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LIST OF ABBREVIATIONS

AFR Asset Finance Reserve

CFO Chief Financial Officer

IDP Integrated Development Plan

MEC Member of the Executive Council

MFMA Municipal finance management Act 56 of 2003
ZBB Zero Based Budgeting
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1. Policy

1.1 Overview

Sedibeng District Municipality has developed its strategic budget policy to include activities at all
departments at which municipality business is conducted. This in recognising its:
i.  community orientation; and

ii. the need for good governance.

The strategic budget policy is a transparent and codified internal control system aimed at promoting its
core District Objectives to ensure that the limited resources at the disposal of Sedibeng District
Municipality will be focused towards serving the various stakeholders in the pursuit of their interactions
with Sedibeng District Municipality both efficiently and congruent to approved budgets and broader
financial policies of Sedibeng District Municipality, whilst minimizing the temptation of misuse of

municipality funds.

The policy is applicable to all Sedibeng District Municipality staff charged with discharging
municipality related activities. It seeks to institutes the necessary control measures to facilitate the

daily activity of the municipality by providing:

i.  Aguideline for all stakeholders both internal and external;
ii. An internal dynamic document detailing the processes required for the efficient discharge of

duties to ensure the efficient administration of the Sedibeng District Municipality budgets

The policy is intended to provide a framework for Municipality’s strategic budget policies, processes
and procedures and implement effective processes to sustain cash flow in a manner prescribed in the

Municipal Finance Management Act, 2003 and National Treasury Regulations.

1.2 Purpose

To set out the budgeting principles which the municipality will follow in preparing each annual

budget, as well as the responsibilities of the chief financial officer in compiling such budget

1.3 Objectives

To ensure procedures and internal controls are in place to secure sound and sustainable

management of the budgeting practices of the Sedibeng District Municipality through:

i. Infusing business processes into internal control which complies with all legislation and

statutory requirements;
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i. Driving a culture of accountability over Sedibeng District Municipality by skilling staff and
stakeholders alike as the budgetary processes;

iii. Ensuring the budgetary process is not compromised;

iv. Ensure that all staff assigned to budgetary processes should be appropriately trained and be
aware of relevant policies and procedures.

v. Communicate to all staff that any monetary loss as a result of non-compliance with this policy is

deemed to be gross negligence and could be cause for disciplinary action.

1.4 Business Process Framework

1.4.1 Legislative Framework
The Municipal Systems Act (No. 32 of 2000) (MSA), Municipal Finance Management Act
(MFMA) (No. 56 of 2003), the National Heritage Resources Act (No. 25 of 1999), Municipal
Budget and Reporting Regulations (MBRR), National Treasury MFMA Circulars and other
applicable legislation, policies and rules informs and seeks to regulate the budget process and

procedures.

In particular, we are guided by Government Notice 32141, re (MBRR) which prescribes that

the following headings be addressed in prescribed tabular format relative to the following sub

categories:
a. 3 Years audited outcomes;
b. The current years original and adjusted budgets with a full year forecast; and

C. A medium term revenue and expenditure framework covering the budgeted
year and the budgets for the ensuing two years;
d. and in addition a host of supporting documentation be produced — (see legal

process framework)

1.4.2 Accounting Framework
The responsibility of budget preparation, presentation and management lies with the
Accounting Officer and Chief Financial Officer, or delegated official, who has to ensure that
reasonable controls exist to support the implementation of policies. In delegating this
function to subordinates, it does not alleviate the responsibility of the Chief Financial
Officer. The HOD has to ensure all policies and procedures are communicated to and

implemented by the responsible individual(s).
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1.5 Recommendations
i.  This policy, processes and procedures document supersedes all previously issued

references to the strategic budget process;

ii. This policy, processes and procedures document be recognised as providing the
framework of operation and internal control mechanisms for all staff members of the

municipality charged with the strategic budget process;

iii. ~ This policy document be adopted by the Executive Management and the broader Council

of Sedibeng District Municipality as the framework for strategic budgeting.

2. Processes

2.1 Legal Process Framework

Chapter 4 of the Municipal Finance Management Act, 2003, is the part of the act that specifies
the budgeting methodology that must be followed by the municipality.

For the purpose of this policy a synopsis/summary of the relevant sections pertained in Chapter 4 is

included for uncomplicated reference and scrutiny

Section 15: Appropriation of funds for expenditure
- Expenses may only be incurred in terms of the approved annual budget (or adjustments budget)

and within the limits of the amounts appropriated for each budget vote

Section 16: Annual budgets

- The Council of the municipality must approve the annual budget before the start of the financial
year to which it relates.

- The Mayor must table the annual budget at least ninety days before the start of such financial
year.

- The capital budget may extend over three years, provided that it is separated into annual

appropriations for that period
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Section 17: Contents of annual budgets and supporting documents

The budget must be in the prescribed format, and must be divided into a capital and an operating

budget.

The budget must reflect the realistically expected revenues by major source for the budget year

concerned.

The expenses reflected in the budget must be divided into votes.

The budget must also contain the foregoing information for the two financial years following the

financial year to which the budget relates, as well as the actual revenues and expenses for the year

before the current year, and the estimated revenues and expenses for the current year

The budget must be accompanied by all the following documents:

a)

b)
c)

d)

9

h)

draft resolutions approving the budget and levying property rates, other taxes and ftariffs
for the financial year concerned

draft resolutions (where applicable) amending the IDP and the budget-related policies
measurable performance objectives for each budget vote, taking into account the
municipality’s IDP

any proposed amendments to the IDP;

any proposed amendments to the budget-related policies

the cost to the municipality of the salaries, allowances and other benefits of its political
office bearers and other councillors, the municipal manager, the chief financial officer,
and other senior managers

particulars of any proposed allocations or grants to other municipalities, municipal
entities, external mechanisms assisting the municipality in service delivery, other organs
of state, and organisations such as NGOs, welfare institutions and so on

various information in regard to municipal entities [if such entities exist] under the shared

or sole control of the municipality

o As per Government Notice 32141, re Municipal Budget and Reporting Regulations

(MBRR) The following headings have to be addressed in prescribed tabular format

relative to the following sub categories :

e. 3 years audited outcomes;

the current years original and adjusted budgets with a full year forecast; and

g. a medium term revenue and expenditure framework covering the budgeted year and the

budgets for the ensuing two years :

Schedule A First Attachment:

I

i,

Budget Summary

Budgeted Financial Performance

» Revenue & Expenditure by Standard Classification
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» Revenue & expenditure by Municipal Vote
> Revenue & Expenditure
iii.  Budgeted Capital Expenditure By Vote, Standard Classification And Funding
iv.  Budgeted Financial position
v.  Budgeted Cash Flows
vi.  Cash Backed Reserves / Accumulated Surplus Reconciliation
vii.  Asset Management
viii. ~ Basic service Delivery Management
Schedule A Second Attachment:
ix.  Consolidated Budget Summary
Xx.  Consolidated Budgeted Financial Performance
» Revenue & Expenditure by Standard Classification
> Revenue & expenditure by Municipal Vote
> Revenue & Expenditure
xi. ~ Consolidated Budgeted Capital Expenditure By Vote, Standard Classification And
Funding
xii.  Consolidated Budgeted Financial position
xiii. ~— Consolidated Budgeted Cash Flows
xiv.  Consolidated Cash Backed Reserves / Accumulated Surplus Reconciliation
xv.  Consolidated Asset Management

xvi.  Consolidated Basic Service Delivery Management

Section 18: Funding of expenditures
- The budget may be financed only from
o realistically expected revenues, based on current and previous collection levels;
e cash-backed funds available from previous surpluses where such funds are not required for other
purposes; and

e borrowed funds in respect of the capital budget only

Section 19: Capital projects

- A municipality may spend money on a capital project only if the money for the project (including the
cost of any required feasibility studies) has been appropriated in the capital budget

- The total cost of the project must also be approved by the Council

- The envisaged sources of funding for the capital budget must be properly considered and the Council
must be satisfied that this funding is available and has not been committed for other purposes

- Before approving a capital project, the Council must consider the projected cost of the project over all
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the ensuing financial years until the project becomes operational, as well as the future operational
costs and any revenues which may arise in respect of such project, including the likely future impact

on property rates and service tariffs

Section 20: Matters to be prescribed

- The Minister of Finance must prescribe the form of the annual budget, and may further prescribe a
variety of other matters, including the inflation projections which the municipality must use in compiling
its budget.

- The Minister may also prescribe uniform norms and standards in regard to the setting of tariffs where a
municipality entity or other external mechanisms is used to perform a municipal service; and may also
take appropriate steps to ensure that a municipality does not, in exceeding its fiscal powers, materially
and unreasonably prejudice national economic policies (particularly on inflation, administered pricing
and equity), economic activities across municipal boundaries, and the national mobility of goods,

services, capital or labour

Section 21: Budget preparation process
- The Mayor of the municipality must:

o Co-ordinate the processes for preparing the annual budget, and for reviewing the municipality’s
IDP and budget-related policies to ensure that the budget, the IDP, and the policies are mutually
consistent and credible

o At least ten months before the start of the ensuing financial year, table in the Council the time
schedule with key deadlines for the preparation, tabling and approval of the following year’s
annual budget, the review of the IDP and budget-related policies, and the consultative processes
required in the approval of the budget

o When preparing the annual budget, take into account the municipality’s IDP, the national budget,
provincial budget, the National Government’s fiscal and macro-economic policies, and the annual
Division of Revenue Act

o Take all reasonable steps to ensure that the municipality revises its IDP in line with realistic
revenue and expenditure projections for future years.

o Consult the district municipality (if it is a local municipality) and all other local municipalities in the
district, and all other local municipalities in the district if it is a district municipality.

e Consult the National Treasury when requested, the Provincial Treasury, and such other provincial
and national organs of state as may be prescribed.

e Provide, on request, any budget-related information to the National Treasury, other national and

provincial organs of state, and any other municipality affected by the budget.
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Section 22: Publication of Annual Budgets
- Immediately after the annual budget has been tabled, the Municipal Manager must make this budget

and other budget-related documentation public, and must invite the local community to submit
representations in regard to such budget.

- The Municipal Manager must also immediately submit the tabled budget in both printed and electronic
formats to the National Treasury, the Provincial Treasury, and in either format to prescribed national

and provincial organs of state and other municipalities affected by the budget

Section 23: Consultations on tabled budgets

After the budget has been tabled, the Council of the municipality must consider the views of the local
community, the National Treasury, the Provincial Treasury, and any provincial or national organs of state or
municipalities which have made submissions on the budget

After considering these views, the Council must give the Mayor the opportunity to respond to the
submissions received, and — if necessary — revise the budget and table the relevant amendments for
consideration by the Council

The National Treasury may issue guidelines on the manner in which the Council must process the annual
budget, including guidelines on the formation of a committee of the Council to consider the budget and hold
public hearings. Such guidelines shall be binding only if they are adopted by the Council

Section 24: Approval of annual budgets

The Council must consider approval of the budget at least thirty days before the start of the financial year to
which such budget relates.

The budget must be approved before the start of such financial year, and the resolutions and performance
objectives referred to in Section 17 must simultaneously be adopted

Section 25: Failure to approve budget before start of budget year

This Section sets out the process which must be followed if the budget is not approved in the normal course
of events. Briefly the Council must reconsider and vote on the budget, or an amended version of the
budget, every seven days until a budget is approved. The Mayor must immediately inform the MEC for
Local Government if the budget is not adopted by the start of the budget year, and may request a provincial
intervention

Section 26: Consequences of failure to approve budget before start of budget year

The provincial executive must intervene in any municipality which has not approved its annual budget by
the start of the relevant financial year. Such intervention must entail the taking of any appropriate steps to
ensure a budget is approved, including dissolving the Council and appointing an administrator until a new
Council can be elected, and approving a temporary budget until such new Council can adopt a permanent
budget for the municipality. The Section also imposes restrictions on what may be spent in terms of such
temporary budget

Section 27: Non-compliance with provisions of this chapter

This Section sets out the duties of the Mayor to report any impending non-compliance and the general
consequences of non-compliance with the requirements of the various foregoing prescriptions

Section 28 Municipal adjustments budgets

A municipality may revise its annual budget by means of an adjustments budget.
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However, a municipality must promptly adjust its budgeted revenues and expenses if a
material under-collection of revenues arises or is apparent

- A municipality may appropriate additional revenues which have become available but only to revise or
accelerate spending programmes already budgeted for.

- A municipality may in such adjustments budget, and within the prescribed framework, authorise
unforeseen and unavoidable expenses on the recommendation of the Mayor.

- A municipality may authorise the utilisation of projected savings on any vote towards spending under
another vote.

- Municipalities may also authorise the spending of funds unspent at the end of the previous financial
year, where such under-spending could not reasonably have been foreseen at the time the annual
budget was approved by the Council.

- Only the Mayor of the municipality may table an adjustments budget. Such budget may be tabled
whenever necessary, but limitations on the timing and frequency of such tabling may be prescribed.

- An adjustments budget must contain all of the following:

° an explanation of how the adjustments affect the approved annual budget;
° appropriate motivations for material adjustments; and an explanation of the impact of any

increased spending on the current and future annual budgets

Municipal taxes and tariffs may not be increased during a financial year except if required in terms of a
financial recovery plan

Section 29: Unforeseen and unavoidable expenditure
- Inregard to unforeseen and unavoidable expenses, the following apply:
o the Mayor may authorise such expenses in an emergency or other exceptional circumstances;
o the municipality may not exceed a prescribed percentage of the approved annual budget in respect of such
unforeseen and unavoidable expenses;
o these expenses must be reported by the Mayor to the next Council meeting;
o the expenses must be appropriated in an adjustments budget; and

o the adjustments budget must be passed within sixty days after the expenses were incurred.
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Section 30: Unspent funds

The appropriation of funds in an annual or adjustments budget will lapse to the extent that they are unspent by the

end of the relevant budget year, but except for the expenses referred to above in Section 16.

Section 31: Shifting of funds between multi-year appropriations

If the funds for a capital project have been appropriated for more than one financial year (see Section 16) these

expenses may exceed the appropriation for any one financial year, provided:

the increase is not more than 20% of that financial year’s allocation;

the increase is funded in the next financial year’s appropriations;

the Municipal Manager certifies that actual revenues are expected to exceed budgeted revenues, and that
enough funds will be available to finance such increased appropriation without incurring further borrowing
beyond the annual budget limit;

the Mayor gives prior written approval for such increased appropriation; an all the above documentation is
provided to the Auditor-General

Section 32: Unauthorised, irregular or fruitless and wasteful expenditure

Unauthorised expenses may be authorised in an adjustments budget — see policy

Section 33: Contracts having future budgetary implications

Contracts extending beyond one financial year may be entered into by a municipality, but if such contract extends

beyond the three years covered in the annual budget, the municipality may enter into such contract only if:

The Municipal Manager, at least sixty days before the Council meeting at which the contract is to be approved,
has made the contract public, with an information statement summarising the municipality’s obligations, and
inviting the local community and other interested parties to submit comments or make representations.

The Municipal Manager solicits the views and recommendations of the National Treasury and Provincial
Treasury in respect to such contract, as well as those of the National Department of Provincial and Local
Government, and any national department concerned with water, sanitation or electricity, if the contract relates
to any of these services.

The Council has taken into account the projected financial obligations in regard to such contract, the impact on
tariffs, and the views and comments received from all the foregoing parties.

The Council adopts a resolution determining that the municipality will secure a significant capital investment or
derives a significant financial or economic benefit from the contract, and approves the entire contract exactly as
it is to be executed.

A contract for purposes of this Section shall exclude any contract relating to the incurring of long-term debt by the
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municipality, employment contracts, contracts for categories of goods as may be prescribed, or contracts where the

value of the contract is less than a prescribed value or a prescribed percentage of the annual budget
Section 42: Price increases of bulk resources for provision of municipal services

- National and provincial organs of state which supply water, electricity or any other bulk resources to municipalities or
municipal entities for the provision of municipal services may increase the price of such resources only after doing all

the following:

o The proposed increase must be submitted to the organ’s executive authority and (where legislation so requires)
to any requlatory agency for approval.

o Atleast forty days prior to the above submission the National Treasury and organised local government must be
invited to submit written comments on the proposed increase.

o The executive authority, after taking into account the comments received, must table the price increase in
Parliament or the provincial legislature, as the case may be, with a full motivation and certain other prescribed

explanatory documentation

Unless the Minister of Finance otherwise directs, a price increase must be tabled on or before 15
March to take effect from 1 July of the same year. If it is tabled after 15 March it may only take
effect from 1 July of the following year

Section 43: Applicability of tax and tariff capping on municipalities

If a national or provincial organ of state is legislatively empowered to determine the upper limits of any municipal tax or
tariff, such determination takes effect on the date specified in the determination, but provided that, unless the Minister of
Finance otherwise directs:

A determination promulgated on or before 15 March shall not take effect before 1 July of the same year.

A determination promulgated after 15 March shall not take effect before 1 July of the following year.

A determination shall not be allowed to impair a municipality’s ability to meet any annual or periodic escalations in the
payments it must make in respect of any contract legally entered into by a municipality.

Section 53: Budget processes and related matters

The Mayor of the municipality must:

Provide general political guidance over the annual budget process and the priorities that guide the preparation of each
budget.

Co-ordinate the annual revision of the IDP, as well as the preparation of the annual budget, and determine how the IDP is
to be taken into account or is to be revised for purposes of such budget.

Take all reasonable steps to ensure that the Council approves the annual budget before the start of the financial year to
which it relates, and that the municipality’s service delivery and budget implementation plan is approved within twenty-
eight days after the approval of the budget.

Ensure that the annual performance agreements for the Municipal Manager and the senior managers of the municipality
are linked to measurable performance objectives which are approved with the budget and the service delivery and budget
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implementation plan.

The Mayor must promptly report to the Council and the MEC for Local Government any delay in tabling the annual
budget, approving the service delivery and budget implementation plan or signing the annual performance agreements.
The Mayor must further ensure that the service delivery targets and quarterly performance indicators, and the monthly
projections of revenues and expenses in the service delivery and budget implementation plan, are made public not later
than fourteen days after these matters have been approved; and that the performance agreements of the Municipal
Manager and other senior officials are similarly made public not later than fourteen days after their approval.

Section 68 Budget preparation

Municipal Manager must assist the Mayor in performing the assigned budgetary functions and must provide the Mayor
with administrative support, operational resources and the information necessary to perform these functions

Section 69: Budget implementation

The Municipal Manager is responsible for implementing the budget, and must take reasonable steps to ensure that:
funds are spent in accordance with the budget;

expenses are reduced if expected revenues are less than projected; and

revenues and expenses are properly monitored

The Municipal Manager must prepare any adjustments budget when such budget is necessary and submit it to the Mayor
for consideration and tabling in Council

The Municipal Manager must submit a draft service delivery and budget implementation plan to the Mayor fourteen days
after the annual budget has been approved, and must also within the same period submit drafts of the annual
performance agreements to the Mayor.

Section 70: Impending shortfalls, overspending and overdrafts

The Municipal Manager must report in writing to the Council any impending shortfalls in the annual revenue budget, as
well as any impending overspending, together with the steps taken to prevent or rectify these problems

Section 71: Monthly budget statements

The Municipal Manager must, not later than ten working days after the end of each calendar month, submit to the Mayor
and Provincial Treasury a report in the prescribed format on the state of the municipality’s budget for such calendar
month, as well as on the state of the budget cumulatively for the financial year to date.

This report must reflect the following:

actual revenues per source, compared with budgeted revenues;

actual expenses per vote, compared with budgeted expenses;

actual capital expenditure per vote, compared with budgeted expenses;

actual borrowings, compared with the borrowings envisaged to fund the capital budget;

the amount of allocations received, compared with the budgeted amount;

actual expenses against allocations, but excluding expenses in respect of the equitable share;

explanations of any material variances between the actual revenues and expenses as indicated above and the projected
revenues by source and expenses by vote as set out in the service delivery and budget implementation plan;

the remedial or corrective steps to be taken to ensure that the relevant projections remain within the approved or revised
budget; and

projections of the revenues and expenses for the remainder of the financial year, together with an indication of how and
where the original projections have been revised.

The report to the National Treasury must be both in electronic format and in a signed written document
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Section 54: Budgetary control and early identification of financial problems

On receipt of the report from the Municipal Manager, the Mayor must:
e consider the report;

e check whether the budget has been implemented in accordance with the service delivery and budget
implementation plan;

e jssue appropriate instructions to the Municipal Manager to ensure that the budget is implemented in
accordance with this plan, and that the spending of funds and the collection of revenues proceed in
accordance with the approved budget;

e dentify any financial problems facing the municipality, as we