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DEFINITIONS 

“Allocation", means- 
(a) a municipality's share of the local government's equitable share referred to in section 
214(1) (a) of the Constitution; 
(b) an allocation of money to a municipality in terms of section 214(1) (c) of the Constitution; 
(c) an allocation of money to a municipality in terms of a provincial budget; or 
(d) any other allocation of money to a municipality by an organ of state, including by another 
municipality, otherwise than in compliance with a commercial or other business transaction; 

"aggregated expense and aggregated revenue ", means- the total income and/or expense 
which has been adjusted to remove distorting factors which are generally contra entries and 
are ad hoc, once off. or outside of the control of the Municipality. These include but are not 
limited to Xstrata's electricity, housing, internal charges, ‘below the line’ items, the 2010 
stadium and other relevant ad hoc items. 

"Annual Division of Revenue Act" means the Act of Parliament, which must be enacted 
annually in terms of section 214 (1) of the Constitution; 

"Approved budget,” means an annual budget- 
(a) approved by a municipal council, or 
(b) includes such an annual budget as revised by an adjustments budget in terms of section 
28 of the MFMA; 

“Basic Municipal Service" means a municipal service that is necessary to ensure an 
acceptable and reasonable quality of life and which, if not provided, would endanger public 
health or safety or the environment; 

"Budget-related Policy" means a policy of a municipality affecting or affected by the annual 
budget of the municipality, including- 
(a) the tariffs policy, which the municipality must adopt in terms of section 74 of the Municipal 
Systems Act; 
(b) the rates policy which the municipality must adopt in terms of legislation regulating 
municipal property rates; or 
(c) the credit control and debt collection policy, which the municipality must adopt in terms of 
section 96 of the Municipal Systems Act; 

"Budget transfer" means transfer of funding within a function / vote. 

"Budget Year" means the financial year of the municipality for which an annual budget is to be 
approved in terms of section 16(1) of the MFMA; 

“chief financial officer” means a person designated in terms of section 80(2) (a) of the MFMA; 

“councillor” means a member of a municipal council; 
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"creditor", means a person to whom money is owed by the municipality; 

"current year" means the financial year, which has already commenced, but not yet ended; 

"delegation", in relation to a duty or power, includes an instruction or request to perform or to 
assist in performing the duty and which must be in writing; 

"financial recovery plan" means a plan prepared in terms of section 141 of the MFMA 

"financial statements", means statements consisting of at least- 
(a) a statement of financial position; 
(b) a statement of financial performance; 
(c) a cash-flow statement; 
(d) any other statements that may be prescribed; and 
(e) any notes to these statements; 

"financial year" means a twelve months period commencing on 1 July and ending on 30 June 
each year 

"financing agreement" includes any loan agreement, lease, and installment purchase 
contract or hire purchase arrangement under which a municipality undertakes to repay 
a long-term debt over a period of time; 

"fruitless and wasteful expenditure" means expenditure that was made in vain and would have 
been avoided had reasonable care been exercised; 

"irregular expenditure", means- 
(a) expenditure incurred by a municipality or municipal entity in contravention of, or that is not 
in accordance with, a requirement of the MFMA Act, and which has not been condoned in 
terms of section 170 of the MFMA; 
(b) expenditure incurred by a municipality or municipal entity in contravention of, or that is not 
in accordance with, a requirement of the Municipal Systems Act, and which has not been 
condoned in terms of that Act; 
(c) expenditure incurred by a municipality in contravention of, or that is not in accordance 
with, a requirement of the Public Office-Bearers Act, 1998 (Act No. 20 of 1998); or 
(d) expenditure incurred by a municipality or municipal entity in contravention of, or that is not 
in accordance with, a requirement of the supply chain management policy of the municipality 
or entity or any of the municipality's by-laws giving effect to such policy, and which has not 
been condoned in terms of such policy or by-law, but excludes expenditure by a municipality 
which falls within the definition of "unauthorized expenditure"; 

"investment", in relation to funds of a municipality, means- 
(a) the placing on deposit of funds of a municipality with a financial institution; or 
(b) the acquisition of assets with funds of a municipality not immediately required, with the 
primary aim of preserving those funds; 
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"lender", means a person who provides debt finance to a municipality; 

"local community" has the meaning assigned to it in section 1 of the Municipal Systems Act; 

"Municipal Structures Act" means the Local Government; Municipal Structures Act, 1998 
(Act No. 117 of 1998); 

"Municipal Systems Act" means the Local Government: Municipal Systems Act, 2000 (Act 
No. 32 of 2000); 

“long-term debt" means debt repayable over a period exceeding one year; 

"executive mayor" means the councillor elected as the executive mayor of the municipality 
in terms of section 55 of the Municipal Structures Act; 

"municipal council" or "council" means the council of a municipality referred to in section 18 
of the Municipal Structures Act; 

"municipal debt instrument" means any note, bond, debenture or other evidence of 
indebtedness issued by a municipality, including dematerialized or electronic evidence of 
indebtedness intended to be used in trade; 

"municipal entity" has the meaning assigned to it in section 1 of the Municipal Systems Act 
(refer to the MSA for definition); 

"municipality"- 
(a) when referred to as a corporate body, means a municipality as described in section 2 of 
the Municipal Systems Act; or 
(b) when referred to as a geographic area, means a municipal area determined in terms of 
the Local Government: Municipal Demarcation Act, 1998 (Act No. 27 of 1998); 

"accounting officer" means a person appointed in terms of section 82(l) (a) or (b) of the 
Municipal Structures Act; 

"municipal service" has the meaning assigned to it in section 1 of the Municipal Systems Act 
(refer to the MSA for definition); 

"municipal tariff" means a tariff for services which a municipality may set for the provision of 
a service to the local community, and includes a surcharge on such tariff; 

"municipal tax" means property rates or other taxes, levies or duties that a 
municipality may impose. 

"National Treasury" means the National Treasury established by section 5 of the Public 
Finance Management Act; 
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"official", means- 
(a) an employee of a municipality or municipal entity; 
(b) a person seconded to a municipality or municipal entity to work as a member of the staff 
of the municipality or municipal entity; or 
(c) a person contracted by a municipality or municipal entity to work as a member of the staff 
of the municipality or municipal entity otherwise than as an employee; 

"operating capital"- means 
the cash funds required to cater for at least two months operating capital requirements and 
includes payment of creditors and provision for timing differences in payment of major 
electricity accounts 

"overspending"- 
(a) means causing the operational or capital expenditure incurred by the municipality during a 
financial year to exceed the total amount appropriated in that year's budget for its operational 
or capital expenditure, as the case may be; 
(b) in relation to a vote, means causing expenditure under the vote to exceed the amount 
appropriated for that vote; or 
(c) in relation to expenditure under section 26 of the MFMA, means causing expenditure 
under that section to exceed the limits allowed in subsection (5) of this section; 

"past financial year" means the financial year preceding the current year; "quarter" means any 

of the following periods in a financial year: 

(a) 1 July to 30 September; 

(b) 1 October to 31 December; 
(c) 1 January to 31 March; or 
(d) 1 April to 30 June; 

"service delivery and budget implementation plan" means a detailed plan approved by the 
executive mayor of a municipality in terms of section 53(l)(c)(ii) of the MFMA for implementing 
the municipality's delivery of municipal services and its annual budget, and which must 
indicate- 
(a) projections for each month of- 
(i) revenue to be collected, by source; and 
(ii) operational and capital expenditure, by vote; 
(b) service delivery targets and performance indicators for each quarter; and 
(c) any other matters that may be prescribed, and includes any revisions of such plan by the 
executive mayor in terms of section 54(l) (c) of the MFMA; 

"short-term debt" means debt repayable over a period not exceeding one year; 

"standards of generally recognized accounting practice," means an accounting practice 
complying with standards applicable to municipalities or municipal entities as determined by 
the Accounting Standards Board 

"unauthorized expenditure", means any expenditure incurred by a municipality otherwise than 
in accordance with section 15 or 11(3) of the MFMA, and includes- 
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(a) overspending of the total amount appropriated in the municipality’s approved budget; 
(b) overspending of the total amount appropriated for a vote in the approved budget; 
(c) expenditure from a vote unrelated to the department or functional area covered by the 
vote; 
(d) expenditure of money appropriated for a specific purpose, otherwise than for that specific 
purpose; 
(e) spending of an allocation referred to in paragraph (b)r (c) or (d) of the definition of 
"allocation" otherwise than in accordance with any conditions of the allocation; or 
(f) a grant by the municipality otherwise than in accordance with the MFMA; 

"budget transfer" means the transfer of funds between line items within a vote of the 
operating budget 

"vote" means- 
(a) one of the main segments into which a budget of a municipality is divided for the 
appropriation of money for the different departments or functional areas of the municipality; 
and 
(b) which specifies the total amount that is appropriated for the purposes of the department 
or functional area concerned. 
“same category of expenditure” means – 
(a) having the same item number or description e.g.” item number 044 or general 
expenses” 
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1. PURPOSE OF THE POLICY 

The purpose of this policy is to promote sound and sustainable management budgeting in 
terms of the Municipal Financial Management Act (MFMA), S160 (6) of the Constitution and S 
11(3) (h), (m) of Municipal Structures Act (MSA). 

The municipality derives its legislative and executive authority to prepare, approve and 
implement the budget from S11 (3) (h) and (i) of the MSA, which includes the imposing and 
recovery of rates, taxes, levies, duties, service fees and surcharges on fees 

2. BUDGET PRINCIPLES AND PREPARATION 

2.1. Appropriate of Funds for Expenditure 

The municipality may only incur expenditure in terms of an approval budget and within the limits 
of the amounts appropriated for the different votes in an approved budget, except where 
otherwise provided for in the MFMA and supporting regulations. 

2.2. Funded Budget 

Each annual and adjustments budget shall reflect a surplus and be fully funded, realistic, 
credible, viable and implementable. 

Any unappropriated surplus from previous financial years shall be appropriated, as far as it is 
not required to finance the operating capital or for other operational purposes, to the 
municipality’s Capital Replacement Reserve (CRR). 

Any impending deficit shall be rectified in an adjustments budget. If a deficit arises at the end of 
a financial year the deficit will immediately be rectified in the adjustments budget for the 
ensuing financial year, and not offset against any unappropriated surplus carried forward from 
preceding financial years. 

2.3. Budget Guidelines 

The Chief Financial Officer shall prepare Budget Guidelines within the timeframe of the 
Budget/IDP Time schedule which contain the principles, objectives and strategies for the 
forthcoming budget. These will take cognizance of prevailing economic factors and guidelines 
issued by National and Provincial Government. 

The Budget Guidelines give general direction to the budget process, indicate affordable 
budget growth and envisaged tariff increases. Within these principles the guidelines will 
provide the maximum incremental increase for each vote which must be used as the basis 
of preparation of the budget. 
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2.4. Budget Allocation and Submission by Directorates 

The allocation of budget by the Director must be within the strategic direction of Council and 
the reviewed IDP and SDBIP. 

The budget guidelines provide the allowable budgetary increment for each vote. The Director 
has the discretion to allocate budget to line-items within the vote, except where the chief 
financial officer determines provision must be made in terms of the municipality’s approved 
policies, and contractual and statutory commitments. For example, salaries, depreciation 
charges, finance charges, insurance costs, skills development levies and administrative 
charges. 

The Director shall justify the budget allocation for each vote and line-item. In motivating the 
allocations the director will provide appropriate quarterly performance indicators and service 
delivery targets. Such indicators and targets shall be prepared with the approval of the 
municipal manager and the mayor. 

Each Director must submit their budget within the budgetary guidelines. Submission of budgets 
which exceed the maximum incremental increase and/or do not provide appropriate evidence of 
funding for capital projects will not be considered as a submission of the directorate’s budget. 

2.5. SDBIP and Cash Flow Projections 

The SDBIP submitted from each directorate shall include the following components: 

i. Monthly projections of revenue to be collected for each source 
ii. Monthly projections of expenditure (operating and capital) and revenue for each vote 
iii. Quarterly projections of service delivery targets and performance indicators for each 
vote 
iv. Ward information for expenditure and service delivery 
V. Detailed capital works plan broken down by ward over three years 

Each directorate shall provide a monthly cash flow projection for the by line item level for the 
operating budget and individually for each capital item. These cash flow projections will be 
consolidated into the SDBIP. 

Draft SDBIP’s will be submitted each May to coincide with final budget approval. 

2.6. Depreciation and Finance Charges 

Depreciation expenses shall be provided for in the operating budget. The cash surplus 
generated from depreciation expenses on fixed assets financed from external borrowings shall 
be transferred to the investments created to redeem such borrowing. The cash surplus 
generated by non-loan funded assets will be transferred to the Capital Replacement Reserve. 
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Depreciation and finance charges shall be charged to or apportioned between the directorates 
or votes to which the projects relate. 

Depreciation and finance charges together shall not exceed 15% of the aggregate expenses in 
the operating budget of each annual or adjustments budget. 

2.7. Impact of Increases on Rates and Tariffs 

When considering the annual budget, council will take into account the impact of proposed 
increases in rates and service tariffs on the monthly accounts of households. The impact of 
increases will be assessed on a fair sample of randomly selected accounts. The Council will 
endeavour to limit the average additional impact of an increase to the consumer price index. 

If an increase above the consumer price index for a major tariff can be justified, the relevant 
director will release a press statement prior to budget consultation. 

2.8. Aggregate Rate Revenue 

The municipality shall strive to maintain the revenue from property rates at not less than 25% of 
the aggregated revenues. 

2.9. Labour Budget 

The budget for salaries, allowances and salaries-related benefits shall be separately prepared, 
and not exceed 30% of the aggregate expenses of the operating budget of the annual or 
adjustments budget. In applying this principle the remuneration of political office bearers and 
other councilors will be excluded from this percentage. Salaries are included in allowable 
increment limit of each vote. 

3. OPERATING BUDGET 

3.1. Provision for Accrued Leave 

The municipality shall establish and maintain a provision for accrued leave entitlements equal 
to 100% of the accrued leave entitlement of officials as at 30 June of each financial year, and 
budget appropriately for contributions to the provision in each annual budget. 

3.2. Provision for Bad Debts 

The municipality shall establish and maintain a provision for bad debts in accordance with its 
rates and tariffs policies and realistic collection rates, and 
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budget appropriately for contributions to the provision in each annual budget and review in the 
adjustments budget. 

3.3. Interest Earned 

Interest earned on the municipality's investments shall be budgeted for in the revenue budget 
and an expense provided for transfer to the accumulated reserve based on the opening 
investment balance. 

3.4. Provision for Maintenance of Fixed Assets 

In each annual and adjustments budget there shall be adequate provision for the maintenance 
of fixed assets in accordance with the fixed asset management and accounting policy. At least 
5% of the aggregated expense of each budget shall be set aside for maintenance. This 
amount includes salary and vehicle costs. 

4. CAPITAL BUDGET 

4.1. Capital Budget Preparation 

Every Director in consultation with the Chief Financial Officer will prepare a draft Capital 
Budget in respect of the ensuing financial year and a draft Capital Programme for the following 
two financial years based on the following principles:- 

o Year Two of the current Capital Budget shall become Year 1 of the next year's 
Budget and Year Three of the current Capital Programme shall become Year 
Two 

o New projects may enter the Capital Budget in Year 3. 

No capital project will be accepted for inclusion into the budget unless it is accompanied by the 
projected cost covering all financial years until the project is operational, future operational 
costs and revenue and cash flow for the project. For a new project to be considered as part of 
the budget it must be fully motivated and accompanied by a complete project appraisal. 

The Capital Budget and Capital Programme shall 

(a) indicate separately projects which are - 
o committed projects; 
o related to maintaining existing services/ infrastructure; o financed by grants 

and subsidies; and o other projects 
(b) include the following in connection with new projects:- 
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o full motivations, including details of their impact on the operating budget. 
These projects must be accompanied by a complete project appraisal and life 
cycle costing. 

o a monthly cash flow projection for the first full financial year of a project. The 
cash flow must differentiate between external payments and internal work 
performed. 

o The status of the project in the Integrated Development Plan and 
motivation as to how the Integrated Development Plan will be supported. 

o Evidence of secured funding for grant projects 

(c) indicate projects that have been deleted from the previous programme and the reasons for 
deletion. 

The tabled capital budget of the annual or adjustments budget will be properly balanced in that 
proposed capital expenses must be matched by funding which is realistic and from secured 
sources. Grant funded projects can only be included year 1 of the budget if the grant funding 
and the project’s meeting of grant conditions has been confirmed in writing by the granting 
body. 

Before approving a capital project, the Council must consider: 

o the projected cost of the project over all the ensuing financial years until the project 
becomes operational, 

o the future operational costs and any revenues, which may arise in 
respect of such project, including the likely future impact on the operating budget 
(i.e. on property rates and service tariffs). 

Before approving the capital budget of the annual or adjustments budget, the council shall 
consider the impact on the present and future operating budgets of the municipality in relation 
to finance charges to be incurred on external loans, depreciation of fixed assets, maintenance 
of fixed assets, and other ordinary operational expenses associated with any item on the 
capital budget. 

Significant delays and under spend in implementation of the capital budget will result in 
reallocation of that budget as part of the adjustments budget. 

4.2. Capital Replacement Reserve 

The council shall maintain a Capital Replacement Reserve (CRR) for the purpose of financing 
capital projects and acquisition and replacement of assets. The CRR must be cash backed 
and before any asset can be budgeted for from the CRR financing must be available within the 
reserve. If there is insufficient cash in the CRR, transfers must be budgeted for and adjusted. 
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The reserve shall be established from the following sources of revenue: 

o Unappropriated cash-backed surpluses to the extent that such 
surpluses are not required for operational purposes; 

o Interest on the investments of the CRR appropriated; 

o Profit on sale of land 

o royalties 

o Further amounts appropriated as contributions in each annual or 
adjustments budget; and 

o Net gains on the sale of fixed assets in terms of the fixed asset 
management and accounting policy. 

5. BUDGET ADJUSTMENTS 
5.1. Adjustments Budget 

The Executive Mayor may table an adjustments budget where: 

o There is material under collection of revenue 

o To appropriate additional revenue that has become available but only to revise 
or accelerate spending on programmes already budgeted for 

o To authorise unforeseeable and unavoidable expenditure supported by 
appropriate documentation in relation to the Exemption Report which is 
approved by the Mayor, Municipal Manager and Chief Financial Officer 

o To authorise utilisation of projected savings between votes 

o To authorise spending of unspent funds as at previous year within legislative 
prescripts. 

 
o Budget adjustment of conditional grants funds to purposes within that specified 

in the relevant conditional grant framework can be done administratively and 
there must be a confirmation in writing from the relevant granter. 

o Budget adjustment of transport can be done administratively to and from 
different directorates I department. All the request must come from The 
Director Technical Services and Infrastructure and the final approval of the 
budget must be done by the Chief Financial Officer. 
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All recommendations for budget adjustments must contain the financial comment by the Chief 
Financial Officer prior to consideration by the Mayoral Committee and Council. 

Only Council may approve an adjustments budget. 

5.2. Veriment Process 

Budget transfers refer to movement of budget funds between line items within a vote 

All budget transfer proposals must be: 
o completed on the appropriate documentation and forwarded to Budget Office 

for checking and implementation 

o the effect of the budget transfer in the next two budget years should be 
indicated 

o signed by the Director responsible for the vote 

o approved in line with Council’s System of Delegation <Council resolution to 
accompany approval of policy>. 

Approval of budget transfers in the Operating Budget: 

o are recommended by the Director for final approval by the Chief Financial 
Officer 

Expenditure may only be committed or incurred after final approval. 

The allowable percentage, number and amount of budget transfers per vote and per 
directorate will be reported to the Management on a monthly basis. 

Projected cash flows in the SDBIP must be adjusted in line with budget transfers. 

The following restrictions apply to budget transfers: 

o Veriment should not be permitted in relation to the revenue side of the budget; 

o Veriment between votes should be permitted where the proposed shifts in 
funding facilitate sound risk and financial management; 

o Veriment from the Capital Budget to the operating budget should not be 
permitted; 

o Veriment towards personnel expenditure should not be permitted; 
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o Veriment to or from the following items should not be permitted : Bulk 
purchases, debt impairment, interest charged, depreciation, grants to 
individuals, revenue foregone, insurance and VAT; 

o Veriment should not result in adding new projects to the Capital 
Budget; 

o Veriment of conditional grants funds to purposes outside of that 
specified in the relevant conditional grant framework must not be 
permitted; 

o Veriment must be allowed within the same directorate . 
o Veriment on capital project for the same group of assets must be 

allowed (e.g. Fleet). 

o There should be prudent limits on the amount of funds that may be moved to and from 
votes and sub-votes. Veriment is limited to 5% of the aggregated expenditure per 
annum ;  

o The limitation of 5% should be on the approved total of the same expenditure 
category within the same vote. (vote being the directorate). 

 

o No (veriment may be made where it would result in over expenditure of a line 
item 

o If the budget transfer relates to an increase in the work force establishment, then 
the required approval processes and Council's existing recruitment policies and 
procedures will apply. 

o Virement from the following categories can only be undertaken by the Chief 
Financial Officer, and) it must be within the relevant vote: 

• Salaries and allowances 
•  No virement should be allowed on protective clothing, shift 

allowance, temporary workers and overtime.  
• Depreciation 
• Capital Costs (Interest and Redemption) 
• Appropriations 
• Contributions to Funds 
• Administration Costs 
• Municipal Rates and Services (Rates, Water, Electricity, Refuse and 

Sewerage) 
• Bulk services 

o An approved veriment does not give expenditure authority, and expenditure 
resulting from approved veriment is subject to the supply chain management 
policy of Council 

o Veriment may not be made across votes 
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6. UNSPENT FUNDS I ROLL OVER OF BUDGET 

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, except for funds relating to capital 
expenditure appropriated in terms of S 19 of the MFMA that are committed to identifiable 
projects. 

Unspent conditional grants may be rolled over to the next financial year only if National 
Treasury has confirmed in writing whether or not the municipality may retain as a rollover any 
unspent funds because they are committed to identifiable projects. Conditions of the grant 
fund shall be taken into account in applying and approving rollover of funds. 

Application for rollover of funds shall be forwarded to the budget office by the 15th of April 
each year to be included in next year’s budget for adoption by Council in May. When applying 
to rollover the unspent funds, the directorates must supply Budget Office with the following 
information:- 

o Details of each of the projects to which funds are committed;  

o A progress report on the state of the implementation of each projects; 

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

o  An indication of the time-period within which the funds are to be spent. 

Requests for rollover of funds after 15 April will not be considered. 

The budget for the current financial year will be reduced by the amount of the rollover required 
for the next financial year. Only existing projects can be rolled over and no new projects can 
be created. 

There can be no rollover of operating budget. Any operational grants that are anticipated to be 
unspent at year end should be provided for in the new budget at the time of preparation. 

Minor adjustments to the rolled over budget (to a maximum of 10% per project) shall be 
done during the first budget adjustment in the new financial year after taking into account 
revised expenditure up to the end of the previous financial year. 
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