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1.1   EXECUTIVE SUMMARY 

 

PURPOSE: 

To present the 2018/19  Annual Budget together with Medium Term Revenue and 

Expenditure Framework (MTREF) to council for consideration. 

 

BACKGROUND: 

The Local Government Municipal Finance Management Act, No. 56 of 2003 (MFMA), 

has section 16 on annual budgets which requires council of a municipality to approve 

for each financial year an annual budget before the start of that financial year, and that 

the mayor of the municipality must table the annual budget at a council meeting at least 

90 days before the start of the budget year, i.e. on or before 31 May of every financial 

year. 

 

Guidelines and principles used for the compilation of the 2018/19 MTREF 

 The 2017/18 Adjustment Budget priorities and targets which were informed 

by actual financial and non-financial performance for the semester to the end 

31 December 2017; 

 National Treasury’s MFMA Circular 91; 

 Headline Inflation Forecasts; 

 

Fiscal Year 2017/18 2018/19 2019/20 2020/21 

CPI Inflation 5.3 % 5.3% 5.4% 5.5% 

 

 In addition, our municipality carefully considered the affordability of tariff 

increases, especially as it relates to domestic consumers while considering 

the level of services versus the associated cost. This will be discussed further 

in Tariff Modelling. 

 

Challenges experienced in compiling the 2018/19 MTREF: 

 The national and local economy challenges; 
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 Infrastructural backlogs; 

 The deteriorating state of municipal cash receipts and resources make it 

difficult to reprioritise projects and expenditure in entirety; 

 Year-on-year wage increases; 

 Reliance on state grants and subsidies to fund both operations and capital 

projects; 

 Expenditure that is in excess of revenue; 

 The Disclaimer of audit opinion; 

 Poverty and unemployment which sees more households not being able to 

afford municipal services thereby seeking indigent subsidies; 

 Increasing inflation rates. 

 

In light of the afore-mentioned, the table below gives an overview of the consolidated  

2018/19 Medium Term Revenue and Expenditure Framework: 
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Table 1 : Consolidated 2018/19 MTREF 
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The table depicted above gives a summary of the whole municipal budget with a  

projected revenue amounting to R 214 688 283.00 and expenditure which totals              

R 214 597 936.00, this leaves the municipality with an estimated surplus of  

R 90 347.00 

 

This is illustrated in the figure below: 

 

 

 

1.2 OPERATING REVENUE FRAMEWORK 

 

The projected total revenue equals R 214 688 283.00 compared to the total revenue 

from the adjustment budget which was R 232 734 343.00 which has resulted in an 

decrease amounting to R18 046 060.00.  

 

We have had to adjust our revenue billing projections upwards, being an increase from 

R 57 186 170.00 to R 60 617 340.00.  
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Our municipal revenue strategy is based on the following: 
 

 National Treasury’s guidelines and macroeconomic policy; 
 Growth in the municipality and continued economic development; 
 Attempt to fully recover the costs associated with user charges; 
 Determining a suitable tariff escalation rate by  establishing each service’s 

revenue requirement; 
 Rates and Tariff Policies; 
 Indigent Policies; 

 

1. Grants and subsidies 
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Our operating grants increased from R 83 172 000.00 for 17/18 to  

R 90 157 000.00for 18/19.  

 

2018/19 financial year Municipal Infrastructure Grant will be managed by Fezile- Dabi 

District Municipality. 

 

The conditional operating grants are to be utilised for the purpose of capacity building 

which will assist in enhancing our institutional development by means of updated and 

improved systems, qualified personnel and skills development. These include the 

Financial Management Grant, Municipal Systems Improvement Grants as well as the 

Expanded Public Works Programme (EPWP). Notably, EPWP is a labour intensive 

programme that is aimed at contributing towards curbing the plight of unemployment 

in our communities ,through this initiative, rigorous training and skills transfer takes 

place subsequent to which incumbents would have been transformed into skilled 

labour. 

 

Equitable Share is the only operating grant with no conditions attached to it as it is 

aimed at lending assistance to the day-to-day operations of the municipality, however,  

the municipality is expected to dedicate a portion of this grant to subsidisation of 

indigents and R 10 000 000.00 has been allocated. Attention should also be drawn to 

the fact that the municipality intends reducing the trade and receivables book by means 

of irrecoverable debt write-offs specifically in relation to indigent debtors, an item has 

been prepared to this effect. 

 

 
The table below gives a summary of the 2017/18 MTREF, classified by the main 
revenue source: 
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TARIFF MODELLING 

This is one of the most challenging and strategic part of the compilation of any budget 

and calculation thereof requires consideration of local economic conditions, input costs 

and affordability of services for consumers. 

 

National Treasury guidelines encourage municipalities to keep rate and tariffs affordable 

but cost reflective at the same time. The municipality struggles to keep the balance as 

in most cases, some households are unable to afford services and means that the cost-
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reflective method makes it more difficult for them since it escalates tariffs to more than 

100%.  

 

For 18/19 financial period, the municipality used a methodology that is a combination of 

the CPI incremental percentage.  
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1.3 OPERATING EXPENDITURE FRAMEWORK 
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The municipal expenditure framework for the 2018/19 budget and MTREF is  

Informed by the following factors: 

 Funding of the budget over the medium-term as informed by Section 18 and 

19 of the MFMA; 

 

Our overall expenditure amounts to R 214 597 936.00 from adjustment budget of R 

242 719 101.00 which is a R28 121 165.00 decrease. 

 

 Employee related costs were increased from R91 775 879.01   to  

R 97 318 594.00.  

 

General expenses 

These costs were adjusted downwards from R 52 934 320.00 in adjustment 

budget to R52 041 270.00. 

 

  Bulk purchases 

Bulk purchases for the 2018/19 financial year is R4 000 000.00. The 

municipality is unable to pay for bulk services because of financial problems. 

 

 Interest expense is the same as adjustment budget amounts to R 3 298 

072.00 

 

 Repairs and maintenance 

This spending item was increased from R 16 564 500.00 to R 17 869 500.00 

which is R 1 305 000.00.This is as a results of repairing vehicles and water 

pipes. 

  

 A provision of R 29 000 000.00 in respect of depreciation.  
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As can be seen in the figure provided below, our employee related costs remain a 

larger portion of funds shed by the municipality, with 40% of our budget dedicated 

thereto. Expenses incurred in the municipality’s day-to-day operations of service 

delivery are at 29%. Councillor allowance and Section 57 salaries amount to 2% and 

remuneration of Councillors 3%. The remaining 2% will be incurred on bulk purchases, 

interest expense 2% and the non-cash item which is depreciation 14%. 

 

 

 

1.4 CAPITAL EXPENDITURE 

Our capital budget comprises R 3 800 000.00 whose portion will be funded from 

Equitable Share. R 2000 000.00 will be funded for Mscoa, R 1000 000.00 will be used 

to purchase vehicles, R200 000.00 lawnmowers to service delivery and R600 000.00 

for office equipment and computer equipment. 
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PART 2 
 

2.1  OVERVIEW OF ANNUAL BUDGET PROCESS 
 
 

The MFMA requires the mayor of a municipality to provide general political guidance over 

the budget process and the priorities that must guide the preparation of a budget. The new 

National Treasury Budget Regulations gives further effect to this by prescribing that the 

mayor of a municipality must establish a Budget Steering Committee to assist in 

discharging the mayor’s responsibility’ set out in section 53 of the Municipal Financial 

Management Act.  

 

Local Government Legislation including Municipal Structures Act (117 of  1998), section 16 

- 20 of Municipal Systems Act (32 of 2000) read along with section 151 of the Constitution of 

the Republic of South Africa provides for the establishment of the Local Government and the 

procedures followed in administrating the municipalities from different spheres. Public and/or 

community participation provides for joint and informed decision making between the 

municipality in question and its communities in rendering services, communities are 

constantly consulted on council decisions impacting the provision of services by that 

municipality with regard but not limited to the IDP and Budget Consultations. 
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2.1 OVERVIEW OF REVIEWED BUDGET RELATED POLICIES 

1. Supply Chain Management Policy 

           Changes were effected to incorporate the PPPFA Regulations.2017 and also CSD 

and E-tender as part of SCM policy. 

2. Standard Infrastructure Procurement and Delivery Management Policy 

This policy is being reviewed taking into consideration the recommendations of 

Provincial Treasury. This policy seeks to bridge the gap between the supply chain 

management system for general goods and services and that for infrastructure 

delivery management 

3. Inventory Management policy 

No changes were effected to this policy 

4. Indigent Policy 

5. Banking and Investment Policy 

6. Budget Transfers and Virement Policy 

7. Credit Control and Debt Collection Policy 

8. Property Rates Policy 

9. Tariff Policy 

10. By-law water and electricity 

11. Customer Care Policy 

            All the other revenue management policies were only reviewed without changes. 

12. Creditors and Payments Policy 

No changes were effected on this policy 

 

13. Petty Cash Policy 

No changes were effected on this policy. 

 

14. Subsistence and Travelling Policy 

The changes made are in accordance with SARS provisions and are as follows: 

 Meals were increased from R 257.00 to R 288.00. 

 Incidental costs increased to R 122.00 to R128.00 
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2.2 2018/19 PROPOSED TARIFFS 



Page 23 of 27 
 

 



Page 24 of 27 
  



Page 25 of 27 
 

 



Page 26 of 27 
 

 



Page 27 of 27 
 

RECOMMENDATIONS 
 

 
It is hereby recommended that: 

1. The 2018/19 Draft Annual Budget as presented be approved; 

2. The 2018/19 Draft Tariffs as presented be approved; 

3. The 2018/19 Draft Budget-related policies be approved; 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  
 

 


