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Part 1 – Annual Budget 
1.1 Mayor’s Report 
 
In his budget speech to Parliament on 22 February 2012, the Minister of Finance, Mr. Pravin 
Gordham said that this financial year’s budget was crafted at a challenging but hopeful time. A 
time when the world is facing challenges arising out of the European economic crisis which has 
created economic uncertainty for the world and developing countries like ours. Though South 
Africa’s economy continues to show excellent resilience during the post 2008 crisis, we need to 
introduce a new dynamism amongst all South Africans at all government levels.  

The Minister said: 

“The dynamism requires an extraordinary national effort from all role-players, committed not 
just to identifying the barriers to progress, not just to proposing solutions, but also working 
together, over the long haul.  Our new story, our period of transition, is about building modern 
infrastructure, a vibrant economy, a decent quality of life for all, reduced poverty, decent 
employment opportunities” 

In accordance with the provisions of the laws that govern the affairs of the municipality we 
embarked on a process of consultation with local communities, sector departments, business 
and other stakeholders with a view to finally presenting the IDP and Budget for the 2012-2013 
financial year. Our IDP is therefore the culmination of a lengthy process of consultation with the 
people, accordingly it also carries the hopes and aspirations of the masses of our communities 
which the 2012-2013 budget must seek to finance. Therefore our IDP must be seen as a beacon 
of hope that will continue to guide us over the next financial year in our collective endevours of 
building a better life for all the people of our district. 

Management within local government has a significant role to play in strengthening the link 
between the citizen and government’s overall priorities and spending plans.  The goal should be 
to enhance service delivery aimed at improving the quality of life for all people within the 
Nkangala District Municipality.  Budgeting is primarily about the choices that the municipality 
has to make between competing priorities and fiscal realities.  The challenge is to do more with 
the available resources.  We need to remain focused on the effective delivery of the core 
municipal services through the application of efficient and effective service delivery 
mechanisms. 
  
Clearly with this budget, our people will experience a significant improvement in their quality of 
life.  But it is only with the co-operation of the people that this budget will be able to meet their 
needs. The people can and must lend a hand.  In the I.D.P we have set clear targets for 
measurable improvements on all our key goals. We aim to deliver a social package that aims to 
improve the level of service delivery. Cde. Moses Kotane, an icon of the liberation struggle once 
said: “At this hour of destiny the country and your people need you, the future of the country is 
in your hands and it will be what you make of it” 
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1.2 Council Resolutions 
 
On 30 May 2012 the Council of Nkangala District Municipality met in the Council Chambers of 
Nkangala District Municipality to consider the annual budget of the municipality for the financial 
year 2012/13.  The Council notes the following resolutions: 
 
1. The Council of Nkangala District Municipality, acting in terms of section 24 of the Municipal 

Finance Management Act, (Act 56 of 2003) notes: 
 
1.1. The annual budget of the municipality for the financial year 2012/13 and the multi-year 

and single-year capital appropriations as set out in the following tables: 
1.1.1. Budgeted Financial Performance (revenue and expenditure by standard 

classification) as contained in Table 10 on page 14; 
1.1.2. Budgeted Financial Performance (revenue and expenditure by municipal vote) as 

contained in Table 11 on page 16; 
1.1.3. Budgeted Financial Performance (revenue by source and expenditure by type) as 

contained in Table 12 on page 18; and 
1.1.4. Multi-year and single-year capital appropriations by municipal vote and standard 

classification and associated funding by source as contained in Table 15 on page 
21. 

 
1.2. The financial position, cash flow budget, cash-backed reserve/accumulated surplus, 

asset management and basic service delivery targets are noted as set out in the 
following tables: 

1.2.1. Budgeted Financial Position as contained in Table 16 on page 23; 
1.2.2. Budgeted Cash Flows as contained in Table 17 on page 25; 
1.2.3. Cash backed reserves and accumulated surplus reconciliation as contained in 

Table 18 on page 25; 
1.2.4. Asset management as contained in Table 19 on page 27; and 
1.2.5. Basic service delivery measurement as contained in Table 23 on page 39. 

 
1.3. The project priority list as submitted by local municipalities in table 6 pages 9 was 

confirmed. 
1.4. The organogram attached as figure 8 pages 125 to 135 with new positions aimed at 

strengthening the organisations’ performance to ensure that the priorities set out in the 
IDP and matters raised by the Auditor General, be noted 

1.5. The Budget timetable for 2013/2014 attached as figure 9 page 136 was noted. 
 

1.3 Executive Summary 
 
The application of sound financial management principles for the compilation of the District’s 
financial plan is essential and critical to ensure that the District remains financially viable and 
that municipal services are provided sustainably, economically and equitably to all communities. 
 
The District’s business and service delivery priorities were reviewed as part of this year’s 
planning and budget process.  Where appropriate, funds were transferred from low- to high-
priority programmes so as to maintain sound financial stewardship.  A critical review was also 
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undertaken of expenditures on noncore and ‘nice to have’ items.  This has resulted in savings to 
the municipality of nearly R36 million in the current financial year’s adjusted budget (2011/12).  
Key areas where savings were realized were on operational administrative expenditure. 
 
The District has done a service deliver audit of the past five years.  Furthermore, the District has 
undertaken various customer care initiatives to ensure the municipality truly involves all citizens 
in the process of ensuring a people lead government. 
 
National Treasury’s MFMA Circular No. 51, 54, 55 and 58 were used to guide the compilation of 
the 2012/13 MTREF. 
 
The main challenges experienced during the compilation of the 2012/13 MTREF can be 
summarised as follows: 

 
• The ongoing difficulties in the national and local economy; 
• Aging and poorly maintained water, roads and electricity infrastructure;  
• The need to reprioritise projects and expenditure within the existing resource envelope 

given the cash flow realities; 
• Wage increases for municipal staff that continue to exceed consumer inflation, as well as 

the need to fill critical vacancies; 
 
The following budget principles and guidelines directly informed the compilation of the 2012/13 
MTREF: 
 
• The 2011/12 Adjustments Budget priorities and targets, as well as the base line 

allocations contained in that Adjustments Budget were adopted as the upper limits for 
the new baselines for the 2012/13 annual budget;  

• Intermediate service level standards were used to inform the measurable objectives, 
targets and backlog eradication goals; 

• There will be no budget allocated to national and provincial funded projects unless the 
necessary grants to the municipality are reflected in the national and provincial budget 
and have been gazetted as required by the annual Division of Revenue Act; 

• The following items and allocations to these items had to be supported by a list and/or 
motivation setting out the intention and cost of the expenditure which was used to 
prioritise expenditures: 

- Special Projects; 
- Consultant Fees; 
- Furniture and office equipment; 
- Special Events; 
- Refreshments and entertainment; 
- Ad-hoc travelling; and 
- Subsistence, Travelling & Conference fees (national & international). 

 
In view of the aforementioned, the following table is a consolidated overview of the proposed 
2012/13 Medium-term Revenue and Expenditure Framework: 
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1.6.1 Future operational cost of new infrastructure 
 
The future operational costs and revenues associated with the capital programme have been 
included in Table 56 MBRR SA35 on page 110.  This table shows that future operational costs 
associated with the capital programme totals R66.365 million in 2012/13 and escalates to 
R19,421 million by 2013/14. This concomitant operational expenditure is expected to escalate to 
R20,470 million by 2014/15. It needs to be noted that as part of the 2012/13 MTREF, this 
expenditure has been factored into the two outer years of the operational budget. 
 

1.7 Annual Budget Tables  
 
The following eighteen pages present the ten main budget tables as required in terms of section 
8 of the Municipal Budget and Reporting Regulations. These tables set out the municipality’s 
2012/13 budget and MTREF as approved by the Council. Each table is accompanied by 
explanatory notes on the facing page. 
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Explanatory notes to MBRR Table A1 - Budget Summary  
 
1. Table A1 is a budget summary and provides a concise overview of the District’s budget from 

all of the major financial perspectives (operating, capital expenditure, financial position, cash 
flow, and MFMA funding compliance).  

2. The table provides an overview of the amounts approved by Council for operating 
performance, resources deployed to capital expenditure, financial position, cash and funding 
compliance, as well as the municipality’s commitment to eliminating basic service delivery 
backlogs. 

3. Financial management reforms emphasises the importance of the municipal budget being 
funded. This requires the simultaneous assessment of the Financial Performance, Financial 
Position and Cash Flow Budgets, along with the Capital Budget. The Budget Summary 
provides the key information in this regard: 

a. The operating surplus/deficit (after Total Expenditure) is positive over the MTREF 
b. Capital expenditure is balanced by capital funding sources, of which 

i. Internally generated funds is financed from a combination of the current 
operating surplus and accumulated cash-backed surpluses from previous 
years.  The amount is incorporated in the Net cash from investing on the 
Cash Flow Budget.  The fact that the municipality’s cash flow remains 
positive, and is improving indicates that the necessary cash resources are 
available to fund the Capital Budget. 

4. The Cash backing/surplus reconciliation shows that in previous financial years the 
municipality was paying much attention to managing this aspect of its finances, and 
consequently all of its obligations are cash-backed.  This places the municipality in a very 
positive financial position.   
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Explanatory notes to MBRR Table A2 - Budgeted Financial Performance (revenue and 
expenditure by standard classification) 
 
1. Table A2 is a view of the budgeted financial performance in relation to revenue and 

expenditure per standard classification.  The modified GFS standard classification divides 
the municipal services into 15 functional areas. Municipal revenue, operating expenditure 
and capital expenditure are then classified in terms if each of these functional areas which 
enables the National Treasury to compile ‘whole of government’ reports. 
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Explanatory notes to MBRR Table A3 - Budgeted Financial Performance (revenue and 
expenditure by municipal vote) 
 
1. Table A3 is a view of the budgeted financial performance in relation to the revenue and 

expenditure per municipal vote.  This table facilitates the view of the budgeted operating 
performance in relation to the organisational structure of the District.  This means it is 
possible to present the operating surplus or deficit of a vote.   
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Explanatory notes to Table A5 - Budgeted Capital Expenditure by vote, standard 
classification and funding source 
 
1. Table A5 is a breakdown of the capital programme in relation to capital expenditure by 

municipal vote (multi-year and single-year appropriations); capital expenditure by standard 
classification; and the funding sources necessary to fund the capital budget, including 
information on capital transfers from national and provincial departments. 

2. The MFMA provides that a municipality may approve multi-year or single-year capital budget 
appropriations.  In relation to multi-year appropriations, for 2012/13 R66,365 million has 
been allocated of the total budget for capital expenditure and R19,421 million and R20,469 
million for the 2013/14 and 2014/15 financial years respectively. The budget appropriations 
for the two outer years are indicative allocations based on the departmental business plans 
as informed by the IDP and will be reviewed on an annual basis to assess the relevance of 
the expenditure in relation to the strategic objectives and service delivery imperatives of the 
District.  For the purpose of funding assessment of the MTREF. 

3. The capital programme is funded from internally generated funds from current year 
surpluses and accumulated surplusses.   
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Explanatory notes to Table A6 - Budgeted Financial Position 
 
1. Table A6 is consistent with international standards of good financial management practice, 

and improves understandability for councilors and management of the impact of the budget 
on the statement of financial position (balance sheet). 

2. This format of presenting the statement of financial position is aligned to GRAP1, which is 
generally aligned to the international version which presents Assets less Liabilities as 
“accounting” Community Wealth.  The order of items within each group illustrates items in 
order of liquidity; i.e. assets readily converted to cash, or liabilities immediately required to 
be met from cash, appear first. 

3. Table A6 is supported by an extensive table of notes (SA3 which can be found on page 102) 
providing a detailed analysis of the major components of a number of items, including: 
• Call investments deposits; 
• Property, plant and equipment; 
• Trade and other payables; 
• Provisions non-current; 
• Changes in net assets; and  

4. The municipal equivalent of equity is Community Wealth/Equity.  The justification is that 
ownership and the net assets of the municipality belong to the community. 

5. Any movement on the Budgeted Financial Performance or the Capital Budget will inevitably 
impact on the Budgeted Financial Position.  As an example, the collection rate assumption 
will impact on the cash position of the municipality and subsequently inform the level of cash 
and cash equivalents at year end.  Similarly, the collection rate assumption should inform 
the budget appropriation for debt impairment which in turn would impact on the provision for 
bad debt.  These budget and planning assumptions form a critical link in determining the 
applicability and relevance of the budget as well as the determination of ratios and financial 
indicators.  In addition the funding compliance assessment is informed directly by 
forecasting the statement of financial position. 
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Explanatory notes to Table A7 - Budgeted Cash Flow Statement 
 
1. The budgeted cash flow statement is the first measurement in determining if the budget is 

funded. 
2. It shows the expected level of cash in-flow versus cash out-flow that is likely to result from 

the implementation of the budget. 
3. It can be seen that the cash levels of the District raised from R394,446 million over the 

2008/09 to R466,152 million in 2010/11 period owing directly to a net increase in cash for 
the 2009/10 and 2010/11 financial years of R175.4 million. 

4. The approved 2011/12 MTREF provide for a further net decrease in cash of R319,559 
million for the 2011/12 financial year resulting in an overall projected positive cash position 
of R146,592 million at year end. 

5. Cash and cash equivalents totals R528,173 million as at the end of the 2012/13 financial 
year and escalates to R778,224 million by 2014/15. 

 
Explanatory notes to Table A8 - Cash Backed Reserves/Accumulated Surplus 
Reconciliation 
 
1. The cash backed reserves/accumulated surplus reconciliation is aligned to the requirements 

of MFMA Circular 42 – Funding a Municipal Budget. 
2. In essence the table evaluates the funding levels of the budget by firstly forecasting the cash 

and investments at year end and secondly reconciling the available funding to the 
liabilities/commitments that exist. 

3. The outcome of this exercise would either be a surplus or deficit. A deficit would indicate 
that the applications exceed the cash and investments available and would be indicative of 
non-compliance with the MFMA requirements that the municipality’s budget must be 
“funded”. 

4. Non-compliance with section 18 of the MFMA is assumed because a shortfall would 
indirectly indicate that the annual budget is not appropriately funded. 

5. From the table it can be seen that for the period 2008/09 to 2010/11 the surplus raised from 
R378,484 million to R454,210 million. 

6. Considering the requirements of section 18 of the MFMA, it can be concluded that the 
adopted 2011/12 MTREF was sufficiently funded. 

7. As part of the budgeting and planning guidelines that informed the compilation of the 
2012/13 MTREF the end objective of the medium-term framework was to ensure the budget 
is funded aligned to section 18 of the MFMA. 

 



Nkangala

May 201
 

Table 1

 

a District Mu

12 

9  MBRR T

unicipality 

Table A9 - AAsset Manaagement 

22012/13 Annnual Budget aand MTREF

 27

 



Nkangala District Municipality  2012/13 Annual Budget and MTREF 

May 2012  28 
 

Explanatory notes to Table A9 - Asset Management 

1. Table A9 provides an overview of municipal capital allocations to building new assets and 
the renewal of existing assets, as well as spending on repairs and maintenance by asset 
class. 

2. National Treasury has recommended that municipalities should allocate at least 40 per cent 
of their capital budget to the renewal of existing assets, and allocations to repairs and 
maintenance should be 8 per cent of PPE.  The District does not meet both these 
recommendations as the District move into new office buildings in 2006.    
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2 Part 2 – Supporting Documentation 
 
2.1 Overview of the annual budget process 
 
Section 53 of the MFMA requires the Mayor of the municipality to provide general political 
guidance in the budget process and the setting of priorities that must guide the preparation of 
the budget.  In addition Chapter 2 of the Municipal Budget and Reporting Regulations states 
that the Mayor of the municipality must establish a Budget Steering Committee to provide 
technical assistance to the Mayor in discharging the responsibilities set out in section 53 of the 
Act.  
 
The Budget Steering Committee consists of the MMC for Finance, Municipal Manager and 
senior officials of the municipality meeting under the chairpersonship of the Mayor.  
 
The primary aims of the Budget Steering Committee are to ensure: 

• that the process followed to compile the budget complies with legislation and good 
budget practices; 

• that there is proper alignment between the policy and service delivery priorities set out 
in the District’s IDP and the budget, taking into account the need to protect the financial 
sustainability of municipality;  

• that the municipality’s revenue strategies ensure that the cash resources needed to 
deliver services are available; and 

• that the various spending priorities of the different municipal departments are properly 
evaluated and prioritised in the allocation of resources. 

 

2.1.1 Budget Process Overview 
 
In terms of section 21 of the MFMA the Mayor is required to table in Council ten months before 
the start of the new financial year (i.e. in August 2011) a time schedule that sets out the process 
to revise the IDP and prepare the budget.  
 
The Mayor tabled in Council the required the IDP and budget time schedule on 4 May 2011.  
Key dates applicable to the process were:  
 
• August 2011 – Joint strategic planning session of the Mayoral Committee and Executive 

Management.  Aim: to review past performance trends of the capital and operating 
budgets, the economic realities and to set the prioritisation criteria for the compilation of 
the 2012/13 MTREF; 

• January and February 2012 – Detail departmental budget proposals (capital and 
operating) submitted to the Budget and Treasury Office for consolidation and 
assessment against the financial planning guidelines; 

• 6 to 10 February 2012 - Review of the financial strategy and key economic and financial 
planning assumptions by the Budget Steering Committee.  This included financial 
forecasting and scenario considerations; 

• 29 February 2012 - Council considers the 2011/12 Mid-year Review and Adjustments 
Budget; 

• March 2012 - Recommendations of the Mayoral Committee are communicated to the 
Budget Steering Committee, and on to the respective departments.  The draft 2012/13 
MTREF is revised accordingly; 
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• 23 March 2012 - Tabling in Council of the draft 2012/13 IDP and 2012/13 MTREF to 
Mayoral committee; 

• 28 March 2012 - Tabling in Council of the draft 2012/13 IDP and 2012/13 MTREF for 
public consultation; 

• 19 April 2012 – Budget Indaba; 
• 30 April 2012 - Closing date for written comments; 
• 7 to 18 May 2012 – finalisation of the 2012/13 IDP and 2012/13 MTREF, taking into 

consideration comments received from the public, comments from National Treasury, 
and updated information from the most recent Division of Revenue Bill and financial 
framework; and 

• 30 May 2012 - Tabling of the 2012/13 MTREF before Council for consideration and 
approval. 

 
 

2.1.2 IDP and Service Delivery and Budget Implementation Plan 
 
This is the first review of the IDP as adopted by Council in May 2011.  It started in September 
2011 after the tabling of the IDP Process Plan and the Budget Time Schedule for the 2012/13 
MTREF in August. 
 
The District’s IDP is its principal strategic planning instrument, which directly guides and informs 
its planning, budget, management and development actions.  This framework is rolled out into 
objectives, key performance indicators and targets for implementation which directly inform the 
Service Delivery and Budget Implementation Plan.  The Process Plan applicable to the fourth 
revision cycle included the following key IDP processes and deliverables: 
 
• Registration of community needs; 
• Compilation of departmental business plans including key performance indicators and 

targets; 
• Financial planning and budgeting process; 
• Public participation process; 
• Compilation of the SDBIP, and 
• The review of the performance management and monitoring processes. 
 
The IDP has been taken into a business and financial planning process leading up to the 
2012/13 MTREF, based on the approved 2011/12 MTREF, Mid-year Review and adjustments 
budget.  The business planning process has subsequently been refined in the light of current 
economic circumstances and the resulting revenue projections.  
 
With the compilation of the 2012/13 MTREF, each department/function had to review the 
business planning process, including the setting of priorities and targets after reviewing the mid-
year and third quarter performance against the 2011/12 Departmental Service Delivery and 
Budget Implementation Plan.  Business planning links back to priority needs and master 
planning, and essentially informed the detail operating budget appropriations and three-year 
capital programme.  
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2.1.3 Financial Modelling and Key Planning Drivers 
 
As part of the compilation of the 2012/13 MTREF, extensive financial modelling was undertaken 
to ensure affordability and long-term financial sustainability.  The following key factors and 
planning strategies have informed the compilation of the 2012/13 MTREF: 
 
• District growth 
• Policy priorities and strategic objectives  
• Asset maintenance  
• Economic climate and trends (i.e inflation, household debt, migration patterns) 
• Performance trends 
• The approved 2011/12 adjustments budget and performance against the SDBIP 
• Cash Flow Management Strategy 
• Debtor payment levels 
• Investment possibilities 
• Improved and sustainable service delivery 
 
In addition to the above, the strategic guidance given in National Treasury’s MFMA Circulars 51, 
54, 55 and 58 has been taken into consideration in the planning and prioritisation process. 
 
 
 

2.1.4 Community Consultation 
 
The draft 2012/13 MTREF as tabled before Council on 28 March 2012 for community 
consultation will be published on the municipality’s website, and hard copies will be made 
available at customer care offices, municipal notice boards and various libraries.   
 
All documents in the appropriate format (electronic and printed) will be provided to National 
Treasury, and other national and provincial departments in accordance with section 23 of the 
MFMA, to provide an opportunity for them to make inputs. 
 
Local Municipalities were utilised to facilitate the community consultation process from 12 
February to 7 April 2012, and included six public briefing sessions and the Budget Indaba on the 
19 April 2012.  The applicable dates and venues will be published in all the local newspapers 
and on average attendance of 150 were recorded per meeting.  This is up on the previous 
year’s process.  This can be attributed to the additional initiatives that were launched during the 
consultation process, including the specific targeting of ratepayer associations. Individual 
sessions were scheduled with organised business and Imbizo’s were held to further ensure 
transparency and interaction.  Other stakeholders involved in the consultation included 
churches, non-governmental institutions and community-based organisations. 
 
Submissions received during the community consultation process and additional information 
regarding revenue and expenditure and individual capital projects will be addressed, and where 
relevant considered as part of the finalisation of the 2012/13 MTREF.  Feedback and responses 
to the submissions received are available on request.  The following are some of the issues and 
concerns raised as well as comments received during the consultation process: 
 
• Capital expenditure is not allocated to the areas in the same ratio as the income derived 

from those areas.  This is a normal practice in a collective taxation environment. The 
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District is responsible for managing the equitable use of resources to ensure that 
constitutional imperative to progressively improve basic services in undeveloped areas is 
realized in a sustainable manner over a reasonable period of time; 

• Several complaints were received regarding poor service delivery, especially the state of 
road infrastructure and slow implementation of projects in local municipalities; 

• Poor performance of contractors relating to infrastructure development and maintenance 
especially in the areas of road construction and maintenance were raised; 

• Environmental problems of the mines and climate change; 
• High levels of poverty and unemployment, which indicate there is a need for skills 

training. NDM must consider building an university. 
• The district need to promote the cargo project in Victor Khanye.  
 
2.2 Overview of alignment of annual budget with IDP 
 
The Constitution mandates local government with the responsibility to exercise local 
developmental and cooperative governance.  The eradication of imbalances in South African 
society can only be realized through a credible integrated developmental planning process. 
 
Municipalities in South Africa need to utilise integrated development planning as a method to 
plan future development in their areas and so find the best solutions to achieve sound long-term 
development goals.  A municipal IDP provides a five year strategic programme of action aimed 
at setting short, medium and long term strategic and budget priorities to create a development 
platform, which correlates with the term of office of the political incumbents.  The plan aligns the 
resources and the capacity of a municipality to its overall development aims and guides the 
municipal budget.  An IDP is therefore a key instrument which municipalities use to provide 
vision, leadership and direction to all those that have a role to play in the development of a 
municipal area.  The IDP enables municipalities to make the best use of scarce resources and 
speed up service delivery. 
 
Integrated developmental planning in the South African context is amongst others, an approach 
to planning aimed at involving the municipality and the community to jointly find the best 
solutions towards sustainable development.  Furthermore, integrated development planning 
provides a strategic environment for managing and guiding all planning, development and 
decision making in the municipality. 
 
It is important that the IDP developed by municipalities correlate with National and Provincial 
intent. It must aim to co-ordinate the work of local and other spheres of government in a 
coherent plan to improve the quality of life for all the people living in that area. Applied to the 
District, issues of national and provincial importance should be reflected in the IDP of the 
municipality.  A clear understanding of such intent is therefore imperative to ensure that the 
District strategically complies with the key national and provincial priorities. 
 
The aim of this revision cycle was to develop and coordinate a coherent plan to improve the 
quality of life for all the people living in the area, also reflecting issues of national and provincial 
importance.  One of the key objectives is therefore to ensure that there exists alignment 
between national and provincial priorities, policies and strategies and the District’s response to 
these requirements. 
 
The national and provincial priorities, policies and strategies of importance include amongst 
others: 
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• Green Paper on National Strategic Planning of 2009; 
• Government Programme of Action; 
• Development Facilitation Act of 1995; 
• Provincial Growth and Development Strategy (GGDS); 
• National and Provincial spatial development perspectives; 
• Relevant sector plans such as transportation, legislation and policy; 
• National Key Performance Indicators (NKPIs); 
• Accelerated and Shared Growth Initiative (ASGISA); 
• National 2014 Vision;  
• National Spatial Development Perspective (NSDP) and 
• The National Priority Outcomes. 
 
The Constitution requires local government to relate its management, budgeting and planning 
functions to its objectives.  This gives a clear indication of the intended purposes of municipal 
integrated development planning.  Legislation stipulates clearly that a municipality must not only 
give effect to its IDP, but must also conduct its affairs in a manner which is consistent with its 
IDP.  The following table highlights the IDP’s five strategic objectives for the 2011/12 MTREF 
and further planning refinements that have directly informed the compilation of the budget: 
 
IDP Strategic Objectives 

• Local Economic Development  
• Infrastructure Development and Service Delivery  
• Institutional Development and Municipal Transformation 
• Good Governance and Public Participation 
• Build more united, non-racial, integrated and safer communities; 
• Financial Viability 
• Ensure more effective, accountable and clean Local Government that works together with 

National and Provincial Spheres of Government. 
 
In order to ensure integrated and focused service delivery between all spheres of government it 
was important for the District to align its budget priorities with that of national and provincial 
government.  All spheres of government place a high priority on infrastructure development, 
economic development and job creation, efficient service delivery, poverty alleviation and 
building sound institutional arrangements. 
 
Local priorities were identified as part of the IDP review process which is directly aligned to that 
of the national and provincial priorities.  The key performance areas can be summarised as 
follows against the five strategic objectives: 
 

1. Provision of quality basic services and infrastructure which includes, amongst others: 
o Provide electricity; 
o Provide water; 
o Provide sanitation; 
o Provide waste removal; 
o Provide housing; 
o Provide roads and storm water; 
o Provide public transport; 
o Provide district planning services; and 
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o Maintaining the infrastructure of the District. 
 

2. Economic growth and development that leads to sustainable job creation by: 
o Ensuring the is a clear structural plan for the District; 
o Ensuring planning processes function in accordance with set timeframes; 
o Facilitating the use of labour intensive approaches in the delivery of services and 

the building of infrastructure. 
 

3.1 Fight poverty and build clean, healthy, safe and sustainable communities: 
o Working with strategic partners such as SAPS to address crime; 
o Ensuring save working environments  
o Promote viable, sustainable communities through proper zoning; and 
o Promote environmental sustainability by protecting wetlands and key open 

spaces. 
o Implementing initiatives to reduce the effect of climate change. 
 

3.2 Integrated Social Services for empowered and sustainable communities 
o Work with provincial departments to ensure the development of community 

infrastructure such as schools and clinics is properly co-ordinated with the 
informal settlements upgrade programme 
 

4. Foster participatory democracy and Batho Pele principles through a caring, accessible 
and accountable service by: 
o Optimising effective community participation in the ward committee system; and 
o Implementing Batho Pele in the revenue management strategy. 

 
5.1 Promote sound governance through: 

o Publishing the outcomes of all tender processes on the municipal website 
 

5.2 Ensure financial sustainability through: 
o Reviewing the use of contracted services 
o Continuing to implement the infrastructure renewal strategy and the repairs and 

maintenance plan 
 

5.3 Optimal institutional transformation to ensure capacity to achieve set objectives 
o Review of the organizational structure to optimize the use of personnel; 

 
In line with the MSA, the IDP constitutes a single, inclusive strategic plan for the District.  The 
five-year programme responds to the development challenges and opportunities faced by the 
District by identifying the key performance areas to achieve the five the strategic objectives 
mentioned above. 
 
Lessons learned with previous IDP revision and planning cycles as well as changing 
environments were taken into consideration in the compilation of the fourth revised IDP, 
including: 
 
• Strengthening the analysis and strategic planning processes of the District; 
• Ensuring better coordination through a programmatic approach and attempting to focus 

the budgeting process through planning interventions; and 
• Strengthening performance management and monitoring systems in ensuring the 

objectives and deliverables are achieved. 
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2.3 Measurable performance objectives and indicators 
 
Performance Management is a system intended to manage and monitor service delivery 
progress against the identified strategic objectives and priorities.  In accordance with legislative 
requirements and good business practices as informed by the National Framework for 
Managing Programme Performance Information, the District has developed and implemented a 
performance management system of which system is constantly refined as the integrated 
planning process unfolds.  The Municipality targets, monitors, assesses and reviews 
organisational performance which in turn is directly linked to individual employee’s performance. 
 
At any given time within government, information from multiple years is being considered; plans 
and budgets for next year; implementation for the current year; and reporting on last year's 
performance.  Although performance information is reported publicly during the last stage, the 
performance information process begins when policies are being developed, and continues 
through each of the planning, budgeting, implementation and reporting stages.  The planning, 
budgeting and reporting cycle can be graphically illustrated as follows: 
 

 

Figure 3  Planning, budgeting and reporting cycle 
 
The performance of the District relates directly to the extent to which it has achieved success in 
realising its goals and objectives, complied with legislative requirements and meeting 
stakeholder expectations.  The District therefore has adopted one integrated performance 
management system which encompasses: 
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dependent on its creditworthiness and financial position.  As with all other municipalities, 
Nkangala District Municipality’s borrowing strategy is primarily informed by the affordability of 
debt repayments.  The structure of the District’s debt portfolio is dominated by annuity loans.  
The following financial performance indicators have formed part of the compilation of the 
2012/13 MTREF: 
 
• Borrowing to asset ratio is a measure of the long-term borrowing as a percentage of the 

total asset base of the municipality.  While this ratio is decreasing over the MTREF from 
8.9 per cent in 2012/13 to 7.9 per cent in 2014/15, it needs to be noted that the 
increased capital grants and transfers has contributed to the decrease and must not be 
considered a measure on borrowing capacity in isolation of other ratios and measures. 
 

• Capital charges to operating expenditure is a measure of the cost of borrowing in relation 
to the operating expenditure. It can be seen that the cost of borrowing has steadily 
decreased from 5.3 per cent in 2008/09 to 1.7 per cent in 2011/12.  This decrease can 
be attributed to the fact that the District decided not to take up more loans. It is estimated 
that the cost of borrowing as a percentage of the operating expenditure will stabilise at 
2.7  per cent at the end of the MTREF.   
 

• Borrowing funding of own capital expenditure measures the degree to which own capital 
expenditure (excluding grants and contributions) has been funded by way of borrowing. 
The average over MTREF is 40.4 per cent. 

 
The District’s debt profile provides some interesting insights on the District’s future borrowing 
capacity.  Firstly, the use of amortising loans leads to high debt service costs at the beginning of 
the loan, which declines steadily towards the end of the loan’s term. 
 
 
In summary, various financial risks could have a negative impact on the future borrowing 
capacity of the municipality.  In particular, the continued ability of the District to meet its revenue 
targets and ensure its forecasted cash flow targets are achieved will be critical in meeting the 
repayments of the debt service costs.  . 
 

2.3.1.2 Safety of Capital 
• The debt-to-equity ratio is a financial ratio indicating the relative proportion of equity and 

debt used in financing the municipality’s assets.  The indicator is based on the total of 
loans, creditors and tax provisions as a percentage of funds and reserves. In the 
2010/11 financial year the ratio is at a level 15.6 per cent and remains relatively stable at 
14.6 in the 2014/15 financial year. 
 

 

2.3.1.3 Liquidity 
• Current ratio is a measure of the current assets divided by the current liabilities and as a 

benchmark the District has set a limit of 1, hence at no point in time should this ratio be 
less than 1.  The 2010/11 current ratio of the District is 10.2 per cent. For the 2012/13 
MTREF the current ratio is 9.4 in the 2012/13 financial year and 4.9 and 4.4 for the two 
outer years of the MTREF respectively.   
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• The liquidity ratio is a measure of the ability of the municipality to utilize cash and cash 
equivalents to extinguish or retire its current liabilities immediately.  Ideally the 
municipality should have the equivalent cash and cash equivalents on hand to meet at 
least the current liabilities, which should translate into a liquidity ratio of 1.  Anything 
below 1 indicates a shortage in cash to meet creditor obligations.  For the 2011/12 
financial year the ratio was 3.1 and as part of the financial planning strategy it has been 
increased to 3.1 in the 2012/13 financial year.   

 

2.3.1.4 Revenue Management 
• With the abolishment of the RSC Levies the outstanding debtors has declined to a point 

where the total outstanding debtors to annual revenue is very positive. The estimated 
ratio for 2012/13 is 1.5 per cent and remains stable at 1.4 per cent for the two outer 
years. 

 

2.3.1.5 Creditors Management 
• The District has managed to ensure that creditors are settled within the legislated 30 

days of invoice.  While the liquidity ratio is of concern, by applying daily cash flow 
management the municipality has managed to ensure a 100 per cent compliance rate to 
this legislative obligation.  This has had a favourable impact on suppliers’ perceptions of 
risk of doing business with the District, which is expected to benefit the District in the 
form of more competitive pricing of tenders, as suppliers compete for the District’s 
business. 

 

2.3.1.6 Other Indicators 
 
• Employee costs as a percentage of operating revenue continues to remain stable at 25.1 

per cent for the 2012/13 budget year and 26.1 for the 2014/15 budget year.  
• Repairs and maintenance as percentage of operating revenue is very low as the District 

has only the office building and Thembisile Hani roads as infrastructure assets.  
• The filling of vacancies has commenced and the Finance department will embark on a 

training programme to ensure compliance with minimum competency requirements; 
 
2.4 Overview of budget related-policies 
 
The District’s budgeting process is guided and governed by relevant legislation, frameworks, 
strategies and related policies. 
 

2.4.1 Review of credit control and debt collection procedures/policies 
 
The Credit Control and Debt Collection Policy as approved by Council in October 2003 and will 
be review in the 2012/13 year.  While the adopted policy is credible, sustainable, manageable 
and informed by affordability and value for money there has been a need to review certain 
components to achieve a higher collection rate.  Some of the possible revisions will include the 
lowering of the credit periods for the down payment of debt.   
The 2012/13 MTREF has been prepared on the basis of achieving an average debtors’ 
collection rate of 99 per cent on debtors.  In addition the collection of debt in excess of 90 days 
has been prioritised as a pertinent strategy in increasing the District’s cash levels.  
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2.4.2 Asset Management Policy 
 
The asset management policy was adopted by Council in August 2002. The policy prescribes 
the accounting and administrative policies and procedures relating to property, plant and 
equipment. The depreciation and capitalization of assets are dealt with in terms of this policy. 

Provision has been made to review all budget related policies in the 2012/13 year. 
 

2.4.3 Supply Chain Management Policy 
 
The Supply Chain Management Policy was adopted by Council in October 2006.  An amended 
policy will be adopted by Council in August 2008. The policy provides for processes to be 
followed in the procurement of goods and services. The principles of this policy is to give effect 
to a fair, equitable, transparent, competitive and cost effective system for the procurement of 
goods and services, disposing of goods and selection of contractors in the provision of 
municipal services.   

A service provider has been appointed to assist with the review of the Supply Chain 
Management Policy. 

2.4.4 Budget and Virement Policy 
 
The Budget and Virement Policy aims to empower senior managers with an efficient financial 
and budgetary amendment and control system to ensure optimum service delivery within the 
legislative framework of the MFMA and the District’s system of delegations.  The Budget and 
Virement Policy will be considered by Council in 2012/13.  
 

2.4.5 Cash Management and Investment Policy 
 
The policy provides for the management of cash and investment of surplus funds. The aim of 
the policy is to ensure that surplus cash and investments are adequately managed especially 
the funds set aside for the cash banking of certain reserves. The policy details the minimum 
cash and cash equivalents required at any point in time and introduce time frames to achieve 
certain benchmarks. This policy was adopted by Council in March 2005 

2.4.6 Donation Policy 
 
The policy provides for the conditions and procedures for which donations can be made and 
accounted for. 

 

2.4.7 Fraud and Corruption Prevention Policy 
 
The policy provides for the mitigating, preventing, and reporting any corrupt or fraudulent 
activities. 
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All the above policies are available on the District’s website, as well as the following budget 
related policies: 
 
• Budget - Allocation to local municipalities; 
• Accounting Policies; 
• Asset Capitalisation Policy; 
• Audit Chater; 
• Vehicle replacement Policy; 
• Subsistence Policy; 
• Performance Bonus Policy; 
• EPWP leanership Programme; 

 
 

2.5 Overview of budget assumptions 
 

2.5.1 External factors 
 
The Medium Term Budget Policy Statement 2011 notes that in recent months the domestic 
economy has lost momentum as a result of the disruption to world economic activity following 
the Japanese tsunami, domestic strike activity and moderating household consumption. In the 
first quarter of 2011, the economy grew at 4.5 per cent on an annual basis. In the second 
quarter, growth slowed to 1.3 per cent. Real GDP is now expected to grow by 3.1 per cent in 
2011 – a downward revision from the 3.4 per cent forecast in the 2011 Budget.  
 
The labour market remains sluggish. Formal sector non-agricultural employment is just 2.6 per 
cent higher than its low in March 2010. Unemployment increased from 21.8 per cent in the 
fourth quarter of 2008 to 25.7 per cent in the second quarter of 2011. This figure does not 
capture the estimated 2.2 million workers who have stopped looking for work. 
 
Headline inflation forecasts: 
 
Financial 
Year 

2010 
Actual 

2011 
Estimate 

2012 
Forecast 

2013 
Forecast 

2014 
Forecast 

Headline 
CPI 

3.3% 5.0% 5.4% 5.6% 5.4% 

Source: Medium Term budget Policy Statement 2011 

 

2.5.2 General inflation outlook and its impact on the municipal activities 
 
There are five key factors that have been taken into consideration in the compilation of the 
2012/13 MTREF: 
 
• National Government macro economic targets; 
• The general inflationary outlook and the impact on District’s residents and businesses; 
• The impact of municipal cost drivers; and 
• The period of the Salary and Wage Collective Agreement 2009/10 to 2011/2012 has 

come to an end. In the absence of other information from the South African Local 
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Government Bargaining Council, municipalities were advised to budget for a 5 per cent 
cost-of-living increase adjustment, to be implemented with effect from July 2012 (in-line 
with the increase proposed in the 2011 MTBPS). 

2.5.3 Credit rating outlook 
 

Table 25  Credit rating outlook 

Security class 
Currency Rating 

Annual rating 
2009/10  

Previous 
Rating 

National Short Term Rand F1+ 31 March 2011 F1 
National Long Term Rand AA- 31 March 2011 AA- 

International ZAR BBB+ 31 March 2011 BBB+ 

 
The Districts credit rating was done by Fitch Ratings, an international credit rating firm.  
Fitch's Ratings provide a relative measure of creditworthiness for rated entities in countries with 
relatively low international sovereign ratings and where there is demand for such ratings. The 
best risk within a country is rated 'AAA' and other credits are rated only relative to this risk. 
National ratings are designed for use mainly by local investors in local markets and are signified 
by the addition of an identifier for the country concerned, such as 'AAA(zaf)' for National ratings 
in South Africa.  

 

2.5.4 Interest rates for borrowing and investment of funds  
 
The MFMA specifies that borrowing can only be utilised to fund capital or refinancing of 
borrowing in certain conditions.  The District engaged in a number of financing arrangements to 
minimise its interest rate costs and risk.  However, in 2012/13 MTREF is based on the 
assumption that no additional borrowings are undertaken. 
 

2.5.5 Collection rate for revenue services 
 
The rate of revenue collection is currently expressed as a percentage (99 per cent) of budgeted 
income.  Cash flow is assumed to be 99 per cent of budgeted income. 
 

2.5.6 Salary increases 
 
The collective agreement regarding salaries/wages came into operation on 1 July 2009 and 
shall remain in force until 30 June 2012.  Year three is an across the board increase of 8.54 per 
cent. Provision was made for an 7% increase in 2012/13 financial year. 
 

2.5.7 Impact of national, provincial and local policies 
 
Integration of service delivery between national, provincial and local government is critical to 
ensure focussed service delivery and in this regard various measures were implemented to 
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be under stress from a collection and cash in-flow perspective.  Regardless of the annual cash 
position an evaluation should be made of the ability of the District to meet monthly payments as 
and when they fall due.  It is especially important to consider the position should the municipality 
be faced with an unexpected disaster that threatens revenue collection.  The ratio has been 
increasing for the period 2008/09 to 2011/12, moving from 142.50 to 110.2 with the adopted 
2011/12 MTREF.  As part of the 2012/13 MTREF the municipalities improving Project 
expenditure  the cash position causes the ratio to down to 0.1 and then raises to 23.8 for the 
2013/14 and move slightly downwards to 9.8 in the 2014/15 year.  I can be concluded that the 
District maintains a stable cash position.  
 

2.6.4.4 Surplus/deficit excluding depreciation offsets  
The main purpose of this measure is to understand if the revenue levels are sufficient to 
conclude that the community is making a sufficient contribution for the municipal resources 
consumed each year.  An ‘adjusted’ surplus/deficit is achieved by offsetting the amount of 
depreciation related to externally funded assets.  Municipalities need to assess the result of this 
calculation taking into consideration its own circumstances and levels of backlogs.   
 
The surplus excluding depreciation offsets raises from R142.137 million in 2008/2009 to 
R69.957 million in 2010/11. It should be noted that the deficit of R275,473 million estimated in 
2012/13 is mainly due to the current commitments on contributions to local municipalities, which 
is funded from accumulated surpluses. 
 
It needs to be noted that a surplus does not necessarily mean that the budget is funded from a 
cash flow perspective and the first two measures in the table are therefore critical. 
 

2.6.4.5 Property Rates/service charge revenue as a percentage increase less macro inflation 
target 

This ratio does not apply to the District as no property rates /service charges is collected by the 
District. 

2.6.4.6 Cash receipts as a percentage of other revenue 
This factor is a macro measure of the rate at which funds are ‘collected’.  This measure is 
intended to analyse the underlying assumed collection rate for the MTREF to determine the 
relevance and credibility of the budget assumptions contained in the budget.  It can be seen that 
the outcome is at 100 per cent for each of the respective financial years.  Given that the 
assumed collection rate was based on a 99 per cent performance target, the cash flow 
statement has been conservatively determined.  In addition the risks associated with objections 
to the valuation roll need to be clarified and hence the conservative approach, also taking into 
consideration the cash flow challenges experienced in the current financial year.  This measure 
and performance objective will have to be meticulously managed.  Should performance with the 
mid-year review and adjustments be positive in relation to actual collections of billed revenue, 
the adjustments budget will be amended accordingly.   
 

2.6.4.7 Debt impairment expense as a percentage of billable revenue 
 
With effect from 1 July 2006 RSC levies were abolished and replaced with a transitional 
replacement grant and the District has no billable revenue. 
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2.6.4.8 Capital payments percentage of capital expenditure 
The purpose of this measure is to determine whether the timing of payments has been taken 
into consideration when forecasting the cash position. The municipality aims to keep this as low 
as possible through strict compliance with the legislative requirement that debtors be paid within 
30 days. 
 

2.6.4.9 Borrowing as a percentage of capital expenditure (excluding transfers, grants and 
contributions) 

The purpose of this measurement is to determine the proportion of a municipality’s ‘own-funded’ 
capital expenditure budget that is being funded from borrowed funds to confirm MFMA 
compliance.  Externally funded expenditure (by transfers/grants and contributions) has been be 
excluded.  No additional borrowings are undertaken.  

2.6.4.10 Transfers/grants revenue as a percentage of Government transfers/grants available 
The purpose of this measurement is mainly to ensure that all available transfers from national 
and provincial government have been budgeted for.  A percentage less than 100 per cent could 
indicate that not all grants as contained in the Division of Revenue Act (DoRA) have been 
budgeted for.  The District has budgeted for all transfers. 
 

2.6.4.11 Consumer debtors change (Current and Non-current) 
The purpose of these measures are to ascertain whether budgeted reductions in outstanding 
consumer debtors are realistic.  With effect from 1 July 2006 RSC levies were abolished and 
replaced with a transitional replacement grant and the District has no consumer debtors. 
 
 

2.6.4.12 Repairs and maintenance expenditure level 
This measure must be considered important within the context of the funding measures criteria 
because a trend that indicates insufficient funds are being committed to asset repair could also 
indicate that the overall budget is not credible and/or sustainable in the medium to long term 
because the revenue budget is not being protected.  Details of the District’s strategy pertaining 
to asset management and repairs and maintenance is contained in Table 60 MBRR SA34C on 
page 90. 
 

2.6.4.13 Asset renewal/rehabilitation expenditure level 
The District’s only infrastructure assets are Thembisile Hani roads. This measure has a 
similar objective to aforementioned objective relating to repairs and maintenance.  A 
requirement of the detailed capital budget (since MFMA Circular 28 which was issued in 
December 2005) is to categorise each capital project as a new asset or a 
renewal/rehabilitation project.  The objective is to summarise and understand the proportion 
of budgets being provided for new assets and also asset sustainability.  A declining or low 
level of renewal funding may indicate that a budget is not credible and/or sustainable and 
future revenue is not being protected, similar to the justification for ‘repairs and 
maintenance’ budgets.  Further details in this regard are contained in Table 59 MBRR 
SA34b on page 89. 
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