price increase application to NERSA for the
2013/14 financial year. Should this bulk electricity price increase be approved the indicative
increase for municipalities is 14.4 per cent for the 2013/14 financial year.

Municipalities are advised to structure their 2013/14 electricity tariffs based on the 14.4 per
cent guideline and provide for a 16 per cent increase in the cost of bulk purchases for the
tabled 2013/14 budgets and MTREF. Once the final bulk electricity price is available the
information will be communicated to municipalities in a further Budget Circular for the 2013/14
financial year to be issued shortly after the tabling of the National Budget, including a multi-
year Eskom bulk electricity price increase.

Municipalities are urged to examine the cost structure of their electricity undertakings and
apply to NERSA for electricity tariff increases that are cost reflective and ensure continued
financial sustainability.

National Treasury supports the use of the following formula, proposed by NERSA, for
calculating municipal electricity tariff increases:

MG = (B x BPI) + (Sx SI) + (R x RI) + (C x CCI) + (OC x OCI)
Where:
MG = % Municipal Guideline Increase
B =% Bulk purchases
BPI = % Bulk purchase increase
S =% Salaries
SI =% Salaries increase
R =% Repairs
Rl = % Repairs increase
C =% Capital charges
CCIl = % Capital charges increase
OC = % Other costs
OCI = % Other costs increase

All cost shares and
increases must relate to the

electricity function of the
municipality

Where a municipality’s evaluation of its cost structure results in a lower or higher tariff increase
to that proposed by NERSA, the municipality must structure its tariffs accordingly and ensure it
provides the necessary motivation and information in its tariff application to NERSA.

Inclining block tariffs (IBT) for electricity

Municipalities are urged to design an IBT structure that is appropriate to its specific
circumstances, and ensures an appropriate balance between ‘low income customers’ and
other domestic, commercial and business customers, and the financial interests of the
municipality.

It is also important that any proposed IBT is fully aligned to the principles set out in the South
African Electricity Supply Industry: Electricity Pricing Policy (EPP), including the principle that
electricity tariffs must be cost reflective and that any cross-subsidies should be explicit.

A municipality must structure its IBT tariff according to its own specific circumstances and
ensure that it provides the necessary motivation and information to NERSA in its tariff
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application. In this regard, municipalities need to pay careful attention to determining an
appropriate level of cross-subsidisation between the different IBT blocks given the profile of its
customer base, and also have regard to the price elasticity of the demand for electricity.

Water and sanitation tariffs must be cost-reflective

Municipalities are reminded to review the level and structure of their water and sanitation
tariffs carefully with a view to ensuring:
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organisational structure is insufficiently funded and hence would require funds being rather
appropriated against vacancies. Based on the most recent Budget and Benchmark
Engagements with the non-delegated municipalities, overtime as a percentage of total
remuneration averaged 4.5 per cent. As a guideline, municipalities are advised that a
percentage above 5 per cent would require further investigation; it needs to be noted that this
percentage is based on total municipal remuneration and individual functions will differ owing
to the nature of the service rendered.

Debt impairment, depreciation, and other non-cash expenditure items

Municipalities have recently raised concern over the classification of non-cash flow
expenditure being classified as unauthorised owing to overspending; such expenditure relates
to debt impairment, depreciation and asset impairment, and transfers and grants as
appropriated in Table A4 (Budgeted Statement of Financial Performance: revenue and
expenditure) of the MBRR.

Although these expenditures are considered non-cash items as there is no transaction with the
‘outside world’, an under provision during the budget compilation process is a material
misstatement of the surplus/(deficit) position of the municipality. This could be associated with
poor budgeting and financial management or events that gave rise to the asset and debt
impairment were unknown at the time of budget finalisation and adoption. Nevertheless, the
Auditor-General must express an opinion in relation to non-cash items as it relates to
unauthorised expenditure resulting from overspending. In this regard Table A4 (Budgeted
Statement of Financial Performance: revenue and expenditure) must be read in conjunction
with supporting Table SA1 of the MBRR. Although National Treasury understands that
budgeting for certain non-cash flow expenditure such as investment property impairment is
extremely difficult owing to the nature of the transaction; other non-cash flow expenditure such
as debt impairment and depreciation are more predictable and should be informed by actual
municipal performance and intended capitalisation of property, plant and equipment during the
budget year.

Municipalities are advised to carefully project and appropriate expenditure against non-cash
items during the budget compilation process in proactively dealing with possible instances of
unauthorised expenditure. Section 160(2) of the Constitution provides that a council may not
delegate the approval of budgets or the imposition of rates, taxes, levies and duties. In other
words, only the council may make decisions related to the raising of municipal revenues and
approving (or authorising) the spending of those revenues through the budget or an
adjustments budget.

The council can only make valid expenditure decisions through a budget or an adjustments
budget. It follows that only the council may authorise instances of unauthorised expenditure,
and council must do so through an adjustments budget. This is the rationale for the
provisions in regulation 23(6) of the Municipal Budget and Reporting Regulations (MBRR)
governing when council may authorise unauthorised expenditure in an adjustments budget.

Renewal and repairs and maintenance of existing assets

It is observed that budget appropriations for renewal and operational repairs and maintenance
of existing asset infrastructure is still not receiving adequate priority regardless of guidance
supplied in MFMA Circular No. 55 — Municipal Budget Circular of the 2011/12 MTREF.

Municipalities are therefore once again reminded of the guidelines as supplied in MFMA
Circular No. 55. For the 2013/14 budgets and MTREF's municipalities must take into
consideration:
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games hosted by SAMSRA. Furthermore, it has also come to our attention that municipalities
apply for sponsorship in the name of the municipality and not SAMSRA - a practice that has
significant implications from a supply chain management perspective and is tantamount to
irregular expenditure. Municipalities are advised to halt this bad practice immediately and are
reminded of the need for resource allocation to be prioritised in expanding public-sector
investment, considering the challenging economic landscape.

The following additional examples of non-priority expenditure have been observed, and
municipalities are reminded that they need to be eliminated:

Vi.

Vii.
Viii.

Xi.
Xil.

Xiii.

excessive sponsorship of music festivals, beauty pageants and sporting events,
including the purchase of tickets to events for councillors and/or officials;

public relations projects and activities that are not centred on actual service delivery or
are not a municipal function (e.g. celebrations; gala dinners; commemorations,
advertising and voter education);

LED projects that serve the narrow interests of only a small number of beneficiaries or
fall within the mandates of other government departments such as the Department of
Agriculture;

excessive catering for meetings and other events, including the use of public funds to
buy alcoholic beverages;

arranging workshops and events at expensive private venues, especially ones outside
the municipality (as opposed to using the municipality’s own venues);

excessive printing costs (instead of maximising the use of the municipality’s website,
including providing facilities for the public to access the website);

excessive luxurious office accommodation and office furnishings;
foreign travel by mayors, councillors and officials, particularly ‘study tours’;

excessive councillor and staff perks such as luxurious mayoral cars and houses,
notebooks, IPADS and cell-phone allowances; travel and subsistence allowances.
Municipalities are reminded that in terms of section 7 (1) of the Remuneration of Public
Office-bearers Act, 1998 (Act No.20 of 1998) the Minister for Cooperative Governance
and Traditional Affairs must determine the limit of salaries and allowances of the
different members of municipal councils and any budget provision may not be outside
this framework;

excessive staff in the office of the mayor — particularly the appointment of political
‘advisors’ and ‘spokespersons’;

all donations to individuals that are not made in terms of the municipality’s indigent
policy or a bursary scheme; for instance donations to cover funeral costs (other than
pauper burials which is a district municipality function);

costs associated with long-standing staff suspensions and the legal costs associated
with not following due process when suspending or dismissing staff, as well as
payment of severance packages or ‘golden handshakes’; and

the use of consultants to perform routine management tasks, and the payment of
excessive fees to consultants.

Budget management issues dealt with in previous MFMA Circulars

Municipalities are reminded to refer to MFMA Circulars 48, 51, 54 and 55 with regards to the
following issues:
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1. Mayor’s discretionary funds and similar discretionary budget allocations — National
Treasury regards allocations that are not designated for a specific purpose to be bad
practice and discourages them (refer to MFMA Circular 51).

2. Unallocated ward allocations — National Treasury does not regard this to be a good
practice, because it means that the tabled budget does not reflect which ward projects
are planned for purposes of public consultation and council approval (refer to MFMA
Circular 51).

3. New office buildings — Municipalities are required to send detailed information to
National Treasury if they are contemplating building new main office buildings (refer to
MFMA Circular 51).

4. Virement policies of municipalities — Municipalities are reminded of the principles that
must be incorporated into municipal virements policies (refer to MFMA Circular 51).

5. Providing clean water and managing waste water — Municipalities are reminded to
include a section on ‘Drinking water quality and waste water management’ in their
2013/14 budget document supporting information (refer to MFMA Circular 54).

6. Renewal and repairs and maintenance of existing assets — Allocations to repairs and
maintenance, and the renewal of existing infrastructure must be prioritised.
Municipalities must provide detailed motivations in their budget documentation if
allocations do not meet the benchmarks set out in MFMA Circular 55.

7. Budgeting for an operating deficit — Over the medium term, a municipality should
budget for a moderate surplus on its Budgeted Statement of Financial Performance so
as to be able to contribute to the funding of the Capital Budget. If the municipality’s
operating budget shows a deficit it is indicative that there are financial imbalances that
need to be addressed (refer to MFMA Circular 55).

8. Credit cards and debit cards linked to municipal bank accounts are not permitted — On
02 August 2011 National Treasury issued a directive to all banks informing them that
as from 01 September 2011 they are not allowed to issue credit cards or debit cards
linked to municipal bank accounts (refer to MFMA Circular 55).

Conditional transfers to municipalities

As indicated above, National Treasury will issue a further Budget Circular for the 2013/14
financial year shortly after the tabling of the National Budget on 27 February 2013. This
Circular will deal with any new conditional grant issues and processes related to the
management of conditional grants.

Municipalities need to take note that National Treasury intends placing increased emphasis
on the discrepancies between in-year reporting and the annual financial statements as part of
the next conditional grant roll-over application process; in this regard municipalities are
requested to improve on the quality of the quarterly sign-off process of Section 71 reports.
National Treasury has also observed that municipalities continuously restate historical
numbers as part of the compilation of the annual financial statements; especially as it relates
to conditional grants. Although an accepted accounting practice, the misuse of this practice is
problematic and municipalities are advised to act transparently when compiling annual
financial statements. Should municipalities unjustifiably continue with the restatement of
historic figures, National Treasury will have to institute additional measures in consultation
with the Office of the Accountant General to limit continued reoccurrence.

At this stage in the budget process, municipalities are advised to use the indicative numbers

for 2013/14 in the 2012 Division of Revenue Act to compile their budgets. This document is
available on National Treasury’s website at:

http://www.treasury.gov.za/legislation/acts/2012/Default.aspx
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Conditional grant issues dealt with in previous MFMA Circulars

Municipalities are reminded to refer to MFMA Circulars 48, 51, 54 and 55 with regards to the
following issues:

1. Accounting treatment of conditional grants — Municipalities are reminded that in
accordance with accrual accounting principles, conditional grants should only be
treated as ‘transfers recognized’ revenue when the grant revenue has been ‘earned’
by incurring expenditure in accordance with the conditions of the grant.

2. VAT on conditional grants: SARS has issued a specific guide to assist municipalities
meeting their VAT obligations — VAT 419 Guide for Municipalities . To assist
municipalities accessing this guide it has been placed on the National Treasury
website at: http://mfma.treasury.gov.za/Guidelines/Pages/default.aspx

3. Interest received and reclaimed VAT in respect of conditional grants: Municipalities
are reminded that in MFMA Circular 48, National Treasury determined that:

HERE

The Municipal Budget and Reporting Regulations are designed to achieve a range of
objectives, including improving the local government sphere’s ability to deliver services by
facilitating improved financial sustainability and better medium term planning. The regulations,
formats and associated guides etc. are available on National Treasury’s website at:
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http://mfma.treasury.gov.za/RequlationsandGazettes/Pages/default.aspx

All municipalities must prepare budgets in accordance with the regulations

Municipalities are reminded that the regulations apply to all municipalities and municipal
entities as from 1 July 2009.

All municipalities and municipal entities must prepare annual budgets, adjustments budgets
and in-year reports for the 2013/14 financial year in accordance with the Municipal Budget and
Reporting Regulations. In this regard, municipalities must comply with both:

Nozipho.Molikoe@treasury.gov.za
Ansie.Myburgh@treasury.gov.za

Free State Vincent Malepa 012-315 5539 Vincent.Malepa@treasury.gov.za
Kgomotso Baloyi 012-315 5866 Kgomotso.Baloyi@treasury.gov.za
Gauteng Nozipho Molikoe 012-395 5662 Nozipho.Molikoe@treasury.gov.za

KwaZulu-Natal

Johan Botha

012-315 5171

Johan.Botha@treasury.gov.za

Limpopo Bernard Mokgabodi 012-315 5936 Bernard.Mokgabodi@treasury.gov.za
Sifiso Mabaso 012-315 5952 Sifiso.Mabaso@treasury.gov.za
Mpumalanga Jordan Maja 012-315 5663 Jordan.Maja@treasury.gov.za

Anthony Moseki

012-315 5174

Anthony.Moseki@treasury.gov.za

Northern Cape

Marli J van Rensburg
Mandla Gilimani

012-315 5303
012-315 5807

Marli.Jansenvanrensburg@treasury.gov.za
Mandla.Gilimani@treasury.gov.za

North West

Willem Voigt
Sadesh Ramjathan

012-315 5830
012-315 5101

Willem.Voigt@treasury.gov.za
Sadesh.Ramjathan@treasury.gov.za

Western Cape

Vuyo Mbunge
Kevin Bell

012-315 5661
012-315 5725

Vuyo.Mbunge@treasury.gov.za
Kevin.Bell@treasury.gov.za

llze.Baron@treasury.gov.za

Municipal Budget Circular for the 2013/14 MTREF




End to the phasing in of formats and tables

This will be the fourth year that all municipalities are required to prepare their annual budgets
in accordance with the Municipal Budget and Reporting Regulations. National Treasury
therefore expects all municipalities to provide a complete set of information in their annual
budget tables, as well as the supporting tables (Schedule Al). All municipalities are once
again reminded that the tabled budget including all supporting documents and completed Al
Schedule of the Municipal Budget and Reporting Regulations must be submitted to the
National Treasury and respective provincial treasuries prior to the budget and benchmarking
exercise.

National Treasury, working with the provincial treasuries, will carry out a compliance check
and where municipalities have not provided complete information, the budgets will be referred
back to the municipalities, and an appropriate letter will be addressed to the Mayor and
municipal manager. Municipal managers are reminded that the annual budget must be
accompanied by a ‘quality certificate’ in accordance with the format set out in item 27 of
Schedule A in the Municipal Budget and Reporting Regulations.

Consolidated budgets and reports for municipalities with entities

A municipality that has one or more municipal entities is required to produce:
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of the municipality. In completing Table A10 care must be given the unit of measure i.e.
kilolitres, kilowatt-hour etc.

MBRR issues dealt with in previous MFMA Circulars

Municipalities are reminded to refer to MFMA Circulars 48, 51, 54 and 55 with regards to the
following issues:

1. Budgeting for revenue and ‘revenue foregone’ — The ‘realistically anticipated revenues
to be collected’ that must be reflected on the Budgeted Statement of Financial
Performance (Tables A2, A3 and A4) must exclude ‘revenue foregone'. The definition
of ‘revenue foregone’ and how it is distinguished from ‘transfers and grants’ is
discussed in MFMA Circular 51.

2. Preparing and amending budget related policies — Information on all budget related
policies and any amendments to such policies must be included in the municipality’s
annual budget document (refer to MFMA Circular 54).

3. 2013/14 MTREF Funding Compliance Assessment — All municipalities are required to
perform the funding compliance assessment outlined in MFMA Funding Compliance
Guideline and to include the relevant information outlined in MFMA Circular 55 in their
2012/13 budgets (refer to MFMA Circular 55).

Budget process and submissions for the 2013/14 MTREF

Over the past number of years there have been significant improvements in municipal budget
processes. Municipalities are encouraged to continue their efforts to improve their budget
processes based on the guidance provided in previous MFMA Circulars.

Once more, municipalities are reminded that the IDP review process and the budget process
should be combined into a single process.

Submitting budget documentation and schedules for 2013/14 MTREF

To facilitate oversight of compliance with Municipal Budget and Reporting Regulations,
accounting officers are reminded that:
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l[gdocuments@treasury.gov.za.

If the budget documents are too large to be sent via email (exceeds 4MB) please submit to
lgbigfiles@amail.com; any problems experienced in this regard can be made with Elsabe
Rossouw (email: Elsabe.Rossouw@treasury.gov.za).

Municipalities are required to send printed submissions of their budget documents and council
resolution to:

lgdatabase@treasury.gov.za.

The new aligned electronic returns may be downloaded from National Treasury’s website at
the following link: http://mfma.treasury.gov.za/Return Forms/Pages/default.aspx.

Dealing with reporting inconsistencies

In achieving reporting consistency across all municipalities’ the following needs to be give
specific attention:
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Management and Waste Water Management as well as Property rates (in the BTO
function) and accounted for on supporting Table Al of the MBRR.

http://mfma.treasury.qgov.za/Pages/Default.aspx. Municipalities are encouraged to
visit it regularly as documents are regularly added / updated on the website.

Contact

http://www.treasury.gov.za/default.aspx

JH Hattingh
Chief Director: Local Government Budget Analysis
11 December 2012
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Annexure A — Changes to Schedule A1 - the ‘Excel formats’

As noted above, National Treasury has released Version 2.5 of Schedule Al (the Excel
Formats). It incorporates the following changes:
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Municipal Budget Circular for the 2013/14 MTREF

This circular provides further guidance to municipalities and municipal entities for the
preparation of their 2013/14 Budgets and Medium Term Revenue and Expenditure
Framework (MTREF). It must be read together with all previous MFMA Budget Circulars.
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1 Key focus areas for the 2013/14 budget process

The 2013 Budget Review notes that spending plans outlined in the 2013 Budget continue to
support government’'s commitment to broadening service delivery and expanding investment
in infrastructure, while taking account of the constrained fiscal environment. South Africa’s
economy has continued to grow, but at a slower rate than projected at the time of the 2012
Budget. GDP growth reached 2.5 per cent in 2012 and is expected to grow at 2.7 per cent in
2013, rising to 3.8 per cent in 2015. Inflation has remained moderate, with consumer prices
rising by 5.7 per cent in 2012 and projected to increase by an average of 5.5 per cent a year
over the period ahead.

Municipalities are reminded that the economic outlook is, however constrained by a difficult
global environment and domestic restructuring. Due to lower-than-projected economic
growth and revenue underperformance, government has adjusted the spending plans
presented in the 2012 Medium Term Budget Policy Statement. Savings have been made at
every level of government to moderate the fiscal deficit while supporting economic recovery.
Expenditure has been trimmed in areas that will not adversely affect service delivery, or
where programmes are underperforming. Within this economic climate the budget framework
still provides for average annual real growth in consolidated government spending of
2.3 per cent over the MTEF period.

The medium-term expenditure framework (MTEF) uses the National Development Plan
(NDP) as a point of departure. The NDP sets out an integrated strategy for accelerating
growth, eliminating poverty and reducing inequality by 2030. The NDP supported by the New
Growth Path and other programmes provides a platform to look beyond the current
constraints to the transformation imperatives over the next 20 to 30 years. The NDP
emphasises the need to lower the cost of living for households and reduce the cost of doing
business for small and emerging enterprise. These objectives need to take into account fiscal
sustainability, which ensures that progress will not be interrupted or reversed. This will also
entail shifting the composition of spending from consumption towards capital investment.

Government already funds many of the programmes highlighted in the NDP. Road and rail
infrastructure, for example, receive significant support over the three-year spending period
and there will be major investments in public transport and human settlements. The
economic competitiveness and support package will receive R14.9 billion over the spending
period to give effect to various growth policies, including the New Growth Path and the
Industrial Policy Action Plan. The Minister of Finance stated in his 2013 Budget Speech:

“The NDP reminds us that South Africa needs to invest in a strong network of economic
infrastructure designed to support the county’s medium- and long-term economic and social
objectives”.

Expenditure-control systems across government will be revised over the period ahead. There
will be tighter rules for intergovernmental transfers, especially for infrastructure projects.
Measures will be taken in supply chain management to make it harder for tender processes to
be manipulated and to avoid situations where government pays above-market prices for
goods and services, including local government.

Given the economic realities and the fact that recovery is likely to be slow, municipalities are
once again reminded to adopt a conservative approach when projecting their expected
revenues and cash receipts. Municipalities should also pay particular attention to the
affordability of tariff increases especially on main services, managing all revenue and
expenditure and cash streams effectively, and carefully evaluating all spending decisions.
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Considering the accountability cycle of local government, municipalities are urged to carefully
consider the objectives of the NDP and National Growth Path. As a sphere of government,
municipalities are required to incorporate the objectives of these initiatives after consideration
of the Spatial Development Frameworks (SDF) into their Integrated Development Plan (IDP)
which should directly inform prioritised budget allocations within the medium-term revenue
and expenditure framework (MTREF) of each municipality. Other variables that also need to
be considered while compiling the 2013/14 MTREF budgets include the impact of 2011
Census on the IDP and more specifically backlogs and the ‘poorest of the poor’ (indigent), as
well as spatial targeting of infrastructure investment.

Municipalities will have to revise their spending plans and reprioritise funds to ensure key
objectives are achieved and well-performing programmes are supported. Expenditure plans
need to reflect both the medium-term investment plans and long-term goals identified in the
National Development Plan. Over the next three years, government, as a whole, will have to
learn to do more with less. The efficiencies that are achieved will protect public finances and
enable the country to accelerate development when economic conditions improve. Local
government must ensure that efficiency gains, eradication of non-priority spending and the
reprioritisation of expenditure relating to core infrastructure inform the next planning
framework of all municipalities.

2 Division of Revenue Bill 2013

2.1 Additional allocations to local government 2013

The 2013 Budget Review and the 2013 Division of Revenue Bill indicate that over the 2013
MTEF, R277.7 billion will be transferred directly to local government and a further
R21.5 billion has been allocated to indirect grants. Direct transfers to local government in
2013/14 account for 8.9 per cent of national government’s non-interest expenditure and when
indirect transfers are included this amount rises to 9.5 per cent. An amount of R5.4 billion is
added to the local government equitable share to meet the rising costs of providing municipal
services and to help rural municipalities, and R9.2 billion is added to direct conditional grants,
which include the new municipal water infrastructure, public transport network operations and
integrated city development grants. A further R5 billion is added to indirect transfers, through
which national departments and public entities provide infrastructure and services on behalf
of municipalities.

Local government allocations receive additional funds to address among others:

Compensate for the rising costs of providing free basic water and electricity to poor
households;

Accelerate provision of access to clean water through bulk and reticulation projects;
Accelerate provision of access to electricity and improving the sustainability of access
through the refurbishment of key infrastructure;

Expand the collection and use of data on the condition of municipal roads;

Increasing the number of interns with infrastructure-related skills working in
municipalities;

Host the 2014 African Nations Championship (once off grant); and

Promote more spatially integrated and efficient cities.

This means the baseline allocations to local government for the 2013/14 are R40.6 billion to
the local government equitable share and R34.5 billion for conditional grants, capacity
building and other. By 2015/16 these allocations are envisaged to have increased to R50.2
billion and R40.6 billion respectively. Municipalities must ensure that their tabled budgets
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reflect the equitable share and conditional grant allocations set out in the 2013 Division of
Revenue BIll.

This document is available on National Treasury’s website at:

http://www.treasury.gov.za/documents/national%20budget/2013/default.aspx

In addition, National Treasury will send out ‘allocation letters’ informing each municipality of
its equitable share, national conditional grants and provincial transfers (as reflected in the
relevant provincial budget and gazette).

2.2 Impact of Census 2011

The results of the latest national census were released by Statistics South Africa in October
2012. According to the 2011 Census, the population of some municipalities grew by over 50
per cent between 2001 and 2011, while others experienced a decline in population. Some
provinces recorded significantly smaller populations in the 2011 Census than had been
previously estimated, including KwaZulu-Natal, Eastern Cape, Limpopo and the Free State.
Gauteng has the highest population increase of close to 1 million people. Transfers to
municipalities will significantly be affected by this data as the data used in the local
government equitable share and municipal infrastructure grant have been updated to reflect
these changes.

In future the local government equitable share formula data for the number of households and
those falling below the affordability threshold per municipality will be updated each year using
average annual household growth in each municipality between the 2001 and 2011 Census.
This data will be used to estimate future growth. The estimated total number of households
reflected in the formula will be adjusted each year to balance with Statistics South Africa’s
mid-year population estimate (for the purposes of calculating these estimates, it will be
assumed that average household size remains constant in future years). It is assumed that
municipalities that experienced negative household growth between 2001 and 2011 will have
zero growth in future. The credibility of estimates will be constantly reviewed and this
methodology will be updated to reflect any municipal-level population estimates endorsed by
Statistics South Africa or any municipal-level survey or census.

Census data used in the local government equitable share formula is available at:

http://www.statssa.qov.za/publications/Census%202011 data supplied to National Treasury.asp

Statistics South Africa has indicated that the detailed 2011 Census data per municipality will
be made available at the end of March 2013. Municipalities must ensure they carefully
analyse and evaluate the results; the 2011 Census results will have to be incorporated into
the planning framework of all municipalities especially as it relates to backlogs in services,
bulk master infrastructure plans and integrated infrastructure expansion.
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2.3 Local Government Equitable Share Review

In terms of section 227 of the Constitution, local government is entitled to an equitable share
of nationally raised revenue to enable it to provide basic services and perform its allocated
functions.  The local government equitable share is an unconditional transfer that
supplements the income that municipalities can raise from the sources of own revenues
available to them (including property rates and service charges). The equitable share
provides funding for municipalities to deliver free basic services to poor households and
subsidises the cost of administration and other core services for those municipalities that
have the least potential to cover these costs from their own revenues.

The share of national revenue allocated to local government through the equitable share is
determined in the national budget process and endorsed by Cabinet (the vertical division).
Local government’s equitable share is divided among the country’s 278 municipalities using a
formula (the horizontal division); this formula has been amended and updated and will be
introduced in 2013/14, following a review conducted by the National Treasury, the
Department of Cooperative Governance and the South African Local Government
Association, with assistance from the Financial and Fiscal Commission and Statistics South
Africa, as well as extensive consultation with municipalities.

The formula applies a revenue-adjustment factor that will direct funding for institutional and
community services to municipalities that cannot meet these costs from their own revenues.
The new formula and updated population data (2011 Census) will result in significant changes
in allocations to local governments. More funding will be allocated to municipalities that have
higher poverty rates and consequently less ability to raise their own revenue.

The local government equitable share formula uses demographics and other data to
determine each municipality’s share of the local government equitable share. It has three
parts, made up of five components:

The first part of the formula consists of the basic services component, which provides
for the cost of free basic services for poor households.

The second part enables municipalities with limited own resources to afford basic
administrative and governance capacity and perform core municipal functions. It does
this through three components:

I The institutional component provides a subsidy for basic municipal administrative
costs.

I The community services component provides funds towards the provision of core
municipal services not included under basic services.

I The revenue adjustment factor ensures that funds from this part of the formula are
only provided to municipalities with limited potential to raise own revenues.
Municipalities least able to fund these costs from their own revenues should
receive the most funding.

The third part of the formula provides predictability and stability through a correction
and stabilisation factor, which ensures that all of the formula’s guarantees can be met.
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The structure of the formula is summarised in the box below:

Structure of the local government equitable share formula

LGES=BS + (I + CS)xRA £ C
where
LGES is the local government equitable share

BS is the basic services component
| is the institutional component
CS is the community services component
RA is the revenue adjustment factor
C is the correction and stabilisation factor
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In compiling their 2013/14 MTREF Budgets municipalities must ensure they accurately
budget for the actual gazetted equitable share allocations as per the 2013 DoRA.

A full description of the new formula is provided in Annexure W1 (Explanatory memorandum
to the division of revenue). This document as well as a summary version of the formula are
available on National Treasury’s website at:

http://www.treasury.gov.za/documents/national%20budget/2013/review/default.aspx

In addition, more details on how the cost estimates were calculated can be found in the
discussion paper on the proposed structure of the new local government equitable share
formulae. This document is available on National Treasury’s website at:

http://mfma.treasury.qgov.za/Media Releases/LGESDiscussions/Pages/default.aspx

3 Macro-economic performance and projections

3.1 Inflation forecasts

Municipalities must take the following macro-economic forecasts into consideration when
preparing their 2013/14 budgets and MTREF —

Fiscal year 2010/11 2011/12 2012/13 | 2013/14 2014/15 2015/16
Actual Estimate Forecast

Real GDP growth 3.4 3.1 2.5 3.0 3.6 3.8

CPl inflation 3.8 5.6 5.6 5.6 5.4 5.4

Source: Budget Review 2013
Note that the fiscal year referred to is the national fiscal year (April to March) which is more closely aligned to the municipal fiscal year (July to
June) than the calendar year inflation.

3.2 Employee related costs

Municipalities must take into account the multi-year Salary and Wage Collective Agreement for
the period 1 July 2012 to 30 June 2015. The agreement provides for a wage increase based
on the average CPI for the period 1 February 2012 until 31 January 2013, plus 1.25 per cent
for the 2013/14 financial year.

In this regard municipalities are advised that average CPI for this period is 5.6 per cent.
Municipalities are therefore advised to provide for increases related to salaries and wages for
the 2013/14 budget year of 6.85 per cent (5.6 per cent plus 1.25 per cent). The agreement
also provides for a 1 per cent increase for the 2014/15 financial year. In this regard,
municipalities may provide for a 6.4 per cent (5.4 per cent plus 1 per cent) increase for the
2014/15 budget year.

Municipalities are once again reminded to accurately budget for actual positions and
vacancies as per the organisational structure of the municipality and notch increments where
applicable. Municipalities are also required to accurately complete supporting tables SA22
(Summary councillor and staff benefits), SA23 (Salaries, allowances and benefits of political
office bearers/councillors/senior managers) and SA24 (summary of personnel numbers) as
part of the Municipal Budget and Reporting Regulations. Municipalities are also required to
provide a narrative to the budget document explaining the personnel numbers and budget
appropriations.
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4 Revising rates, tariffs and other charges

In addition to the issues dealt with in MFMA Budget Circular 66, municipalities are advised to
note the following:

4.1 Eskom bulk tariff increases

The Eskom price increase of bulk electricity supplied to municipalities will increase by 8 per
cent on 1 July 2013. NERSA approved an annual 8 per cent increase in the bulk price of
electricity in terms of the third multi-year price determination application applicable for the
period 2013/14 to 2017/18. The full media statement detailing NERSA'’s decision to approve
an 8 per cent increase can be accessed at: www.nersa.org.za.

NERSA is in the process of determining a guideline increase for municipal electricity tariffs.
They have indicated that they will only be in a position to finalise this guideline by the end of
March 2013. Bulk electricity as a cost driver can contribute as much as 75 per cent of
municipalities’ electricity function, and considering that the average wage increase (a
significant cost component of the municipal electricity function) for the 2013/14 Financial Year
is 6.85 per cent (5.6 per cent plus 1.25 per cent) municipalities are advised to limit electricity
increases to between 7.5 and 8.0 per cent. National Treasury will consult with NERSA on the
methodology applied in determining the municipal tariff increase and communicate with all
municipalities once the final guideline is available (envisaged for the end of March 2013).

Municipalities are urged to examine the cost structure of their electricity undertakings and
apply to NERSA for electricity tariff increases that are cost reflective to ensure continued
financial sustainability.

National Treasury supports the use of the following formula, proposed by NERSA, for
calculating municipal electricity tariff increases:

MG =B xBPl)+(SxSI)+(RxRI)+(CxCCIl) + (OCx OCl)
Where:

MG = % Municipal Guideline Increase
B =% Bulk purchases

BPI = % Bulk purchase increase
S =% Salaries

SI =% Salaries increase

R =% Repairs

Rl =% Repairs increase

C =% Capital charges

CCI = % Capital charges increase
OC =% Other costs

OCI = % Other costs increase

Where a municipality’s evaluation of its cost structure results in a lower or higher tariff increase
to that proposed by NERSA, the municipality must structure its tariffs accordingly and ensure it
provides the necessary motivation and information in its tariff application to NERSA.

4.2 Inclining block tariffs (IBT) for electricity

Municipalities are urged to design an IBT structure that is appropriate to its specific
circumstances, and maintains an appropriate balance between ‘low income customers’ and
other domestic, commercial and business customers, and the financial interests of the
municipality.
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It is also important that any proposed IBT is fully aligned to the principles set out in the South
African Electricity Supply Industry: Electricity Pricing Policy (EPP), including the principle that
electricity tariffs must be cost reflective and that any cross-subsidies should be explicit.

A municipality must ensure that it provides the necessary motivation and information to
NERSA in its tariff application. In this regard, municipalities should pay careful attention to
determining an appropriate level of cross-subsidisation between the different IBT blocks given
the profile of its customer base, and also have regard for the price elasticity of the demand for
electricity.

4.3 Process for NERSA approval of municipal electri  city tariffs

It is important that municipalities and NERSA work together to ensure that the process of
approving electricity tariffs does not disrupt the process of compiling municipal budgets or
compromise community consultations on the budget. In terms of section 43 (2) of the MFMA,
the Minister of Finance may, on good grounds, approve that tariffs determined by NERSA
after 15 March 2013 be implemented by municipalities from 1 July 2013.

Owing to the delay in finalising Eskom’s approved tariff increase (announced 28 February
2013) NERSA has indicated that this would affect the timelines in the determination of the
municipal guideline tariff. As a result, NERSA does not anticipate meeting the 15 March 2013
deadline and has applied to the Minister for extension, as provided for in Section 43 of the
MFMA.

Considering the pending extension application by NERSA, municipalities are advised as
follows, as it relates to NERSA’s regulatory process over municipal electricity tariff
determination:

Municipalities are to formulate their electricity tariff structures for the 2013/14 budgets
and MTREF'’s based on the indicative 7.5 to 8.0 per cent increase as discussed in
paragraph 4.1 above. This must inform the tabled 2013/14 budget and MTREF prior
to community consultation. Please note that this is an indicative increase for budget
preparation purposes and does not replace the formal NERSA processes. As soon as
available, the indicative electricity tariff increase needs to be updated in terms of
NERSA'’s approved tariff increase for 2013/14;

Submit a tariff application to NERSA containing all the required information as soon
the budget is tabled in council prior community consultation; the latest possible date
being 31 March 2013. Municipalities are however urged to supply NERSA with their
tariff applications earlier than this date to facilitate the entire process; and

NERSA is to finalise the municipal electricity determination process by the 26 April
2013, including formal feedback to municipalities for incorporation into the final
2013/14 budgets and MTREF.

Municipalities are once again reminded to submit all outstanding D-forms to NERSA. The
deadline for submission was 30 October 2012. NERSA will not be in a position to evaluate
municipal tariff applications in the absence of complete D-forms.

It has come to the attention of National Treasury that several municipalities impose electricity
tariff increases without undergoing the necessary NERSA tariff application process.
Municipalities should take note that the NERSA electricity tariff application process is a
legislative requirement and municipalities that fail to adhere to the application process are
acting outside the ambit of the law.
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5 Reporting

Currently all 278 municipalities report through the section 71 in-year reporting framework to
both the National Treasury and respective provincial treasuries as informed by the MFMA and
Municipal Budget and Reporting Regulations (MBRR). In terms of the local government
reform roadmap, the next step will be to improve the quality and reliability of reported financial
performance. To this end, with effect of 1 July 2013 various refinements and amendments
will be made to the section 71 in-year reporting framework which municipalities need to be
aware of and proactively gear themselves for full compliance and implementation.

5.1 Unbundling of debtors figures

The MBRR and section 71 in-year reporting framework provides for the disclosure of
outstanding debtors and the age analysis of all outstanding debtors. Budget Table A6
(Statement of Budgeted Financial Position) of the MBRR provides for the disclosure of
outstanding debtors at an aggregated level and is supported by Table SA3 (Supporting Detail
to Budgeted Financial Position). In terms of the section 71 in-year reporting framework the
return form AD: Age Analysis of Debtors is currently utilised in collecting detail relating to
outstanding debtors.

Municipalities will be required to further unbundle debtors; in-year reporting refinements will
include the unbundling of government debtors into national and provincial departments and
the disclosure of the interest component of outstanding debtors separately. This information
is critical in unpacking and understanding debt owed to municipalities and the impact of such
debt on financial sustainability. This is also required to limit the use of ‘other debtors’ in the
reporting returns; ‘other debtors’ as a percentage of outstanding debtors is unacceptably high
and municipalities are urged to limit the use of ‘other debtors’.

Further guidance will be supplied to all municipalities in due course as to the reporting
refinements and additional requirements. Municipalities are therefore advised to diligently
and attentively budget for all outstanding debtors on Table A6 (Statement of Budgeted
Financial Position) of the MBRR and supporting Table SA3 (Supporting Detail to Budgeted
Financial Position) as part of the 2013/14 MTREF budget compilation process.

Municipalities are further reminded that the in-year reporting for the balance sheet (which
includes outstanding debtors and creditors) must reflect the financial position of the
municipality at that point in time (snapshot). Reporting in terms of the Statement of Financial
Position (Balance Sheet) must not be informed by monthly movements.

5.2 Investments

The MBRR also provides for the disclosure of all investment information. In terms of the
budget, Table A6 (Statement of Budgeted Financial Position) of the MBRR provides for the
disclosure of all investments at an aggregated level and is supported by Table SA15
(Investment Particulars by Type) and Table SA16 (Investment particulars by maturity);
reporting on investments is undertaken through return form BSAC: Statement of Financial
Position Actual.

Municipalities will be required to further unbundle investments aligned to the reporting
requirements contained in the supporting tables to the MBRR (Table SA15 and Table SA16).
Further guidance will be supplied to all municipalities in due course as to the reporting
refinements and additional requirements. Municipalities are therefore advised to diligently
and attentively budget for all investments on Table A6 (Statement of Budgeted Financial
Position) of the MBRR and supporting Tables SA15 and SA16 (Investment particulars by type
and maturity).
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5.3 Variances between 4 ™ quarter section 71 results and annual financial st ~ atements

In terms of the verification process for the fourth quarter of the 2011/12 financial year,
differences have been observed by National Treasury between the section 71 in-year
reported figures and the figures contained in the 2011/12 annual financial statements for both
the debtors and creditors age analyses (electronic return forms AD and AC). Ideally these
two sources of municipal performance and financial position information should reconcile,
which is currently not the case.

Municipalities are reminded that the section 71 in-year reporting framework provides the basis
for National Treasury’s monitoring and oversight. The Local Government Database is utilised
in the compilation of various publications such as the Quarterly Section 71 Publication, State
of Local Government Finances Report, and the biennial Local Government Budget and
Expenditure Review as well as acting as an early warning system for local government. In
addition, the aggregated outcomes are utilised in the formulation of policy responses to local
government such as funding and grant structures. It's therefore extremely important that the
reported figures are a true reflection of the municipality’s performance and financial position,
regardless of source.

Although National Treasury understands that the time lapse between the fourth quarter and
finalization of the annual financial statements could result in the restating of figures, we would
expect these variances to be restricted to a minimum. Significant variances indicate that the
municipality merely completes and report through Section 71 as a compliance requirement
and limited care is applied in ensuring the accuracy of year-end results. Variances of up to
100 per cent have been observed between the 4™ quarter reported balances for outstanding
creditors and debtors and that of the AFS.

As part of the current verification process National Treasury has determined a variance
threshold of 10 per cent between figures reported in the 4th quarter of the 2011/12 financial
year for outstanding creditors and debtors when compared to the AFS. Where variances are
in excess of the 10 per cent threshold, those municipalities will receive correspondence in
due course affording them an opportunity to clarify and rectify these differences and also to
indicate proposed remedial actions to be instituted to avoid similar occurrences in future.

5.4  Appropriation statement (Reconciliation: Budget and in-year performance)

In terms of the Standards of GRAP 24 on Presentation of Budget Information in Financial
Statements municipalities are required to present their original and adjusted budgets against
actual outcome in the annual financial statements; this is considered an appropriation
statement and the comparison between the budget and actual performance should be a
mirror image of each other as it relates to the classification and grouping of revenue and
expenditure as has been the case in a national and provincial context. This statement is
subject to auditing and accordingly supporting documentation would be required to
substantiate the compilation of this statement.

Municipalities will be required to populate a compr ehensive appropriation statement
(reconciliation between budget, adjustments budget and yearend position) with the
compilation of the 2012/13 annual financial stateme  nts.

As part of the SCOA classification process perfect alignment between the Municipal Budget
and Reporting Regulations and specimen annual financial statements will facilitate the
compilation of an appropriation statement and ensure compliance to the Standards of GRAP
24.
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During the compilation of the 2013/14 MTREF budgets, municipalities need to carefully
consider how revenue and expenditure appropriations are classified with the objective of
facilitating the compilation of a comprehensive yearend appropriation statement for the
2013/14 AFS. The format of the appropriation statement is attached as Annexure B. The
complete Excel document can be accessed on the National Treasury website at:

http://mfma.treasury.qov.za/Circulars/Pages/default.aspx

5.5 Additional in-year reporting requirements

In future municipalities will be required to provide additional information and supporting
documentation to the National Treasury as part of the submission of the Section 71 input
forms. This information will assist in improving the quality of the quarterly published local
government performance information. Additional information and supporting documentation
includes:

An extract of the trial balances from the general ledger;

Copies of the actual monthly bank statements (reflecting the opening and closing bank
balances) for the primary bank account;

Bank reconciliation for the reporting period in the primary bank account; and

Copies of the quarterly tabled section 71 documents in the prescribed Schedule C
format including the applicable council resolution.

5.6 Municipal water infrastructure grant and non-re  venue water

The 2013 DoRA introduces a new grant namely; the Municipal Water Infrastructure Grant to
be administered by the Department of Water Affairs. The grant is aimed at accelerating the
delivery of clean water to communities that do not have access to basic water services. The
grant provides funding for municipalities to plan and implement various projects; including the
construction of new infrastructure and the refurbishment and extension of existing water
schemes. The grant has an allocation of R4.3 billion over the 2013 MTEF. Access to clean
water must be considered a strategic priority for local government, especially when
considering objectives of the new Municipal Water Infrastructure Grant.

According to the latest National Non-Revenue Water Assessment Report (The state of non-
revenue water in South Africa, Report TT522-12: www.wrc.0g.za ); recently released by the
Water Research Commission and the Department of Water Affairs, more than 50 per cent of
municipalities cannot provide a water balance. These municipalities cannot determine
whether demand for water exceeds supply or quantify the extent to which non-revenue water
influences water security and financial sustainability.

Considering this strategic imperative, managing non-revenue water becomes a critical aspect
of accelerating the delivery of clean water to communities. Municipalities are required to
ensure appropriate measurement and reporting of all water losses as per the national targets,
and to ensure a common understanding and alignment between technical and financial
departments on water loss issues. Inconsistencies have been observed in the methodology
applied by municipalities in reporting water losses.

Municipalities are reminded that they are required to report on both apparent (commercial)
and real (physical) losses as per the Modified International Water Association (IWA) Water
Balance for South Africa. Municipalities are referred to the 2011 Local Government Budget
and Expenditure Review (pages 131 to 140) for further information. The document can be
accessed at:

http://www.treasury.gov.za/publications/igfr/2011/lg/default.aspx
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In addition municipalities can email Paul Herbst (HerbstP@dwa.gov.za) at the Department of
Water Affairs should further assistance be required in applying the measures.

The water balance and non-revenue water statistics needs to be updated on at least a
quarterly basis and reported to the SALGA's benchmarking system at
http://www.munibench.co.za/. This data will subsequently be shared with other stakeholders
including municipalities for the purpose of benchmarking municipal progress and
performance. It is also the intention of National Treasury to include this information in the
quarterly section 71 publications and all municipalities are urged to ensure they accurately
report this information going forward.

5.7 Integrated City Development Grant

The Integrated City Development Grant is a new grant introduced in the 2013 DoRA that can
potentially be accessed by metropolitan municipalities. The grant will support metropolitan
municipalities to identify and establish integration zones within cities, including the
establishment of measureable performance objectives, indicators and targets. Metropolitan
municipalities will also be assisted to plan and programme a series of catalytic investments
within these integration zones. The establishment of the zones will firstly, allow all public
interventions to be focussed in an identified spatial context in order to leverage a private
investment response. Secondly, it will enable all spheres of government to measure and
manage the change of the spatial form and pace in our cities.

Metropolitan municipalities are currently participating in the development of indicators that will
be used to measure and reward performance in subsequent years of the grant. The
indicators will eventually need to be mainstreamed into city planning (such as the IDP and
SDBIP) and budgeting.

Guidelines for the implementation of the Integrated City Development Grant will be made
available in due course to all the metropolitan municipalities.

6 Funding choices and management issues

6.1 Benefits to councillors and mayors

In terms of section 167(2) of the MFMA, any remuneration paid in cash or kind to a person as
a political office-bearer or as a member of a political structure of a municipality, other than is
provided for in the framework of the Remuneration of Public Office Bearers Act, 1998 (Act No.
20 of 1998), is regarded as irregular expenditure. This remuneration includes any bursary,
loan, advance or other benefit.

The Determination of Upper Limits of Salaries, Allowances and Benefits of Different Members
of Municipal Councils (Government Gazette No. 35962) creates allowance for ‘tools of trade’.
As defined in the Gazette, tools of trade are the resources or enabling facilities provided by a
municipal council to a councillor to enable effective and efficient fulfilment of his/her duties in
the most cost effective manner, and at all times remain the assets of the municipality.
Section 14 of the Gazette details the tools of trade that may be extended to councillors.
Government Gazette No. 35962 can be accessed at:

http://www.info.gov.za/view/DownloadFileAction?id=180122

Municipalities are reminded to adhere strictly to t he gazetted limits and provisions.

In the event that expenditure outside the set limits has already been incurred, the municipality
must recover that remuneration from the political office-bearer or member and may not write-
off any expenditure incurred in paying or giving that remuneration. This expenditure will be
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classified as irregular expenditure and the Auditor General will be instructed to audit
accordingly.

6.2 Cellular telephone (mobile) and data contract p  olicy

It has to come to the attention of National Treasury that there are efficiency leakages in the
way that municipalities manage costs associated with cellular telephones and mobile data
(83G). National Treasury has come across instances were municipalities are spending tens of
thousands on individual contracts per month. This situation must be urgently addressed by
all municipalities in ensuring cost efficiency and value for money for the tax payer.

Where such a policy is not already in place, municipalities are required to compile and
approve a cellular telephone (mobile) and data (3G) policy with effect of 1 July 2013. The
policy must set upper monthly limits for costs associated with these expenses and the
2013/14 MTREF budget must be compiled in line with these limits.

National Treasury will request the Auditor General to audit against the policy for the 2013/14
financial year and where it is found that expenditure was incurred outside the limits contained
in the policy framework, such expenditure will be classified as fruitless and wasteful
expenditure as part of the 2013/14 audit finding.

7 Conditional transfers to municipalities

Section 214 of the Constitution provides for national government to transfer resources to
municipalities in terms of the annual Division of Revenue Act (DoRA) to assist them in
exercising their powers and performing their functions. These allocations are announced
annually in the national budget. Transfers to municipalities from national government are
supplemented with transfers from provincial government. Further, transfers are also made
between district municipalities and local municipalities.

The DoRA provides for funds to be allocated in different ‘schedules’. Each of the schedules
provide for grants of a particular type as follows:

Schedule 1 Equitable division of revenue raised nationally among the three spheres of
government
Determination of each province’s equitable share of the provincial sphere’s
Schedule 2 share of revenue raised nationally (as a direct charge against the National
Revenue Fund)
Determination of each municipality’s equitable share of the local government
Schedule 3 , . .
sphere’s share of revenue raised nationally
Allocations to provinces to supplement the funding of programmes or
Part A . S
functions funded from provincial budgets
Schedule 4
Allocations to municipalities to supplement the funding of programmes or
Part B ) -
functions funded from municipal budgets
Part A | Specific purpose allocations to provinces
Schedule 5
Part B | Specific purpose allocations to municipalities
Part A | Allocations-in-kind to provinces for designated special programmes
Schedule 6
Part B | Allocations-in-kind to municipalities for designated special programmes
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Part A P.rovision to specifically cater for immediate release of funds to provinces for
disaster response
Schedule 7
Part B Prov_|3|on to specifically cater for immediate release of funds to municipalities
for disaster response

It is important that the transfers applicable to municipalities are made transparently, and
properly captured in municipalities’ budgets. In this regard, regulation 10 of the Municipal
Budget and Reporting Regulations provides guidance on when municipalities should reflect a
transfer or donation in their budgets. Note that promises of funds that do not meet the
requirements set out in regulation 10 must not be included in the municipality’s budget.

Municipalities are advised not to accept transfers from national or provincial departments that
are not gazetted in terms of the 2013 Division of Revenue Act (once enacted) or the relevant
provincial budget, or that are not related to a properly approved agency agreement. Such ad
hoc transfers are very often unauthorised expenditure at the national and provincial level, and
are invariably related to fiscal dumping.

Also note that grants-in-kind (e.g. capital assets transferred by a district to a local
municipality) need to be budgeted for as a ‘transfer or grant’ on Table A4 by the district
municipality (and not on their Table A5 Capital Budget — since the expenditure does not get
capitalised), and as a ‘contributed asset’ on Table A4 by the local municipality, and from there
directly on Table A6 Budget Financial Position.

In support of regulation 10 of the Municipal Budget and Reporting Regulations, the 2013
Division of Revenue Bill provides that —

1. Interms of section 15, National Treasury is required to publish in the Government Gazette
the allocations and indicative allocations for all national grants to municipalities;

2. In terms of section 29, each provincial treasury is required to publish in the Government
Gazette the allocations and indicative allocations per municipality for every allocation to
be made by the province to municipalities from the province’s own funds; and

3. In terms of section 28, each category C municipality must indicate in its budget all
allocations from its equitable share and conditional allocations to be transferred to each
category B municipality within the category C municipality’s area of jurisdiction.

The Government Gazette reflecting the allocations and indicative allocations for all national
grants to municipalities will be available within 14 days of the 2013 Division of Revenue Act
being signed into law at the following address:

http://www.treasury.gov.za/legislation/bills/2013/Default.aspx

In addition, National Treasury publishes a payment schedule that sets out exactly when the
equitable share and national conditional grant funds are to be transferred to municipalities.
This will be available at:

http://mfma.treasury.gov.za/Media Releases/Municipal%20Payment%20Schedule/Pages/default.aspx

In order to facilitate synchronisation of the national / provincial financial year (1 April to 31
March) with the municipal financial year (1 July to 30 June), the 2013 Division of Revenue Bill
requires that all equitable share and Schedule 4 and 5 conditional allocations to municipalities
must be transferred to municipalities within the period 1 July 2013 to 31 March 2014.
Municipalities must not accept any equitable share, Schedule 4 and Schedule 5 transfers
from national or provincial departments outside of these timeframes.
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National and provincial departments are also advised to only transfer other grant funds and to
only make agency payments to municipalities within the period 1 July 2013 to 31 March 2014.
This is to ensure the municipality is able to include such funds on its budget for 2013/14 and
to ensure that reporting on the use of the funds is properly aligned across the national,
provincial and municipal financial years.

7.2 Payment schedule for transfers

7.3 Provincial payment schedules

The payment schedules that provincial treasuries are required to submit to National Treasury
in terms of section 29(5) of the 2013 Division of Revenue Bill will be published on National

Treasuri’s website, alonﬁ with the national Eaiment schedule.

7.4 Responsibilities of transferring and receiving authorities

7.5 Unspent conditional grant funds for 2012/13

To bring legal certainty to the process of managing unspent conditional grant funds, section 21
of the 2013 Division of Revenue Bill contains all provisions relating to the treatment of unspent
conditional grant funding.

The process to ensure the return of unspent conditional grants for the 2012/13 financial year
will be managed in accordance with section 21 of the Division of Revenue Bill. In addition to
the previous MFMA circulars, the following practical arrangements will apply —

Step 1. Municipalities must submit their June 2013 conditional grant expenditure reports
according to section 71 of MFMA reflecting all accrued expenditure on conditional
grants.
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Step 2: When preparing their annual financial statements a municipality must determine
what portion of each national conditional allocation it received remained unspent
as at 30 June 2013. These amounts MUST exclude all interest earned on
conditional grants and all VAT related to conditional grant spending that has been
reclaimed from SARS, which must be disclosed separately.

Step 3: If the receiving officer wants to motivate in terms of section 21(5)(b) of the
Division of Revenue Bill 2013 that the funds have been spent or are committed to
identifiable projects or wants to propose an alternative payment method or
schedule the required information must be submitted to National Treasury by 30
August 2013. National Treasury will not consider any rollover re quests that
are incomplete (see item 7.6 below) or that are rec  eived after this deadline.

Step 4: National Treasury will confirm in writing whether or not the municipality may retain
as a rollover any of the unspent funds because they are committed to identifiable
projects or whether it has agreed to any alternative payment methods or
schedules by 1 October 2013.

Step 5: A municipality must return the remaining unspent conditional grant funds that are
not subject of a specific repayment agreement with National Treasury to the
National Revenue Fund by 21 October 2013. Failure to return these unspent
funds by this date will constitute financial misconduct in terms of section 34 of the
Division of Revenue Act.

Step 6: Any unspent conditional grant funds that should have been repaid to the National
Revenue Fund by 21 October 2013 will be offset against the municipality’s
November equitable share allocation.

All the calculations of the amounts to be surrendered to the National Revenue Fund will be
audited by the Auditor-General.

7.6 Criteria for the rollover of conditional grant funds

Municipalities may not rollover unspent conditional grant spending in terms of section 28(2)(e)
of the MFMA (read together with regulation 23(5) of the Municipal Budget and Reporting
Regulations) because they are national/provincial funds. The applicable rollover process is
then given effect through the municipal adjustments budget in January/February each year for
all the cash/transfers that had already been transferred to the bank accounts of municipalities
prior to the end of the financial year. In this regard refer to MFMA Budget Circular No. 51 for
more information.

Section 21 of the 2013 Division of Revenue Bill requires that any conditional grants which are
not spent at the end of the municipal financial year must revert to the National Revenue Fund,
unless the receiving officer proves to the satisfaction of National Treasury that the unspent
allocation is committed to identifiable projects, in which case the funds may be rolled over.

When applying to retain unspent conditional allocations committed to identifiable projects or
requesting a rollover in terms of section 21(2) of the Division of Revenue Act, municipalities
must supply National Treasury with the following information —

1. A formal letter addressed to the National Treasury requesting the rollover of unspent
conditional grants in terms of section 21(2) of the 2013 of DoRA,;

2. List of all the projects that are linked to the unspent conditional grants;

3. Evidence that work on each of the projects has commenced, nhamely either of the
following:

a. Proof that the project tender was published and the period for tender submissions
closed before 30 June; or

b. Proof that a contract for delivery of the project was signed before 30 June.
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4. A progress report on the state of implementation of each of the projects;

5. The amount of funds committed to each project, and the conditional allocation from which
the funds come;

6. An indication of the time-period within which the funds are to be spent; and

7. Proof that the Chief Financial Officer is permanently appointed. No rollover requests
will be considered for municipalities with vacant o r acting chief financial officers

If any of the above information is not provided or the application is received by National
Treasury after 30 August 2013, the application will be declined.

In addition, National Treasury will also take into account the following information when
assessing rollover applications, and reserves the right to decline an application if there is non-
performance by the municipality in any of these areas:

1. Compliance with the in-year reporting requirements in sections 71 and 72 of the MFMA
and section 12 of the 2013 DoRA, including the municipal manager and chief financial
officer signing-off on the information sent to National Treasury;

2. Submission of the pre-audit Annual Financial Statements information to National Treasury
by 31 August 2013;

3. Accurate disclosure of grant performance in the 2012/13 pre-audit Annual Financial
Statements; and

4. Cash available in the bank as at 30 June 2013 to finance the roll-over request.

When approving any rollover requests, National Treasury will use the latest conditional grant
expenditure information available at the time, which in this instance is likely to be the
disclosure of grant performance in the 2012/13 pre-audit Annual Financial Statements which
need to be concluded by 31 August 2013.

7.7 Reporting and accounting for municipal approved conditional grant roll-overs

A municipality must report separately on the spending of conditional grant funds that are rolled
over. National Treasury has provided a separate reporting template to facilitate this. This
template must be submitted together with the normal template for reporting conditional grant
spending for the current year. The template is available at the following link:

http://mfma.treasury.qgov.za/Return Forms/Pages/default.aspx

8 The Municipal Budget and Reporting Regulations

National Treasury has released Version 2.5 of Schedule Al (the Excel Formats). This
version incorporates minor changes (see Annexure A). Therefore ALL municipalities MUST
use this version for the preparation of their 2013/14 Budget and MTREF to be tabled by the
latest 29 March 2013.

Download Version 2.5 of Schedule Al by clicking HERE

The Municipal Budget and Reporting Regulations are designed to achieve a range of
objectives, including improving the local government sphere’s ability to deliver services by
facilitating improved financial sustainability and better medium term planning. The
regulations, formats and associated guides etc. are available on National Treasury’s website
at: http://mfma.treasury.gov.za/RequlationsandGazettes/Pages/default.aspx
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8.1 Assistance with the compilation of budgets

If you require advice with the compilation of your budgets, the budget documents or Schedule
Al please direct your enquiries as follows:

Municipalities
in...

Responsible NT
officials

Tel. No.

Email

Eastern Cape

Templeton Phogole
Ansie Myburgh

(012) 395 5054
(012) 315 5173

Templeton.Phogole@treasury.gov.za

Ansie.Myburgh@treasury.gov.za

Kgomotso.Mokienie@treasury.gov.za

Free State Vincent Malepa (012) 3155539 | Vincent.Malepa@treasury.gov.za
Kgomotso Mokienie (012) 315 5866
Gauteng Nozipho Molikoe | (012) 395 5662 Nozipho.Molikoe@treasury.gov.za

Thabang Manaka

(012) 395 6567

Thabang.Manaka@treasury.gov.za

KwaZulu-Natal

Johan Botha
Cassandra Mculu

(012) 315 5171
(012) 315 5276

Johan.Botha@treasury.gov.za
Cassandra.Mculu@treasury.gov.za

Limpopo Bernard Mokgabodi (012) 315 5936 Bernard.Mokgabodi@treasury.gov.za
Sifiso Mabaso (012) 3155952 | Sifiso.Mabaso@treasury.gov.za
Mpumalanga Jordan Maja (012) 3155663 | Jordan.Maja@treasury.gov.za

Anthony Moseki

(012) 315 5174

Anthony.Moseki@treasury.gov.za

Northern Cape

Marli van der Woude
Mandla Gilimani

(012) 315 5303
(012) 315-5807

Marli.vanderWoude@treasury.qov.za
Mandla.Gilimani@treasury.gov.za

North West

Willem Voigt
Sadesh Ramjathan

(012) 315 5830
(012) 315 5101

Willem.Voigt@treasury.gov.za
Sadesh.Ramjathan@treasury.gov.za

Western Cape

Vuyo Mbunge
Kevin Bell
Sonwabise Lupiwana

(012) 315 5661
(012) 315 5725
(012) 395 6554

Vuyo.Mbunge@treasury.gov.za
Kevin.Bell@treasury.gov.za
Sonwabise.Lupiwana@treasury.gov.za

Technical

llze Baron

(012) 395 6742

llze.Baron@treasury.gov.za

issues with
Excel formats

8.2 Budget compliance and benchmarking processes

National Treasury and the provincial treasuries will again assess all the municipalities’ tabled
budgets against the Compliance Checklist. Where there is substantial non-compliance
municipalities will be required to re-table their budgets in council, otherwise municipalities will
be expected to make the necessary improvements prior to tabling the budget for approval by
1 June 2013.

In addition, the National Treasury and provincial treasuries will be conducting benchmark
budget hearings on the municipalities’ tabled budgets during April and early May 2013 to
assess whether the budgets are realistic, sustainable and relevant, and the extent to which
they are funded in accordance with the requirements of the MFMA. In this regard, National
Treasury will communicate further with the non-delegated municipalities, while the provincial
treasuries will communicate with their respective delegated municipalities.

Municipalities are reminded that the Municipal Budget and Reporting Regulations provide not
only for the technical framework for municipal budgets but also for minimum requirements in
terms of the structure of the budget document, including narratives in support of the budget
tables. It has come to the attention of the National Treasury that certain municipalities table
their annual budgets (MTREF's) in formats other than that of the prescriptions contained in
the MBRR. Tabling and adopting a municipal budget (MTREF) in a format other than that of
the MBRR constitutes gross financial negligence on the part of the municipality and is outside
the legislative framework.
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For all practical purposes, a municipal budget that is tabled and adopted by a
municipal council in any other format than the pres criptions of the MBRR does not
legally constitute a municipal budget.

As part of the budget compliance and benchmarking processes to be undertaken by both the
National Treasury and respective provincial treasuries compliance verification will include:

Level of compliance to the Municipal Budget and Reporting Regulations;

Verification of the format in which the 2013/14 MTREF budget was tabled in the
municipal council. This will include proof of a council resolution in support of the
tabled 2013/14 MTREF budget (Schedule A of the MBRR); and

Budget document that includes narratives to the prescribed table of content and
budget tables covering at least Tables Al to A10.

8.3 Certification that budget is correctly captured

Once the municipal council has adopted the municipal budget in the format of Schedule A the
relevant portions of the budgets reflected in Tables Al to A10 need to be captured on the
municipality’s financial system so that the municipality can manage its revenue and
expenditure against the adopted budget. It has come to National Treasury’s attention that
many municipalities do not capture their adopted budgets on their financial system, and even
those that do, do not ‘lock’ the adopted budget — meaning that the budget reflected on the
system can be changed at any time without following due process.

To eliminate this bad practice, National Treasury hereby requests the accounting officer of
each municipality in terms of the section 74 of the MFMA to provide a signed certificate by no
later than 15 July 2013 certifying that:

1. The adopted annual budget has been captured on the municipality’s financial system, and
that there is complete agreement between the budget on the system and the budget
adopted by council;
That the adopted annual budget on the municipality’s financial system is locked; and
That the municipality has in place controls to ensure that the budget captured on the
financial system can only be changed in accordance with:

a. avirement authorised by the municipal manager, or duly delegate official, in terms

of a council approved virements policy; and
b. an Adjustments Budget approved by council.

wn

A template of the certificate is available on National Treasury’ website at:
http://mfma.treasury.gov.za/Return_Forms/Pages/default.aspx

9 Budget process and submissions for the 2013/14 MT  REF

Over the past number of years there have been significant improvements in municipal budget
processes. Municipalities are encouraged to continue their efforts to improve their budget
processes based on all previous guidance provided and the Municipal Budget and Reporting
Regulations. Municipalities are reminded that the IDP review process and the budget
process should be combined into a single process.

9.1 Submitting budget documentation and schedules f or 2013/14

To facilitate oversight of compliance with Municipal Budget and Reporting Regulations,
accounting officers are reminded that:
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Section 22(b)(i) of the MFMA requires that immediately after an annual budget is
tabled in a municipal council it must be submitted to the National Treasury and the
relevant provincial treasury in both printed and electronic formats. So if the annual
budget is table to council 29 March 2013, the final date of submission of the electronic
budget documents is Tuesday, 2 April 2013 . Hard copies must be received by no
later than Wednesday, 10 April 2013 including a council resolution in support of the
tabled budget; and

Section 24(3) of the MFMA, read together with regulation 20(1), requires that the
approved annual budget must be submitted within ten working days after the council
has approved the annual budget. So if the council only approves the annual budget
on 30 June 2013, the final date for such a submission is Friday, 12 July 2013 ,
otherwise an earlier date applies.

The municipal manager must submit:

the budget documentation as set out in Schedule A of the Municipal Budget and
Reporting Regulations, including the main Tables (Al - A10) and all the supporting
tables (SA1 — SA37) and prescribed minimum narrative information in both printed
and electronic format;

the draft service delivery and budget implementation plan in both printed and
electronic format; and

in the case of approved budgets, the council resolution.

Municipalities are required to send electronic versions to lgdocuments@treasury.gov.za.

In the event that the file size exceeds 4 MB then please send it to Igbigfiles@gmail.com and
notify the Local Government Database team via an e-mail (excluding the attachment) that the
budget was submitted to the big files account.

Municipalities are required to send printed submissions of their budget documents and
council resolution to:

For couriered documents For posted documents
Ms Linda Kruger Ms Linda Kruger
National Treasury National Treasury
40 Church Square Private Bag X115
Pretoria, 0002 Pretoria, 0001

After receiving tabled budgets, National Treasury and provincial treasuries will complete a
compliance checklist. This checklist will indicate the level of compliance to the Municipal
Budget and Reporting Regulations. A copy of the checklist will be sent to the municipality in
order to facilitate improvements in the quality of tabled and approved budgets. Please review
the municipality’s performance last year, and ensure that the gaps are addressed.

9.2 Budget reform returns to the Local Government D  atabase for publication

For publication purposes, municipalities are still required to use the Budget Reform Returns to
upload budget and monthly expenditure to the National Treasury Local Government
Database. The old formats may not be used to submit 2013/14 budget information. All
municipalities must migrate to using the aligned version of the electronic returns. All returns
are to be sent to |gdatabase@treasury.gov.za.

Returns for the 2013/14 budget must be submitted to the Local Government Database by
19 July 2013.
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The new aligned electronic returns may be downloaded from National Treasury’s website at
the following link: http://mfma.treasury.gov.za/Return_Forms/Pages/default.aspx.

9.3 Publication of budgets on municipal websites

In terms of section 75 of the MFMA all municipalities are required to publish their tabled
budgets, adopted budgets, annual reports (containing audited annual financial statements)
and other relevant information on the municipality’s website. This will aid in promoting public
accountability and good governance.

All relevant documents mentioned in this circular are available on the National Treasury
website, http://mfma.treasury.gov.za/Pages/Default.aspx. Municipalities are encouraged to
visit it regularly as documents are regularly added / updated on the website.

9.4 Publication of municipal budgets on National Tr ~ easuries website

National Treasury publishes all the approved municipal budgets on its website. However,
before publishing National Treasury verifies the correctness of the information submitted by
municipalities by comparing the following three sources of information:

1. The Approved Budget, which is the municipality’s budget in the format of Schedule A
as approved by council (hard copy).

2. Schedule Al, which is the electronic version of the budget Tables Al to A10, and
supporting tables.

3. The Database budgets, which is the municipal budget generated from the information
the municipality submits in the Budget Reform Returns.

The information in the Schedule A1 and the Database budget returns MUST reconcile with
the Approved Budget as this is the budget that council has adopted and is therefore the legal
basis for all revenue collection and expenditure activities within the municipality.

While only 112 municipalities managed to achieve this reconciliation in the 2011/12 financial
year, 149 municipal budgets were aligned in the 2012/13 financial year. Efforts will continue
to ensure all municipalities meet requirements and further improve the quality of budget
information.

This process of ensuring these three sources of budget information reconcile is referred to as
the Budget Verification Process. Municipalities must ensure that all these three sources of
information are aligned upon finalising their budgets, and when submitting their budget
information to the National Treasury and provincial treasuries. The National Treasury and
provincial treasuries will again check for this alignment before publishing the municipal
budgets in October 2013.
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Contact

http://mfma.treasury.gov.za/Pages/Default.aspx

JH Hattingh
Chief Director: Local Government Budget Analysis
12 March 2013
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Annexure A — Changes to Schedule Al

As noted above, National Treasury has released Version 2.5 of Schedule Al (the Excel
Formats). It incorporates the following changes:

No. | Sheet Amendment Reason

1 SA8 Insertion of quantum of water and Simplification of data gathering for

electricity losses. mid-year assessment purposes.

2 SA22, SA23, | Insertion of new footnote. To clearly state that the personnel

SA24 figures captured in the budget are
only valid at the adoption date of
the budget.

3 SA24 Insertion of new footnote. To clarify that headcount figures
must include budgeted vacancies
and current staff in order to
improve alignment of figures with
the municipal organogram.

4 SA13 SA 13 has been split into two separate To facilitate the collection of

sheets —

SA13a — Service Tariffs by Category
SA13b — Service Tariffs by Category
(explanatory).

consistent information on
municipal tariff structures.
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Fynbos Seniorsentrum teken beswaar aan teen denbporige verhogings van Munisipale
tariewe vir die volgende finansiéle jaar.

Die Sentrum moet reeds "n groot aantal bejaardegesubsidieerde etes voorsien aangesien
hulle nie meer kan bekostig om “n gebalanseerde gfeniet nie weens lae inkomste en die hoé
kostes van Munisipale tariewe.

Slegs die helfte van een senior amptenaar seeslargelykstaande aan Fynbos se totale
jaarlikse begroting vir die verskaffing van etesd@sop vir die sopkombuis.

Geen finansiéle ondersteuning word van die Muniggiaontvang vir hierdie diens nie.

Christo Kok

Voorsitter: Beheerraad van Fynbos Seniorsentrum
Christo Kok

Posbus 413

KLEINMOND

7195

Tel: 028 271 5443
Sel: 083 257 8843



Gansbaai 7220

e-mail: tolbos@orcawireless.co.za
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The Municipal Manager
Overstrand Municipality
PO Box 20

Hermanus

7200

Dear Sir

Concern re the 2013-2014 proposed tariffs for Eledtity and Water

Marine Growers, a Marine Company, also classifiedvat Industry in the proposal, expresses its aonge the extreme rate
increases that have been proposed

Our Main concern is the 25% increase on the Eskomaffextarrif. This is the Time of use tariff and addition to the 25%
increase there are further increases of approxiyn@¥% to theoffpeak, Low and high demand periodwek.

In addition to this there are other increases beroaccess charges of 33.3% which in our poinieinare really high.
We are quite understanding of water shortages andmipacts hereof but we feel that an imposed increas#f 40% is
completely out of line.

We urge you to consider these points and | amicetfi@re are other points possibly missed and evké to request that a
meeting be held where all relevant parties getttageo discuss this.

We as a large work force supporter and sustairjablereator in the community find these increasmsgetely unfounded
and unrealistic in the economy of today.We arenfyio promote and grow the economy and these isesewill certainly
result in a negative impact.

Yours sincerely

James Lawson Smith
General Farm Manager

remier Fishing SA (Pty
Reg. No. 1952/002671/07
A subsidiary of Sekunjalo Investments Ltd.
Reg. No. 1996/006093/06
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Dear Sir,

Please forward to the correct department:

Ref account number 140000045516 &€ rates for 13 Malgas Street
Gansbaai:

This plot is valued at no more than R175000.00 in the current economic
conditions. | therefore object to Councils valuation of R255000.00.

Please review this and adjust accordingly.

Regards,
Tel: 27 21 686 7104/5 Fax: 27 21 686 1957
E-mail: daly@ddcconstruction.co.za
Web: www.ddcconstruction.co.za
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Kerkstraat 169 Church Street / HAWSTON 7202 Q(OZS) 315 2527 Faks 0866509907
P.O. BOX 79 / HAWSTON 7202 E-MAIL: overstrandcarecentre@telkomsa.net

e e ——

10 Mei 2013

Die Kantoor van die Munisipale Bestuurder
Overstrand Munisipaliteit

Posbus 20

HERMANUS

7200

VIR AANDAG: Die Munisipale Bestuurder

INSAKE: KONSEP BEGROTING 2013/14 FINANSIELE JAAR

Ek neem kennis van u skrywe gedateer 29 April 2013 in bovermelde aangeleentheid.

Ek bevestig dat geen publieke deelname prosesse deur u munisipaliteit plaasgevind het nie
soos deur die wet op plaaslike bestuur voorgeskryf word.

Groete

Mnr T. Gelderblom
VOORSITTER




























dlouw@overstrand.gov.za
Dear Mr Louw

Draft Municipal Budget for the 2013/14 Year

Our meeting on Tuesday 14™ May regarding the impact of the draft municipal budget on the
electricity costs for Abagold refers.

| wish to thank you for the very informative meeting and presentation at your offices as well as
your willingness to share background information. | hope that this meeting will be the first of
many and we fully support your idea to create a forum for “large electricity users” where we can
meet once or twice a year.

As mentioned, had this meeting taken place during the comment period set out for the budget
we would not have had to write our letter dated 30 April 2013 on the matter. We are satisfied
with the proposed electricity tariffs in the budget and are currently discussing water tariffs with
your colleagues.

Kind regards

C M du Plessis
Managing Director
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