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To the Speaker

Section 21(1}{a) of the Local Government: Municipal Finance Management Act, No 56 of 2003
(MFMA), requires from the Executive Mayor of Knysna Municipality to co-ordinate the processes
for preparing the annual budget and for reviewing the Municipality’s Integrated Development Plan
(IDP) and budget-related policies to ensure that the tabled annual budget and any revisions of the
IDP and budget-related policies are mutually consistent and credible.

Section 16(2) of the MFMA determines that the Executive Mayor must table the annual budget at a
Council meeting at least 90 days before the start of a budget year.

Section 17 of the MFMA determines that the tabled annual budget must be in the prescribed format;
must generally be divided into a capital and operating budget as may be prescribed; and, must be
accompanied by specific documents.

In accordance with the above, | herewith submit the Tabled 2022/2023 MTREF Budget Report to be
considered by Council.

—

—

LEVAEL DAVIS
EXECUTIVE MAYOR

28 March 2022

Tabled 2022/2023 MTREF Budget Report
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1.1

1.2

1.3

1.4

1.5

2.1

EXECUTIVE SUMMARY

The Tabled 2022/2023 Medium Term Revenue and Expenditure Framework (MTREF) Budget
Report addresses the operating budget and tariff proposals, as well as the capita! budget and
funding source proposals, to ensure that Knysna Municipality renders services to the local
community in a financially sustainable manner.

The application of sound financial management principles for the compilation of Knysna
Municipality’s Long-Term Financial Plan is essential and critical to ensure that the
Municipality remains financially viable, and that municipal services are provided sustainably,
economically and fairly to all communities.

The process of developing the Municipality’s annual budget is mainly guided by the strategic
thrusts and operational priorities of Knysna Municipality’s Integrated Development Plan
(IDP), as well as the MTREF that outlines the projected annual revenue and expenditure for
the budget year under consideration and the two outer financial years.

The Tabled 2022/2023 MTREF Budget Report commences with a discussion on the legislative
requirements to which the Municipality must comply with; the MFMA Budget Circulars
containing directives published by the National Treasury; the Budget Circulars released by
Provincial Treasury; and, the key budget projections for the next three financial years. The
Tabled 2022/2023 MTREF Budget is based on these documents, as well as forecasted
economic trends.

A high level summary of the operating and capital budgets, as well as a discussion on the
long-term financial sustainability of Knysna Municipality, will be followed by appropriate
recommendations. Supporting information is included in the respective appendices and
tables attached to this report.

LEGISLATION

Sections 15 to 24 of the Local Government: Municipal Finance Management Act, No 56 of
2003 {(MFMA), read in conjunction with Regulations 9 to 20 of the Municipal Budget and
Reporting Regulations (MBRR} legislates the processes for the compilation and approval of
the municipal budget. The MFMA determines that:

“15. Appropriation of funds for expenditure
A municipality may, except where otherwise provided in this Act, incur
expenditure only —
(@) Interms of an approved budget; and
(b)  Within the limits of the amounts appropriated for the different votes in an
approved budget.

fa) e i



16. Annual budgets

17.

(1)

(2)

(3)

The councif of a municipality must for each financial year approve an annual
budget for the municipality before the start of that financial year.

In order for a municipality to comply with subsection (1), the mayor of the
municipality must table the annual budget at a council meeting at least 90
days [31 March annually] before the start of the budget year.

Subsection (1) does not preclude the appropriation of money for capital
expenditure for a period not exceeding three financial years, provided a
separate appropriation is made for each of those financial years.

Contents of annual budgets and supporting documents

(1)

(2)

(3)

An annual budget of a municipality must be a schedule in the prescribed

format—

(a) Setting out realistically anticipated revenue for the budget year from
each revenue source;

(b) Appropriating expenditure for the budget year under the different
votes of the municipality;

c) Setting out indicative revenue per revenue source and projected
expenditure by vote for the two financial years following the budget
year;

(d) Setting out—

(i) Estimated revenue and expenditure by vote for the current year;
and

(ii) Actual revenue and expenditure by vote for the financial year
preceding the current year; and

(e} A statement containing any other information required by
section 215(3) of the Constitution or as may be prescribed.

An annual budget must generally be divided into a capital and an operating

budget in accordance with international best practice, as may be

prescribed.

When an annual budget is tabled in terms of section 16(2), it must be

accompanied by the following documents—

{a) Draft resolutions—

(i)  Approving the budget of the municipality;

(i)  Imposing any municipal tax and setting any municipal tariffs as
may be required for the budget year; and

(iii) Approving any other matter that may be prescribed;

(b) Measurable performance objectives for revenue from each source
and for each vote in the budget, taking into account the municipality's
integrated development plan;

(c) A projection of cash flow for the budget year by revenue source,
broken down per month;



(d)

{e)

(f)
{g)

(h)

(i}

()

(k)

(1}

(m)

Any proposed amendments to the municipality's integrated
development plan following the annual review of the integrated
development plan in terms of section 34 of the Municipal Systems Act
[addressed in a separate item/report];

Any proposed amendments to the budget-related policies of the

municipality;

Particulars of the municipality's investments;

Any prescribed budget information on municipal entities under the

sole or shared control of the municipality [not applicable to Knysna

Municipality];

Particulars of all proposed new municipal entities which the

municipality intends to establish or in which the municipality intends

to participate [not applicable to Knysna Municipality];

Particulars of any proposed service delivery agreements, including

material amendments to existing service delivery agreements [not

applicable to Knysna Municipality as no service providers render
services (water, electricity, sanitation, refuse) on behalf of the

Municipality];

Particulars of any proposed allocations or grants by the municipality

to—

(i) Other municipalities [not applicable];

(i) Any municipal entities and other external mechanisms assisting
the municipality in the exercise of its functions or powers [not
applicable];

(iii}  Any other organs of state [not applicable];

(iv) Any organisations or bodies referred to in section 67(1) [not
applicable];

The proposed cost to the municipality for the budget year of the

salary, allowances and benefits of-

(i)  Each political office-bearer of the municipality;

(i)  Councillors of the municipality; and

(iii)  The municipal manager, the chief financial officer, each senior
manager of the municipality and any other official of the
municipality having a remuneration package greater than or
equal to that of a senior manager;

The proposed cost for the budget year to a municipal entity under the

sole or shared control of the municipality of the salary, allowances

and benefits of [not applicable]~

(i)  Each member of the entity's board of directors; and

(ii)  The chief executive officer and each senior manager of the
entity; and

Any other supporting documentation as may be prescribed.



18. Funding of expenditure

19.

20.

(1)  Anannual budget may only be funded from-

(a) Realistically anticipated revenues to be collected:

(b)  Cash-backed accumulated funds from previous years' surpluses not
committed for other purposes; and

c) Borrowed funds, but only for the capital budget referred to in section
17(2).

(2)  Revenue projections in the budget must be realistic taking into account—

(a) Projected revenue for the current year based on collection levels to
date; and

(b) Actual revenue collected in previous financial years.

Capital projects
{1) A municipality may spend money on a capital project only if—

(a) The money for the project, excluding the cost of feasibility studies
conducted by or on behalf of the municipality, has been appropriated
in the capital budget referred to in section 17(2);

(b) The project, including the total cost, has been approved by the
council;

c) Section 33 has been complied with, to the extent that that section
may be applicable to the project [contracts having future budgetary
implications]; and

(d)  The sources of funding have been considered, are available and have
not been committed for other purposes.

(2) Before approving a capital project in terms of subsection (1)(b), the council
of @ municipality must consider—

{a) The projected cost covering all financial years until the project is
operational; and

(b)  The future operational costs and revenue on the project, including
municipal tax and tariff implications.

(3) A municipal council may in terms of subsection (1)(b) approve capital

projects below a prescribed value either individually or as part of a
consolidated capital programme [Regulation 13(2)(c) of the MBRR
determines that this would apply to capital projects of which the total
projected cost is below R50 million].

Matters to be prescribed

(1)

The Minister, acting with the concurrence of the Cabinet member
responsible for local government—
{(a) Must prescribe the form of the annual budget of municipalities: and
(b) May prescribe—
(i)  The form of resolutions and supporting documentation relating
to the annual budget;



(i)  The number of years preceding and following the budget year
for which revenue and expenditure history or projections must
be shown in the supporting documentation;

(iii) Inflation projections to be used with regard to the budget;

(iv)] Uniform norms and standards concerning the setting of
municipal tariffs, financial risks and other matters where a
municipality uses a municipal entity or other external
mechanism for the performance of a municipal service or other
function;

(v} Uniform norms and standards concerning the budgets of
municipal entities; or

(vi) Any other uniform norms and standards aimed at promoting
transparency and expenditure control,

21. Budget preparation process
(1) The mayor of a municipality must—

{a)

(b)

Co-ordinate the processes for preparing the annual budget and for
reviewing the municipality's integrated development plan and
budget-related policies to ensure that the tabled budget and any
revisions of the integrated development plan and budget-related
policies are mutually consistent and credible;
At least 10 months before the start of the budget year, table in the
municipal council a time schedule outlining key deadlines for—
(i)  The preparation, tabling and approval of the annual budget;
(i)  The annual review of—
(aa} The integrated development plan in terms of section 34 of
the Municipal Systems Act; and
{bb) The budget-related policies;
(iii)  The tabling and adoption of any amendments to the integrated
development plan and the budget-related policies; and
{iv) Any consultative processes forming part of the processes
referred to in subparagraphs (i), (ii) and (iii).

(2)  When preparing the annual budget, the mayor of a municipality must—

(a}
(b)

(c)

(d)

Take into account the municipality's integrated development plan;
Take all reasonable steps to ensure that the municipality revises the
integrated development plan in terms of section 34 of the Municipal
Systems Act, taking into account realistic revenue and expenditure
projections for future years;

Take into account the national budget, the relevant provincial
budget, the national government's fiscal and macro-economic policy,
the annual Division of Revenue Act and any agreements reached in
the Budget Forum;

Consult—



22,

23,

(i) The relevant district municipality and all other local
municipalities within the area of the district municipality, if the
municipality is a focal municipality;

(i) All local municipalities within its area, if the municipality is a
district municipality;

(i} The relevant provincial treasury, and when requested, the
National Treasury; and

(iv) Any national or provincial organs of state, as may be
prescribed; and

{e)  Provide, on request, any information relating to the budget—

(i) To the National Treasury; and

(i) Subject to any limitations that may be prescribed, to—

{aa) The national departments responsible for water,
sanitation, electricity and any other service as may be
prescribed;

(bb) Any other national and provincial organ of states, as may
be prescribed; and

(cc} Another municipality affected by the budget.

Publication of annual budgets
Immediately after an annual budget is tabled in a municipal council, the
accounting officer of the municipality must—
(a) inaccordance with Chapter 4 of the Municipal Systems Act—
(i)  Make public the annual budget and the documents referred to in
section 17(3); and
(i} Invite the local community to submit representations in connection
with the budget; and
(b) Submit the annual budget—
(i) In both printed and electronic formats to the National Treasury and
the relevant provincial treasury; and
(i)  In either format to any prescribed national or provincial organs of
state and to other municipalities affected by the budget.

Consultations on tabled budgets
(1)  When the annual budget has been tabled, the municipal council must
consider any views of—
(a)  The local community; and
(b} The National Treasury, the relevant provincial treasury and any
provincial or national organs of state or municipalities which made
submissions on the budget. ‘
(2) After considering all budget submissions, the council must give the mayor
an opportunity—
fa} To respond to the submissions; and



(b) If necessary, to revise the budget and table amendments for
consideration by the council,

(3) The National Treasury may issue guidelines on the manner in which
municipal councils should process their annual budgets, including
guidelines on the formation of a committee of the council to consider the
budget and to hold public hearings.

(4)  No guidelines issued in terms of subsection (3) are binding on a municipal
council uniess adopted by the council

24. Approval of annual budgets
(1) The municipal council must at least 30 days before the start of the budget
year consider approval of the annual budget.
(2)  Anannual budget—
fa) Must be approved before the start of the budget year;
(b) Is approved by the adoption by the council of a resolution referred to
in section 17(3){(a}(i); and
(c) Must be approved together with the adoption of resolutions as may
be necessary —
(i) Imposing any municipal tax for the budget year;
(i)  Setting any municipal tariffs for the budget year;
(iii} Approving measurable performance objectives for revenue
from each source and for each vote in the budget;
(iv) Approving any changes to the municipality’s integrated
development plan; and
(v} Approving any changes to the municipality's budget-related
policies.
(3}  The accounting officer of a municipality must submit the approved annual
budget to the National Treasury and the relevant provincial treasury.”

2.2 Regulations 9 to 20 of the MBRR in essence confirm the contents of Sections 15 to 24 of the
MFMA however, specific attention should be drawn to Regulations 14 and 16, which
determine that—

“14. Tabling of annual budgets in municipal councils
(1) An annual budget and supporting documentation tabled in a municipal
council in terms of sections 16(2) and 17(3) of the Act must—
{a)  Bein the format in which it will eventually be approved by the council;
and
(b)  Be credible and realistic such that it is capable of being approved and
implemented as tabled.
(2) When complying with section 68 of the Act, the municipal manager must
submit the draft municipal service delivery and budget implementation

10



2.3

31

3.1.1

plan to the mayor together with the annual budget to be considered by the
mayor for tabling in terms of section 16(2} of the Act.

(3) For effective planning and implementation of the annual budget, the draft
service delivery and budget implementation plan may form part of the
budget documentation and be tabled in the municipal council if so
recommended by the budget steering committee.

16. Consideration of annual budgets by municipal councils
{1} At least 30 days before the start of the budget year the mayor must for
purposes of section 23 of the Act table the following documents in the
municipal council—
fa) A report summarising the local community’s views on the annual
budget;
(b) Any comments on the annual budget received from the National
Treasury and the relevant provincial treasury;
{c) Any comments on the annual budget received from any other organ
of state, including any affected municipality; and
{d) Any comments on the annual budget received from any other
stakeholders.
(2) The municipal manager must assist the mayor in the preparation of the
documents referred to in sub-regulation 1 and section 23(2) of the Act.”

The compilation of the annual budget, in terms of legislation, must also take into
consideration the Budget Circulars released by both National Treasury and Provincial
Treasury.

NATIONAL TREASURY AND PROVINCIAL TREASURY CIRCULARS

National Treasury published two budget circulars for the 2022/2023 MTREF. MFMA
Municipal Budget Circular No 112 published on 06 December 2021 is attached hereto as
Appendix 1, and MFMA Municipal Budget Circular No 115 published on 04 March 2022 is
attached hereto as Appendix 2.

The National Treasury Circulars mainly address the South African economy and inflation
targets; key focus areas for the 2022/2023 budget process; Local Government grant
allocations; Municipal Standard Chart of Accounts (mSCOA); maximising the revenue
generation of the municipal revenue base; setting cost-reflective tariffs; smart prepaid meter
solutions; critical notice affecting STS meters; Eskom bulk tariff increases; long-term financial
strategies; water management; unauthorised, irregular, fruitless and wasteful expenditure;
funding choices and management issues in relation to employee-related costs and
remuneration of councillors; rollover of conditional grants; unspent conditional grants;
municipal budget and reporting regulations; and, the budget submissions for the 2022/2023
MTREF.

11



3.1.2

3.1.3

3.14

3.1.5

3.1.6

3.1.7

3.1.8

3.2

3.2.1

The actual Consumer Price Index (CPI1} inflation rate for 2020/2021 equated to 2.9%, and is
estimated to increase to 4.5% for 2021/2022. The forecasted CP| for 2022/2023 is 4.8%
(2023/2024: 4.4% and 2024/2025: 4.5%).

There is a need for municipalities to focus on improving revenue management processes to
enable collection, and to eliminate wasteful and non-core spending.

The setting of cost-reflective tariffs to ensure that the full cost of rendering services must be
determined. This forms the basis of compiling a credible budget in order to deliver services
of the necessary quality on a sustainable basis, and to deliver services at the lowest possible
cost.

Municipalities are advised to enforce a culture of payment for services through normal credit
control processes. As per a Constitutional Court decision, a municipality has the right to
disconnect services in the event of non-payment. In relation to registered indigents, water
may not be disconnected but can and should be restricted to a limit of 6 kilolitres per month.

The Unauthorised, Irregular, Fruitless and Wasteful Expenditure (UIFW) Reduction Strategy,
approved by the Minister of Finance, requires municipalities to develop UIFW reduction
plans which must be approved by municipal councils. Progress with regards to these UIFW
reduction plans are to be reported to the National Treasury. Consistent non-compliance or
failure to adequately process and investigate UIFW will be regarded as serious and if
persistent, the National Treasury will consider applying available legal sanctions.

In addition to the various conditions applicable for the rollover of conditional grant
applications, it is important to note that these will not be considered for municipalities with
vacant or acting Chief Financial Officers (CFO) and Municipal Managers (MM) for a period
exceeding 6 months from the date of vacancy. This also includes all acting appointments as
a result of suspensions of either the CFO or MM that are more than 12 months.

NERSA has approved bulk electricity purchases of 9.61% from Eskom for 2022/2023
(2021/2022: 17.8%). The consumer tariff increases are not yet known and as a result, for the
purposes of finalising the tabled budget, the consumer tariff increases have also been
increased by 9.61% (2021/2022: 14.59%).

Provincial Treasury issued two municipal budget circulars for the 2022/2023 MTREF.
Municipal Budget Circular No 1/2022 released on 25 January 2022 is attached hereto as
Appendix 3, and Municipal Budget Circular No 7/2022 released on 18 March 2022 is attached
hereto as Appendix 4.

The Provincial Treasury Circulars mainly address the fiscal and economic context; provide
guidance to municipalities for the compilation of the 2022/2023 MTREF and supporting

12



3.3

budget documentation; and, to brief municipalities on the 2022 Strategic Integrated
Municipal Engagements (SIME) process and related matters.

All factors affecting the compilation of the budget were taken into consideration to ensure
that the anticipated revenue streams and funding sources are affordable and sustainable for
funding both the operating and capital budgets. This has also been taken into consideration
during the review of the budget-related policies.

13



4, KEY BUDGET PROJECTIONS
Table 1 : 2022/2023 MTREF: Key Budget Projections
N: ;:er Description 20192020 202012021 202112022 202212023 20232024 2024/2025
Il A 8 ¢ D E F G
1 GROWTH PARAMETERS
2 Gress Domestic Product Growth (GDP) - 0.30% -7.20% I_ 2.10% 1.80% 1.80% 1.80%
3 Consumer Price Inflaion {CPI| 4.10% 2.90% 4.50% 4.80% 4.40% 4.50%
4 REVENUE INCREASES
5 Property Rales 250% 3.00% £.10% 4.80% 4.40% 4.50%
& Service Charges: Electicity 13.10% 8.22% 14.59% 8.61% 961% 9.61%
7 Service Charges: Waier 5.50% 300% | 510% 4.80% 4.40% 4.50%
8 Service Charges: Sanitation 400% | 3.00% 5.10% 4.80% 4.40% 4.50%
9 Service Charpes: Refuse 1 750% | 12.00% 12.00% 11.50% 4.40% 4.50%
10 COST OF REMUNERATION
1 Estimated CostofLiving Increases 7.00% 6.25% 3.50% 4.90% 440% 4.50%
t2  |Estmaied Nokh Increases 2.40% 240% 2.40% 2.40% 240% 2.40%
13 |BULK PURCHASES
14 |Eledicly | 15.70% l 6.50% 1 17.80% GGt 8.61% 9.61%
15 GRANTS: NATIONAL DEPARTMENTS
16 |Equitable Share 86,321,000 | 107,996,000 | 98572000 111,170,000 120,722,000 | 131,247,000
17 Equitable Share % Growth 10.2% 25.1% -8.7% 12.8% 8.6% 8.7%
18 Financial Management Grant |F MG/ 1,550,000 1,550,000 1,550,000 1,724,000 1,771,000 1,771,000
19 [Expanded Public Works Programme Iniegraked Grant (EFWP) 1,497,000 1,254,000 1,118,000 1,044,000 0 0
20 |Municipal Infastuciure Grant (MIG) 33,489,344 24,687,000 26,260,000 38,114,000 29,222,000 30,400,000
21 Inkegrated Nafional Eleciicaton Programme Grant (INEP) 4,000,000 0 0 10,730,000 6,000,000 6,269,000
22 Water Services infastruciure Grant (WSIG) 0 0 5,107,000 ] 4] 33,437,000 .
23 Neighbourhood Development Parership Grant (NDPG) 20,000,000 15,000,000 10,600,000 5,000,000 i 5&09,(_]99 10,000,000
24 Energy Eficiency and Demand Side Managerent Grant | EEDSMG| 6,000,000 0 0 ) 0 0
| 25 Muricipal Disaster Relief Grant 417,000 0 I 0 0 0
.[ 26 GRANTS: PROVINCIAL DEPARTMENTS
7 Finantial Management Capac®y Buiking Grant - 1 0 400,000 250,000 0 0 0
28 Financia! Manayement Suppert Grant 1,553,785 500,000 0 0 0 0
20 Humen Sefflements Development Grant - 69,303,951 53,496,000 46,657,000 21,840,000 46,910,000 32,110,000
30 Informal Setlements Upgrading Parinership Grant 0 0 0 0 2,400,000 5,000,000
|3 Maintenance and Constuction of Transport Infrasruciure Grant 89,000 110,000 110,000 80,000 80,000 80,000
32 Public Tranzzori and Sakety Grant 3,087,980 0 0 0 0 0
33 Communify Library Servicas Grant 11,684,789 8,275,000 8,493,000 10,659,000 8,784,000 9,178,000
kL] Community Development Worker Cperafional Suppert Grant o 56000 57000 5,000 56,000 56,000
35 Electrical Masker Plan Grant 490,000 0 G 0 0 0
36 Municipal 'nterventions Grant N 0 0 400,000 0 0 0
37 Disasker and Emergency Services Grant 6,333,861 0 0 0 0 0
38 (COVID-19 Grant 550,000 0 ] 0 0 0 0

Tabled 2022/2023 MTREF Budget Report
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4.1

4.2

43

4.3.1

4.3.2

4.3.3

43.4

4.3.5

4.3.6

4.3.7

4.3.8

Table 1 above presents the actual amounts or percentage increases imposed for the
previous three financial years, as well as the budget amounts and projected percentage
increases for the next three financial years.

The tabled 2022/2023 MTREF Budget has been compiled based on the financial framework,
financial strategies and financial policies of Council, and is mainly guided by the forecasted
Consumer Price Index (CPI).

Key assumptions relating to the tabled MTREF Budget included in Table 1 above include the
following:

National government grant allocations for the 2022/2023 to 2024/2025 financial years, as
published in the Division of Revenue Bill (DoRB).

Provincial government grant allocations for the 2022/2023 to 2024/2025 financial years, as
promulgated in the Provincial Gazette.

Budgeted Property Rates revenue increases by 4.8% for the 2022/2023 financial year and
4.4% and 4.5% for the 2023/2024 and 2024/2025 financial years respectively. This is in
accordance with the forecasted CPI.

Budgeted Electricity revenue increases by 9.61% for the 2022/2023 to 2024/2025 financial
years. In the absence of the NERSA approved tariff increases to consumers, the Municipality
has applied a revenue increase of 9.61% which is in accordance with the NERSA approved
bulik electricity purchases from Eskom. This is however subject to change.

Budgeted Water revenue increases by 4.8% for the 2022/2023 financial year and 4.4% and
4.5% for the 2023/2024 and 2024/2025 financial years respectively. This is in accordance
with the forecasted CPI.

Budgeted Sanitation revenue increases by 4.8% for the 2022/2023 financial year and 4.4%
and 4.5% for the 2023/2024 and 2024/2025 financial years respectively. This is in accordance
with the forecasted CPI.

Budgeted Refuse revenue increases by 11.5% for the 2022/2023 financial year and 4.4% and
4.5% for the 2023/2024 and 2024/2025 financial years respectively. The high increase of
11.5% for the 2022/2023 financial year is mainly to off-set increased costs in relation to
recycling, transportation of waste, and the regional waste management facility.

The South African Local Government Bargaining Council {SALGBC) determines the final cost-
of-living salary increases negotiated by the employer representative (SALGA) and the
respective unions. The SALGBC Circular No. 1/2022, dated 09 March 2022, stipulates a 4.9%
increase for the period 01 July 2022 to 30 June 2023.
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4.3.9 Budgeted bulk electricity purchases from Eskom, as approved by NERSA, increases by 9.61%
for the 2022/2023 financial year. Due to the uncertainty and unpredictability in respect of
NERSA approved Eskom tariffs, the 9.61% increase has also been applied for the 2023/2024
and 2024/2025 financial years.

4.3.10 Council is sensitive to the affordability and sustainability of the tariffs to be imposed. The
detailed Tariff Book is attached as Annexure B. Bad debt provision of 10% of budgeted billed
revenue has been budgeted in the 2022/2023 MTREF. The Municipality closely monitors the
debtor collection rates, which equated to 89.5% in the 2020/2021 financial year. The
deterioration in the collection rate requires immediate attention and remedial action.

5.

5.1

HIGH LEVEL OPERATING BUDGET

Revenue per Category

5.1.1 The high level revenue budget per category for the 2022/2023 MTREF is presented in Table 2

below.
Table 2 : Hizgh Level Summary of Revenue per Category
| Revised
Audited Audited Audited |  Original Adjustments Tabled Indicative Indicative
Row Cutcome Outcome Outcome I Budget Budget Budget Budget Budget
Number |Descrigtion 2018/2019 2019/2020 2020/2021 |  2021/2022 2021/2022 202212023 202312024 2024/2025
Lolymn A B ¢ D E F G H i
Reference
1 Property Rates 215,548,501| 213,447,843 | 227,433,929 | 248920,705 | 248,930,052 | 261,551,911 | 273,060,497 | 285,347,908
Service Charges: Electricity
2 Revenue _246,030,860| 259,990,687 | 275,116,778 | 306,741,849 | 323,352,890 | 360,129,013 | 375,974,690 382,893,549
Service Charges: Water
3 Revenue 68,834,711| 64,144,094 | 72574572| 74860303 | 71169871 74.586,025| 77867811 81,371,862
Service Charges: Sanitation |
4 Revenue 29,980,266 26,770,618 26,644,466 29,930,326 27,968,426 | 29,310,410 0,600,591 | 31,977,619
Service Charges: Refuse | |
5 Revenue 22,100,452 23,083,568 25,890,698 L 28,273,392 24,961,272 27,831,817 29,056,417 | 30,363,956I
Rental of Facilitles and | |
6 |Equipment - . 5800,926) 5810448 5,756,264 5,947,784 5,146,114 | 5,444,020 5,683,557 5,939,318
Interest Eamed: Extemal |
7 Investments | 9,443,215 4,687,497 3,200,392 3,650,000 2,026,013 2,046,273 2,136,309 2,232.443
\Interest Eamed: Outstanding
8 |Debtors | 11,837,866 9,658,131 10,484,027 16,261,850 19,130,323 | 19,321,626 20,111,777 21,079,567
9 |Fines, Penalties and Forfeits | 122,515,368 100463086 | 113155769 | 92551488 | 104,656,700 | 119,058,010 | 124,297,606 | 129,890,998
10 |Licences and Permits | 1,586,556 1,194,339 1,590,801 1,580,277 1,620,502 1,698,285 1,773,009 1,852,793
1 Agency Services 3,297,253 3,064 946 3,630,328 3,780,000 3,654,335 3,829,743 3,868,252 4,178,173
12 Transfers and Subsidies 137,293,674| 167,011,676 | 177,944,792 [ 151,129,834 | 168,401,022 | 154,945,913 | 167,619,870 | 154,102,349
- 13 _Other Revenue - | 11,870,258 9,309,409 12,541,200 8,949,170 7,687,102 7,662,155 7,935,152 8,280,733 ]
14 Gains on Disposal of PPE 0 651,372 542,176 250,000 250,000 250,000 250,000 250,000
15 | Total Operating Revenue 885,039,996] 889,287,914 956,514,692 972,826,778 1,013,954,622| 1,067,666,701| 1,120,425,238| 1,149,761,208
|
16 Contributions - Donated Assets 0 131,328 1,169,063 0 0 0 0 0
. 17 _ _Capiial Grants Rgvenﬁe 1 _49,856,727 61,885,132 46,418,922 47,684,166 54,800,956 46,468,087 53,325,130 | ﬂMSﬂI
18  |Total Revenue 935,796,723) 951,304,374 1,004,102,677| 1,020,510,944| 1,068,755,578| 1,114,134,788) 1,173,750,368| 1,256,206,859
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5.1.2 The revenue budget (capital grants included) {Row 18) equates to R 1,114 billion for the
2022/2023 financial year in comparison with the revised adjustments budget of
R 1,069 billion for the 2021/2022 financial year.

5.1.3 Notable differences between the 2022/2023 budget and the revised adjustments budget of
2021/2022 are explained as foilows:

(a) Property Rates (Row 1): An increase of R 12.6 million as a direct result of the 4.8%

increase applied as per the forecasted CPI.

(b} Electricity (Row 2): An increase of R 31.8 million as a result of the 9.61% increase applied.
This is however subject to change once NERSA approves the final tariffs.

(c) Fines, Penalties and Forfeits [Row 9): Includes an increase of R 14.4 million for traffic

fines, which was based on actual traffic fines issued during the first seven months of the
2021/2022 financial year.

(d) Transfers and Subsidies (Row 12): The budgeted amount of R 155.0 million is as per the
grant allocations from the National Treasury and the Provincial Treasury.

5.1.4 A detailed breakdown of the revenue per category is attached hereto as Appendix 5.
5.2  Operating Expenditure per Category

5.2.1 The high level operating expenditure budget per category for the 2022/2023 MTREF is
presented in Table 3 below.

Table 3: High‘LeveI Summary of Operating Expenditure per Category

m Revised |
Audited Audited Audited Original Adjustments Tabled Indicative Indicative
Row QOutcome Outcome Outcome Budget Budget Budget Budget Budget
Number |Description 201812019 201972020 2020/2021 20212022 202112022 202212023 202372024 2024/2025
Column B
A B c o E F G H |
Reference L |
1 Employee Refated Costs 235,778,938 | 258,240,519 | 279,730,365 | 290,454,556 | 205,684,039 | 311,723,949 | 321,999,427 | 336,481,283
2 Remuneration of Councillors 8,569,575 8,108,340 8,781,010 10,373,294 9,021,208 9,449,165 9,364,928 10,308,851
3 Bad debts written off 0 47,501,672 1] 0 0 0 0 0
4 Debt Impairment 117,797,141 80,351,078 | 142236937 | 131,220,351 | 142,920,351 | 148,538,756 | 155074461 | 162,052,813
Depreciatfon & Asset
5 Impairment  BABN 34,106,274 39,992,670 45,670,004 43,670,094 43,687,538 45420029 | 47,243,805
] Finance Charges 26,308,064 19,900,373 23,154,272 26,689,380 24,199,004 28,546,141 32,574,190 35,532,699
7 Bulk Purchases 169,553,269 | 188,257,343 | 199,242 027 229,094,800 | 231873452 | 254,156,491 | 265,339,377 | 277,279,649
8 Inventory Consumed 43,089,810 40,617,435 41,934,778 42,655,082 46,561,088 37,731,530 39,301,749 41,164,345
9 Contracted Services 177,736,782 | 186,522,229 | 166,631,541 | 133,214,229 | 159,049,932 | 165470,828 | 173,430,209 | 158,194,131
10 Transfers and Subsidies | 4,151,165 2,411,972 1,257,953 4,876,643 3,652,946 1,766,506 1,844,233 1,927,223
11 Other Expenditure | 67405192 50,030,888 51,202,256 | 57,856,246 56,307 177 60,991,309 69,613,681 73,193,493
_12 Loss on Disposal of PPE 4,098,141 1} 0 Q 0 0 1} 0
13 Total Operating Expenditure | 887,911997 | 918,048,123 | 953,563,809 | 972,104,675 | 1,013,029,291 | 1,062,362,212 | 1,114,552,254 1,143,37§,292
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5.2.2 The operating expenditure budget {Row 13) equates to R 1.062 billion for the 2022/2023
financial year in comparison with the revised adjustments budget of R 1.013 billion for the
2021/2022 financial year.

5.2.3

Notable increases included in the operating expenditure budget for the 2022/2023 financial
year compared to the revised adjustments budget for the 2021/2022 financial year are as

follows:

(a)

(b)

(c)

(d)

Employee Related Costs (Row 1): An increase of R 16.0 million which includes a salary
increase of 4.9%, as well as other increases payable to staff, as determined by the
SALGBC for the 2022/2023 financial year. An estimated increase of 4.9% for the
Municipal Manager and Managers reporting directly to the Municipal Manager have
also been included in the budget.

The filling of critical unfunded vacant positions (as per the latest approved
organogram) in the Infrastructure Services and Community Services Directorates must
be considered for inclusion in the final budget. This will allow for a reduction in costs
in relation to overtime, standby, casual wages, and external contractors. In an attempt
to further reduce these costs, it is also advisable for shift systems to be implemented
as soon as possible.

Debt Impairment (Row 4): Debt impairment of 10% in relation to billed debtors has
been budgeted in the 2022/2023 financial year. In the short to medium term, the
Municipality should attempt to reduce this to 8% which will result in a collection rate
of 92%. Although the National Treasury debtor collection rate norm is 95%, the
Municipality should demonstrate progress towards this norm.

Debt impairment of 85% for traffic fines has been budgeted in the 2022/2023 financial
year compared to 90% in the 2021/2022 financial year. The municipality should
strengthen efforts to monitor the performance of the service provider in an attempt
to decrease the traffic fine impairment to 80%.

Bulk Purchases (Row 7): Consists of an increase of R 22.3 million as a result of the 9.61%
increase approved by NERSA for the purchase of bulk electricity from Eskom.

Contracted Services (Row 9): The overall increase of R 6.4 million mainly relates to
water, electricity, sewerage, spatial development framework, environmental

management and housing related expenditure, which is off-set by no and/or reduced
budget allocations for other contracted services.

5.2.4 Notable decreases included in the operating expenditure budget for the 2022/2023 financial
year compared to the revised adjustments budget for the 2021/2022 financial year are as

follows:
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(a} Inventory Consumed [Row 8]: The overall decrease of R 8.8 million mainly relates to

water and sewerage related expenditure which are off-set by a reallocation of housing
related expenditure to contracted services.

5.2.5 A detailed breakdown of operating expenditure per category is attached hereto as
Appendix 6.

5.3 Revenue and Operating Expenditure Summary

5.3.1 The high level revenue and operating expenditure budget summary for the 2022/2023
MTREF is presented in Table 4 below.

Table 4 : High Level Summary of Revenue and Expenditure
" | Revised
Audited Audited Audited Original Adjustments Tabled Indicative Indicative
Row Qutcome Outcome Outcome Budget Budget Budget Budget Budget
Number |Description 201812019 2019/2020 202012621 | 202112022 39_2112!]22 202212023 2023204 2024/2025
Sohiniy A B c D E F 6 H |

Reference :

1 |Total Operating Revenue 885,030,995 | 889267914 | 056,514,592 | 972,826,778 | 1,013,954,622 | 1,067,666,701 | 1,120,425.238 | 1,149,761,208

2 Total Operating Expenditure 867,911,997 | 918,048,123 | 953,563,809 | 972,104,675 | 1,013,029.291 | 1,062,362,212 | 1,114,552,254 | 1,143,378,202
3 |Operating Surplus f (Deficit] -1,872,001 -28,760,209 2,950,883 722,103 925331 | 5,304,589 5,872,984 6,382,916

4 Contributions - Donated Assets - 131,328 1,169,063

5 |Capital Grants Revenue 49856727 | 61885132 | 46418922 | 47684166 | 54,800,956 | 45468087  53,32530 | 106,445,651

6 Surplus ! {Deficit) for the Year 47,884,726 33,256,251 | 50,538,863 48,406,2@ 553,726,287 | 51,772,576 59,198,114 | 112,828,567

5.3.2 The operating budget surplus (capital grants excluded) (Row 3) equates to R 5.3 million for
the 2022/2023 financial year in comparison with the revised adjustments budget of
R 925.3 thousand for the 2021/2022 financial year.

5.3.3 The operating budget surplus {capital grants included) (Row 6) equates to R 51.8 million for
the 2022/2023 financial year in comparison with the revised adjustments budget of
R 55.7 million for the 2021/2022 financial year.

5.3.4 The operating budget surplus {capital grants excluded) represents a fuily funded budget,
based on realistically anticipated revenues to be collected in order to fund operating
expenditure.

5.4  Other Disclosures

5.4.1 Section 17(3}(k}) of the MFMA determines that as part of the budget documents, the

proposed cost to the Municipality for the salary, allowances and benefits of each political
office bearer, Municipal Manager, Chief Financial Officer, Senior Managers and any other
official with a remuneration package greater than or equal to that of a Senior Manager, must
be disclosed.
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5.4.2 Based on a municipal categorisation of 3, the total proposed budgeted costs of the
Municipality’s Public Office Bearers, are as follows—

{a} Executive Mayor =R 903,041
{b) Deputy Mayor =R 722,433
{c) Speaker =R 722,433
(d) Mayoral Committee Member =R 677,283
(e} Council Whip =R 377,842
{f)  Chairperson of MPAC =R 366,749
(g} Ordinary Council Member =R 285,779

The totals above exclude a monthly cell phone allowance of R 3,400. Councillors that opted
to receive a municipal provided cell phone currently receive a monthly allocation of R 2,147,

5.4.3 Based on a municipal categorisation of 3, the total proposed budgeted costs of the
Municipality’s Senior Managers (Municipal Manager and Section 56 Managers reporting
directly to the Municipal Manager) are as follows—

{a} Municipal Manager =R 1,454,582
{b) Chief Financial Officer =R 1,189,003
{c) Director: Planning and Development =R 1,189,003
(d) Director: Corporate Services =R 1,189,003
{e) Director: Infrastructure Services =R 1,189,003
(f)  Director: Community Services =R 1,189,003

5.4.4 The total proposed budgeted costs of the Municipality’s officials with a remuneration
package greater than or equal to that of a Senior Manager are as follows—

(a) Manager: Land Use Management =R 1,438,233
(b) Senior Manager: Electro-Technical =R 1,460,523
{c) Senior Manager: Project Management =R 1,422,058
(d) Manager: Legal Services =R 1,372,106
(e) Manager: Water and Waste Water Services =R 1,212,607

{f) Manager: Roads, Transport, Stormwater and Building Maintenance =R 1,202,859
(g) Senior Manager: Financial Management Services =R 1,195,812

5.4.5 Section 17(3}{f} of the MFMA determines that as part of the budget documents, the
particulars of the Municipality’s investments must be disclosed. As at 28 February 2022,
Knysna Municipality accumulated R 33.3 million cash and investments at the following
banking institutions—
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(a} Nedbank =R 30,548,569
{b) Investec =R 2,721,699
{c) Total cash and investments =R 33,270,268

Included in the cash and investments total is R 2.7 million currently ceded to DBSA as security

for existing loans.

6. HIGH LEVEL CAPITAL EXPENDITURE BUDGET
6.1  Capital Expenditure Budget per Directorate
6.1.1 The high level capital expenditure budget per Directorate for the 2022/2023 MTREF is
presented in Table 5 below.
Table 5 : High Level Capltal Expenditure Budget per Directorate —_——_
Revisad % of
Audited Audited Audited Original | Adjustments Tabled Tabled Indicative Indicative
Row Cutcome Oufcome Outcome Budget Budget Budget Budget Budget Budget
Number_|Directorate 2018/2019 | 201972020 | 20202021 | 20272022 | 2020/2022 | 202202023 | 202202023 | 202372024 | 2024/2025
Hi:::::— A B c ! _;;. ": E F a H I J
1 |Executive and Councll | 1862593 724,632 9 5,500 4,084 350,000 | 0.3% t 0
2 |Corporate Services 91,287 843,801 | 33,700 3,510,000 3,104,631 3,709265 |  3.2% 2,675,000 1,575,000
3 |Financial Services 2,068,614 217,762 578,066 42000 397,750 445000 | 0.4% 5,000 5,000
|4 |Planning and Development 6,974 0 17,617 340,000 652,532 524,550 | 0.5% 2,000 uoul 3.000.000
5 |Integrated Human Settiements 9,150,628 | 11,248,454 | 4742220 | 14654600 | 14116555 1512445 1.3% 19,620,000 | 38,110,000
6 |Community Services 29,735,679 33,699.12]’. 15,438,739 6,600,000 [ 13,213,168 | 10,505,000  9.0% 11,510,000 | 4,450,000
|7 Efectrical Services 26256505, 16245233 | 23469.558| 16250000 | 21683332 14760435 127% 12,867,301 | 4,801,304
8 [Technical $ervices 81,493,879 |  85867,130 | 94,179,696 | 104,902,066 | 104,880,751 | 84637152| 727% 80,077,739 | 125,504,348
9 |Total Capital Expenditure 149,666,159 | 148,666,139 | 138,550,605 | 143,644,166 | 157,972,803 | 116,443,847 | 100.0% | 128,755130| 187,445652

6.1.2 The total capital expenditure budget {Row 9) equates to R 116.4 million for the 2022/2023

6.1.3

financial year in comparison with the revised adjustments budget of R 158.0 million for the
2021/2022 financial year.

Capital projects which could not be funded in the capital expenditure budget for the
2022/2023 financial year have been allocated in the budget of the two outer financial years

of the MTREF (2023/2024 and 2024/2025).

6.1.4 Regulation 13(2)(c) of the MBRR determines that -

“The following capital projects may be approved by a council either individually or as

part of a consolidated capital programme as contemplated in section 19(3) of the Act-

capital projects of which the total projected cost is below R 50 million, in the case of a
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municipality with approved total revenue in its current annual budget greater than
R 500 million”.

6.1.5 The capital expenditure budget per capital project, Directorate and Department is detailed
in Appendix 7 attached to the Report.
6.2 Capital Expenditure Budget per Funding Source
6.2.1 The high level capital expenditure budget per funding source for the 2022/2023 MTREF is
presented in Table 6 below.
) Table 6 : High Level Capital Expenditure Budget per Funding Source |
. | } . N Fe\rised % of L B
Audited Audited Audited Criginal | Adjustments Tabled Tabled Indicative Indicative
Row Outcome Quicoms Outcome Budgst Budget Budget Budget Budget Budget
| Number IFundi_[lg Source 201812019 | 2019/2020 202012021 202112022 20212022 202212023 | 202212023 | 20232024 20241'_2_02_5__
. E‘:::':“ﬂ n B c 0 | 8 H | i
1 National Government Grants | 35,731,545: 44,845,482 38132114 34,829,566 39,471,956 46,468,087 | 30.9% 33,705,130 I 68,335 652
2 Provincial Govemment Grants 14,847,582] 13,764,802 5813,504 : 12,854,600 15,329,000 | ! 0.0% 19,620,000 35,110,000
3 Public Centributions and Donations 1,160,011 20,850 - _Q. 0 0 ] 0.0% 1] 0
4 Bomowings 49,949,945 49359247 91,871,570 56,902.509 95.035,00@ 64,622,010 | 55.5% 70,220,000 75,670,000
5 Intemally Generated Funds 45,976,976 40,875.753_ = 1,740,418 | 8,057,500 8,136,841 5,353,750 4.6% 5,210,000 5,330,000
[ Total Capital Exgenditure 149,665.159| 148,866,138 138.559.6051 143,644 166 [ 157,972.803 | 116,443,847 | 100.0% 125,755,130 | 187,445,652
6.2.2 National Government grants (Row 1) of R 46.5 million or 39.9% will fund infrastructure

6.2.3

6.2.4

6.2.5

6.2.6

projects.

There are no Provincial Government grant allocations for the 2022/2023 financial year. The
grant allocation in the two outer years (2023/2024 and 2024/2025) relate only to Human
Settlements.

The Municipality must strengthen efforts to source more grant funding in order to
accommodate additional capital expenditure, and to reduce the dependency on borrowings.

Borrowings (Row 4) of R 64.6 million or 55.5% of the total capital expenditure budget will
fund infrastructure projects. The Municipality is cautioned not to allow excessive reliance on
borrowings as this will have a direct impact on the associated finance charges, as well as the
Municipal cashflow,

Internally-generated funds (Row 5) of R 5.4 million or 4.6% of the total capital expenditure
budget will fund infrastructure projects. The minimal allocation is mainly due to the non-
existence of a Capital Replacement Reserve. It is therefore critical to limit unnecessary and
unjustifiable operating costs and build cash reserves.
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6.2.7

6.3

6.3.1

6.3.2

6.3.3

7.1

7.2

7.3

The Municipality has adopted a highly conservative approach in the calculation of the capital
expenditure budget allocation by ensuring that the gearing ratio will remain within the
acceptable norm of 45% as determined by the National Treasury.

Capital Budget Summary

The Municipality has included the maximum number of capital projects in the tabled
2022/2023 capital expenditure budget, given the limited availability of financial resources.

Furthermore, the Municipality is exposed to enormous risks by not sufficiently allocating
funds towards the replacement, upgrade and maintenance of ageing infrastructure. The
allocation of funds towards revenue-generating capital projects must also be prioritised.

In order to increase allocations towards capital expenditure, the existing revenue base must
be supplemented by new/additional revenue sources. In addition to increasing applications
for new/additional National Treasury and Provincial Treasury grants, the Municipality must
consider alternative options, such as donor funding, Public-Private Partnerships, etc.

OVERVIEW OF ALIGNMENT OF ANNUAL BUDGET WITH THE INTEGRATED DEVELOPMENT
PLAN (IDP)

The Constitution mandates local government with the responsibility to exercise local
developmental and co-operative governance functions. The eradication of imbalances in the
South African society can only be realised through a credible integrated development
planning process.

Section 152 of the Constitution of South Africa of 1996 and the Municipal Systems Act of
2000 No. 32 of 2000, have a substantial impact on the traditional role of local government. In
addition to delivering municipal services, municipalities must now plan, lead and manage
development through the process of Integrated Development Planning.

Municipalities in South Africa are required to utilise integrated development planning as an
approach to plan future development in their respective municipal areas, and accordingly
determine the best solutions to achieve sound long-term development goals. A municipal
IDP provides a five-year strategic programme of action aimed at establishing short, medium
and long term strategic and budget priorities to create a developmental platform, which
correlates with the term of office of the political incumbents. The plan aligns the resources
and capabilities of the Municipality to the overall development aims, which guide the
municipal budget. The IDP further enables municipalities to make the best use of scarce
resources to accelerate service delivery goals. An IDP is therefore a key instrument utilised
by municipalities to provide vision, leadership and direction to all those that have a role to
play in the development of a municipal area.
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7.4

7.5

7.6

7.7

7.8

Integrated Development Planning is a mechanism to synchronise planning and fiscal
spending across all spheres of government. The IDP allows for synergy between the efforts
of all spheres of government to improve the combined developmental impact of the State,
thereby translating National, Provincial and District objectives into practical interventions
within a defined municipal space.

The six strategic objectives or key performance areas and further planning amendments that
have directly informed the compilation of the budget are as follows—

(a) Strategic Objective 1: To improve and maintain current basic service delivery through

specific infrastructural development projects;

{b) Strategic Objective 2: To create an enabling environment for social development and

economic growth;

{c) Strategic Objective 3: To promote a safe and healthy environment through the
protection of our natural resources;

(d) Strategic Objective 4: To grow the revenue base of the municipality;

(e) Strategic Objective 5: To structure and manage the municipal administration to

ensure efficient service delivery; and

(f)  Strategic Objective 6: To encourage the involvement of communities in the matters of

local government, through the promotion of open channels of communication.

In accordance with the Municipal Systems Act, the IDP constitutes a single, inclusive strategic
plan for the Municipality. By identifying the key performance and focus areas to achieve the
strategic objectives mentioned above, the five-year IDP responds to the development
challenges and opportunities of Knysna Municipality.

In addition to the five-year IDP, the Municipality undertakes an extensive planning and
development strategy, which primarily focuses on a longer-term horizon (15 to 20 years).
Local government, in collaboration with provincial and national government, is currently in
the process of developing a One Plan, which will align all sectoral and national department
plans within a specific municipal area, in accordance with the needs of the local communities
that they serve. This plan is aimed at influencing the development path by proposing a
programme of public-led investment to restructure current patterns of settlement, activity
and access to resources in the Municipality to promote greater equity and enhanced
opportunity. It provides direction to the Municipality’s IDP; associated sectoral plans and
strategies; the allocation of resources of the Municipality; and, other service delivery
partners.

The Integrated Work Plan, adopted in 2017, builds on the 2020 integrated municipal and
provincial processes to strengthen alignment between municipal and provincial planning and
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budgeting, and drives the theme of “integrated service delivery”. In order to ensure
integrated and focused service delivery between all spheres of government, it is essential
for the Municipality to align the budget priorities with those of national and provincial
government. All spheres of government prioritise infrastructure development, economic
development, job creation, efficient service delivery, poverty alleviation and building sound
institutional programs. Local priorities identified, which are directly aligned to those of the
national and provincial priorities, formed part of the IDP review process.

The IDP review process has therefore directly informed the 2022/2023 MTREF. The
respective SA4, SAS5 and SA6 schedules, included in Appendix 10, provide a reconciliation
between the IDP strategic objectives and the operating revenue, operating expenditure and
capital expenditure.

MEASURABLE PERFORMANCE OBJECTIVES AND INDICATORS

Performance Management is a process intended to measure the implementation of the
organisation’s strategy. It is also a management tool to plan, monitor, measure and review
performance indicators to ensure efficiency, effectiveness and the impact of service delivery
in respect of the approved strategic objectives and priorities of Council.

in accordance with legislative requirements and good business practices, as informed by the
National Framework for Managing Programme Performance Information, the Municipality
has developed and implemented a performance management system, which is regularly
monitored, reviewed and amended as the integrated planning process progresses. Individual
Performance Management is currently facilitated for all Section 56/57 appointees in terms
of the Local Government: Municipal Systems Act, No. 32 of 2000, which is directly linked to
organisational Performance Management. The Municipality is currently in the process of
cascading Performance Management to the lowest level, in an approached and phased
manner.

Knysna Municipality must ensure that a culture of Performance Management is
institutionalised. Performance agreements are therefore concluded with senior to middle
management to cultivate accountability and good governance. This process provides
assurance that the responsible directorates take ownership and execute the Integrated
Development Planning objectives and key performance indicators (KPI’s}. Furthermore, the
Audit Committee ensures that Council is involved in the review of Non-Financial
Performance information. The Performance Management Policy Framework encapsulates
the various processes, roles and responsibilities applicable to execute performance
management and measurement.

The SA7 and SA8 schedules, included in Appendix 10, contain Knysna Municipality’s
measurable performance objectives and indicators.
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10.1.1

10.1.2

10.1.3

10.1.4

10.1.5

OVERVIEW OF BUDGET FUNDING INCLUDING FUNDING COMPLIANCE

National Treasury requires that the Municipality assess the financial sustainability against
fourteen different funding measures, which monitor various aspects of the financial health
of the municipality. These measures are contained in SA10 of Appendix 10. The respective
information is extracted directly from the annual budgeted statements of financial
performance, financial position and cash flow. The funding compliance measurement table
in essence measures the degree to which the proposed budget complies with the funding
requirements of Section 18 of the MFMA.

EXPENDITURE ON GRANT ALLOCATIONS MADE TO THE MUNICIPALITY
Financing of the Capital Budget

Capital grant funding from the National Government include the following:
(a)  Municipal Infrastructure Grant;

(b} Integrated National Electrification Programme Grant;

{c) Water Services Infrastructure Grant; and

{d) Neighbourhood Development Partnership Grant.

The Municipal Infrastructure Grant {MIG) supports government’s aim to expand service
delivery; alleviate poverty; and, funds the provision of infrastructure for basic services, roads
and social infrastructure for poor households.

The Integrated National Electrification Programme Grant (INEP) aims to provide electricity
to poor households and to fund bulk infrastructure to ensure a constant supply of electricity
to poor households. The allocation is based on the backlog of households without electricity.

The Water Services Infrastructure Grant (WSIG) aims to accelerate the delivery of clean
water and sanitation facilities to communities that do not have access to basic water
services. The WSIG funds various projects, which include the construction of new
infrastructure and the refurbishment and extension of existing water schemes. There is no
grant allocation for 2022/23 and 2023/24 however, there is an allocation for the 2024/2025
financial year.

The Neighbourhood Development Partnership Grant {NDPG) supports municipalities to
develop and implement urban network plans and funds the upgrading of identified precincts
in order to stimulate third-party public and private investment.

10.1.6 Capital grant funding from the Provincial Government consists of the following:
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10.2.1

10.2.2

11.
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(a} Human Settlements Development Grant; and

(b} Informal Settlements Upgrading Partnership Grant.

The Human Settlements Development Grant aims to establish habitable, stable and
sustainable human settlements in which all citizens have access to social and economic
amenities.

The Informal Settlements Upgrading Partnership Grant aims to create sustainable and
integrated human settlements that enable improved quality of household life by facilitating
a programmatic and inclusive approach to upgrading informal settlements.

Financing of the Operating Budget

The operating budget is financed from the tariff increases as presented in Annexure B (Tariff
Book). In addition to this, both the National Government and the Provincial Government
have allocated the following operating grants:

(a} Equitable Share Allocation;

{b)  Financial Management Grant;

{c) Expanded Public Works Programme Integrated Grant;

(d) Human Settlements Development Grant;

(e} Community Library Services Grant;

()  Maintenance and Construction of Transport Infrastructure Grant; and

{g} Community Development Worker Operational Support Grant.

The corresponding expenditure in relation to the operating grant allocations have been
allocated accordingly.

ALLOCATION OF GRANTS MADE BY THE MUNICIPALITY

Schedule SA21, included in Appendix 10, provides a breakdown of all grants payable by the
Municipality. Notable grant allocations included in the schedule are as follows—

{a) Mayoral Bursary Scheme;
{b) Grants-in-aid: LIRA;

(¢) Grants-in-aid: Animal Welfare;
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(d)  Grants-in-aid: Island Conservancy; and

(e} Ward allocations (Non-specific);

MONTHLY TARGETS FOR REVENUE, EXPENDITURE AND CASH FLOW

The correct billing and management of revenue requires urgent attention. Data cleansing
and revenue enhancement require immediate corrective measures to be enforced. Solutions
developed and implemented in the short-term to address these challenges must
demonstrate the ability to provide long-term benefits as well.

The debtor collection rate in relation to billed revenue equated to 89.5% in the 2020/2021
financial year. A bad debt impairment of 10% has been provided in the 2022/2023 Tabled
Budget. The National Treasury {NT) norm for debtor collection rates is 95%. The Municipality
must strive towards attaining a collection rate of at least 92% in order to demonstrate
progress towards the NT norm.

Traffic fines as a revenue source has the potential to increase quite substantially should
adequate pressure be placed on the service provider to increase revenue and associated
collection rates. In consideration of the high rates payable to the service provider by the
Municipality, the service provider should be mandated, with immediate effect, to improve
collection rates to a range of at least 15% to 20%.

The monitoring of expenditure must gain momentum in order to reduce unnecessary
spending, and to avoid Unauthorised, Irregular, Fruitless and Wasteful Expenditure.
Expenditure must be monitored, controlled and managed at all levels in the Municipality.
Sound and effective Performance Management and Consequence Management must be
applied to ensure full accountability for the misuse of Municipal funds.

The use of technology can further assist in managing expenditure. The capabilities and
functionalities of current systems must be explored in an attempt to configure/program such
systems with appropriate restrictions. The Collaborator system, as an example, can be
developed with restrictions applied for overtime, standby and casual wages. This system can
be programmed to prevent any over-expenditure at the relevant source, which will enhance
monitoring and control.

The continued and/or increased reliance on consultants/contractors/service providers is
another area of material concern. The Municipality should simply not allow external parties
to perform duties which current staff are actually being paid to perform. Here again, strict
Performance Management should apply.
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The management of contractor performance requires substantial improvement in order to
ensure timeous completion of services and projects, quality output, and prices limited to
contractual amounts.

Should drastic, aggressive and immediate measures not be implemented to improve
revenue and expenditure management, the Municipality will continue to experience
cashflow limitations. This is an unfortunate reality of the current financial position of the
Municipality.

CONTRACTS HAVING FUTURE BUDGETARY IMPLICATIONS

The Municipality’s Supply Chain Management Policy stipulates specific processes to be
complied with for contracts that will impose financial obligations beyond the three years in
the annual budget for that financial year, and will require approval by Council.

The external loans procured for capital assets is the only tender awarded by the Municipality
in the 2021/2022 financial year which exceeds the three-year timeframe. All processes, as
prescribed by the Supply Chain Management Policy and Section 46 of the MFMA (long-term
debt}, have been fully complied with for this tender. It will also apply to future external loans
to be taken up.

LONG-TERM FINANCIAL STRATEGIES

Long-term financial strategies are aimed at developing more sustainable and integrated
infrastructure development programmes over the longer term, which are informed by
strategic plans and financed in the most effective and efficient manner.

Municipalities are required to develop long-term financial models (LTFM} which support
decisions on investment selection and assesses the financial impact of policy choices by
forecasting future financial performance and the impact of infrastructure projects on
borrowing capacity. The LTFM needs to inform the municipality’s long-term financial
strategy which must articulate a sustainable, efficient and effective borrowing strategy and
practices for the municipality.

LONG-TERM FINANCIAL SUSTAINABILITY

Financial sustainability over the long-term entails the management of high priority
expenditure projects, both operating and capital, to ensure project sustainability; a
reasonable degree of stability and predictability in the overall property rates and service
charges imposed to ensure affordability and sustainability; and to promote a fair allocation
in the distribution of resources and the attendant taxation between the current and future
ratepayers to ensure intergenerational sustainability.
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Based on the elements above, financial sustainability can be defined as follows:

“A council’s long-term financial performance and position is sustainable where planned
long-term services and infrastructure levels and standards are met without unplanned
increases in rates and service charges or disruptive cuts to services.”

Three key financial indictors or ratios are developed to monitor long-term financial
sustainability planning and budgeting. The ratios include—

{a)  An operating surplus ratio to monitor financial performance planning and budgeting;
{b) Anetfinancial liabilities ratio to monitor financial position planning and budgeting; and

{c)  An asset sustainability ratio to monitor asset management performance pianning and
budgeting.

Investment in infrastructure, which stimulates economic development, requires the creation
of a fourth financial sustainability ratio to be used should the debt/revenue ratio (external
borrowings as a percentage of total operating revenue less conditional grants) exceed 45%.
This ratio will address the interest and redemption repayable on external borrowings as a
percentage of total operating revenue less conditional grants. Interest and redemption
should not exceed 6-8% of total operating expenditure.

MSCOA PROGRESS TO DATE

The Municipal Regulations on the Standard Chart of Accounts {mSCOA), promulgated on
22 April 2014, required all municipalities to be mSCOA compliant with effect from
1July 2017. The relevant mSCOA segments, as prescribed by the regulations, were
implemented on the financial reporting system by Knysna Municipality on 01 July 2017.
National Treasury has since the inception of mSCOA released several mSCOA version updates
consequently resulting in continuous account code re-mapping functions and amendments
to the system-generated budget and financial statement reporting tools.

As per MFMA Budget Circular 115, mSCOA version 6.6.1 will be effective from the 2022/2023
financial year and must be used to compile the 2022/2023 MTREF. National Treasury
requires that the budget be captured directly onto the financial system in order for the Al
budget schedule to automatically populate from the budget module in the financial system.
No manual capturing of the Al schedule will be allowed.

The final date for the submission of the mSCOA data strings in relation to the tabled budget

will be a day following Council approval of the budget. Failure to do so will result in non-
compliance with Section 22(b){i) of the MFMA.
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National Treasury has previously indicated that they will conduct independent audits on all
municipal financial systems in order to determine the extent to which financial systems
comply with the minimum business processes and system specifications in relation to
mSCOA.

To ensure readiness for a possible external mSCOA audit, and to generate accurate and
reliable financial reports directly from the financial system, it is imperative for there to be
sound and proper management and maintenance of both the General Ledger and mSCOA.

LEGISLATIVE COMPLIANCE STATUS

Compliance with the MFMA implementation requirements have been satisfactorily complied
with through the following activities:

In-Year Reporting

In-year reporting to the National Treasury and Provincial Treasury, in electronic format, is
fully complied with. The monthly Section 71 and quarterly Section 52 reports, submitted to
the Executive Mayor, has progressively improved with more meaningful financial
information now being provided for sound and proper decision-making.

Internship Programme

The Municipality has participated in the Municipal Financial Management Internship
programme since 2014. There are currently five Finance Interns included in this programme.
These graduates undergo training in various departments within the Financial Services
Directorate. Since the introduction of the Internship programme the Municipality has
appointed a few of the individuals in permanent positions.

Budget and Treasury Office

The Budget and Treasury Office has been established in accordance with the MFMA.

Audit Committee

The Municipality has an Audit Committee which is fully capacitated and functional however,
the monthly allowance to specific members have been suspended.

Service Delivery and Budget Implementation Plan

The Service Delivery and Budget Implementation Plan (SDBIP} will be finalised following
approval of the 2022/2023 budget in May 2022.
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Annual Report

The annual report is compiled in accordance with the MFMA and National Treasury
guidelines.

MFMA Training

The Municipal Regulations on Minimum Competency Levels require a specific level of
competence by officials exercising financial management and control. There are various
officials currently registered in the program arranged by the municipality.

Policies

All budget-related policies were reviewed during the budget process, and amendments
made where necessary. All budget-related policies are contained in Annexure C.

The budget-related policies are as follows—

(a)  Writing-off of Irrecoverable Debt Policy;

(b} Property Rates Policy;

(c}  Tariff Policy;

{d) Customer Care, Credit Control, Debt Collection, Indigent and Tampering Policy;
{e) Supply Chain Management Policy;

(f}  Cash Management and Investment Policy;

{g) Funding and Reserves Policy;

(h) Liguidity Policy;

(i) Virement Policy {replacement);

(i)  Contract Management Policy;

(k) Cost Containment Policy;

()  Asset Management Policy;

(m) Disposal of Unserviceable, Obsolete or Redundant Assets Policy;

(n) Insurance Management Policy;

(0} Unauthorised, Irregular and Fruitless and Wasteful Expenditure Policy (replacement});
(p) Petty Cash Policy;

{(g) Long-term Financial Plan;

()  Accounting Policy, and

(s) Special Rating Area Policy (new).

Due to specific sections in the Preferential Procurement Regulations being considered

invalid, a separate item in relation to Council’s Preferential Procurement Policy and
implementation thereof will be tabled in Council.
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Procurement Plan

Municipal Budget Circular No 94 for the 2019/20 MTREF highlights the slow spending of
capital budgets by most municipalities, and the associated negative impact on service
delivery. It therefore became necessary to compile a procurement plan to address inefficient
planning processes. The procurement plan is attached hereto as Appendix 8.

SERVICE LEVEL STANDARDS

The setting of service standards is an integral component of the service delivery value chain.
It provides transparency in understanding performance indicators and hence strengthens
the entire performance management system. In addition, it ensures accountability on the
part of the officials responsible for providing the service.

Local government is mostly classified in the service delivery and governance category and as
such needs to be clear on what the public at large can expect as a service delivery standard.
it is for this reason that a municipality must adopt service standards as part of their strategic
objectives and to report on the achievements.

All municipalities are required to formulate service standards which must be included in the

MTREF budget documentation to be tabled before the municipal council. The current Service
Standards are attached hereto as Appendix 9.
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19.1

RECOMMENDATIONS

It is recommended that:

[a]

(b]

[c]

[d]

(e]

[f]

(]

[h]

[i]

(i)

[k]

Council approves the Tabled 2022/2023 Medium Term Revenue and Expenditure
Framework (MTREF) Budget Report, attached as Annexure A to the item.

Council approves the revenue budget (capital grants included) of R 1,114,134,788 for
the 2022/2023 financial year, as presented in Table 2 of the MTREF Budget Report.

Council approves the operating expenditure budget of R 1,062,362,212 for the
2022/2023 financial year, as presented in Table 3 of the MTREF Budget Report.

Council takes note of the operating budget surplus of R 5,304,489 for the 2022/2023
financial year, as presented in Table 4 of the MTREF Budget Report.

Council takes note of the surplus for the year (capital grants included) of R 51,772,576
for the 2022/2023 financial year, as presented in Table 4 of the MTREF Budget Report.

Council approves the capital expenditure budget of R 116,443,847 for the 2022/2023
financial year, as presented in Table 5 of the MTREF Budget Report.

Council approves the capital expenditure funding sources of R 116,443,847 for the
2022/2023 financial year, as presented in Table 6 of the MTREF Budget Report.

Council takes note that any actual cash surpluses realised at year-end will be utilised
to create a Capital Replacement Reserve for future infrastructure investment.

Council approves the tariff increases for the following revenue sources with effect from
1 July 2022-

(i)  Property rates (4.8%);
(i) Water (4.8%);

(i} Sanitation (4.8);

(iv) Refuse (11.5%); and
(v)  Electricity {(9.61%).

Council approves the revenue increases for property rates, service charges and other
revenue contained in the Tariff Book, attached hereto as Annexure B.

Council approves the budget-related policies of Knysna Municipality for the 2022/2023
financial year, attached hereto as Annexure C.
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(1]

[m]

[n]

[o]

[p]

[a]

[r]

[s]

[t]

[u]

Council approves the 2022/2023 MTREF Procurement Plan, attached hereto as
Appendix 8.

Council notes the current Service Level Standards, attached hereto as Appendix 9.

Council approves the Tabled budget of Knysna Municipality for the 2022/2023 financial
year, as well as the indicative budgets for the two outer financial years (2023/2024 to
2024/2025), as presented in the new mSCOA version 6.6.1 Schedules Al to A10 and
Supporting Schedules SA1 to SA38, attached hereto as Appendix 10.

Council takes note that as at 28 February 2022, Knysna Municipality accumulated
R 33.3 million cash and investments at the following banking institutions—

(i)  Nedbank =R 30,548,569
(i) Investec =R 2,721,699
(iii) Total cash and investments =R 33,270,268

Council takes note of the proposed total cost-to-municipality expenses for the salary,
allowances and benefits of the Political Office Bearers, Municipal Manager, Chief
Financial Officer, Senior Managers and other officials with a remuneration package
greater than or equal to that of a Senior Manager, as contained in the Tabled
2022/2023 MTREF Budget Report.

Council takes note that Knysna Municipality does not have any current service delivery
agreements, including material amendments to existing service delivery agreements,
with any service provider who renders any power or function on behalf of Knysna
Municipality as defined in Section 1 of the Municipal Systems Act.

Council takes note that Knysna Municipality does not have any municipal entities.

The Acting Municipal Manager makes public the Tabled 2022/2023 MTREF Budget
Report and invite the local community to submit representations in connection with
the budget, as required by the Municipal Finance Management Act and the Municipal
Systems Act.

The Acting Municipal Manager submits the Tabled 2022/2023 MTREF Budget Report
to the National Treasury and the Western Cape Provincial Treasury, as required by the
Municipal Finance Management Act.

The Acting Municipal Manager publishes the Tabled 2022/2023 MTREF Budget Report
on the municipal website.
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22. MUNICIPAL MANAGER’S QUALITY CERTIFICATE

I, Mr Johan Jacobs, the Acting Municipal Manager of Knysna Municipality hereby certify that the
tabled budget has been prepared in accordance with the Municipal Finance Management Act and
Regulations made under that Act, and that the tabled budget and supporting documentation are
consistent with the Integrated Development Plan of the Municipality.

28 March 2022

Tabled 2022/2023 MTREF Budget Report
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MFMA Circular No. 112

Introduction

The purpose of the annual budget circular is to guide municipalities with their compilation of
the 2022/23 Medium Term Revenue and Expenditure Framework (MTREF). This circular is
linked to the Municipal Budget and Reporting Reguiations (MBRR) and the municipal Standard
Chart of Accounts (mSCOA), and strives to support municipalities’ budget preparation
processes so that the minimum requirements are achieved.

Among the objectives of this budget circular is to demonstrate how municipalities should
undertake annual budget preparation in accordance with the budget and financial reform
agenda by focussing on key “game changers”. These game-changers include ensuring that
municipal budgets are funded, revenue management is optimised, assets are managed
efficiently, supply chain management processes are adhered to, mSCOA is implemented
correctly and that audit findings are addressed.

Municipalities are reminded to refer to the annual budget circulars of the previous years for
guidance in areas of the budget preparation that is not covered in this circular.

1. The South African economy and inflation targets

The National Treasury projects real economic growth of 5.1 per cent in 2021, following an
expected contraction of 6.4 per cent in 2020. Real GDP growth is expected to moderate to 1.8
per cent in 2022,1.6 per cent in 2023 and 1.7 per cent in 2024.

South Africa experienced its largest recorded decline in economic output in 2020 due to the
strict COVID-19 lockdown. Real GDP centracted by 7.2 per cent in 2020 compared to 0.1 per
cent increase in 2019. It is expected to increase by 6.2 per cent in 2021/22 and moderate by
an average increase of 1.7 per cent over the 2022/23 MTEF.

Manufacturing production grew by 17 per cent in the first six months of 2021 compared with
the same period in 2020. Production has not recovered to pre-pandemic levels, although the
Absa Purchasing Managers’ Index remains above the neutral 50-point mark. Electricity
disruptions, raw material shortages and rising input costs will continue to limit output in the
short to medium term.

The main risks to the economic outlook are slowdown in economic growth. The evolution of
COVID-19 and slow progress in vaccine rollout reinforces uncertainty and poses risks to
economic recovery.

Slow implementation of structural reforms continues to weigh on business confidence and
private investment. Electricity supply constraints, which could worsen over the short term, are
a drag on economic growth. In contrast, progress on energy reforms poses upside risks to
fixed investment and the overall economic outiook.

A further deterioration in the public finances due to various spending pressures and the
materialisation of contingent liabilities could trigger further credit rating downgrades.
Pressures on the government wage bill ceiling, including the implementation of the non-
pensionable salary increases undermine fiscal consolidation measures.

The fiscal framework does not include any additional support to state-owned companies, but
the poor financial condition and operational performance of several of these companies
remains a large contingent risk. A number of entities may request further bailouts.
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Government is strictly enforcing minimum criteria before guaranteeing the debt of state-owned
companies, as outlined in the 2021 Budget, which has led to a decline in guarantee requests.
Nonetheless, the broader context of financial distress, weak governance and unsustainable
operations in many of these companies remains unaddressed.

Since the 2008 global financial crisis, economic growth has trended downwards, resulting in
persistent shortfalls in tax revenue that have not been matched by adjustments to spending
growth. This in tumn has led to wider budget deficits, higher borrowing and a rapid increase in
the ratio of debt to GDP. The reason that the debt servicing costs are growing at a pace that
is faster than the rate of GDP growth, and this ratio will continue to increase until govermment
runs a sufficiently large primary budget surplus.

To maximise the value of spending, government needs to contain costs, more especially
consumption related spending, exercise prudent and compliant financial management, and
eradicate wasteful treatment of public funds and resources. Compensation of employees
remains a major cost pressure. It remains critical for municipalities to adhere to compensation
ceilings, manage headcounts proactively and conduct staff audit to ensure the staff
complement is aligned to the approved organogram. This wilt assist government is to improve
its fiscal position.

Medium-term priorities include: reindustrialising through implementation of the master plans;
growing exports through the African Continental Free Trade Area; implementing the Tourism
Sector Recovery Plan; supporting township and rural economies; and promoting localisation,
inclusive economic growth and job creation.

In 2021/22, gross tax revenue is expected to be R120.3 billion higher than projected in the
2021 Budget, with corresponding improvements of R62.8 billion and R59.5 billion expected in
2022/23 and 2023/24 respectively. This is still well below pre-pandemic revenue estimates,
but it provides space for government to deal with immediate fiscal pressures while continuing
to stabilise the public finances.

Headline inflation is expected to remain between 3 to 6 per cent target range over the 2022/23
MTEF.

In summary, the tax revenue in 2021/22 was higher than projections and this was mainly due
to commodity price rally. However, these are projected to be short term, and as such long-
term spending commitments should not be made based on short term revenue benefits.
There are measures in place to reduce expenditure to narrow the budget deficit.

The following macro-economic forecasts must be considered when preparing the 2022/23
MTREF municipal budgets.

Table 1: Macroeconomic performance and projections, 2020 - 2025

Fiscal year 2020121 202122 2022123 2023124 2024/25
Actual Estimate Forecast
CP inflation 20% | a9% 4.0% 4.4% 4.5%

Source: Medium Term Budget Policy Statement 2021.

Nofe: the fiscal year referred to is the national fiscal year (Aprit to March) which is more closely aligned to the municipal fiscal year
(July to June) than the calendar year inflation.

2. Key focus areas for the 2022/23 budget process
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2.1 Local government conditional grants allocations

Over the 2022 MTEF period, transfers to municipalities will grow below inflation. Qver the next
three years, local government resources increase by 4.1 per cent.

Transfers to local government will be increased by R17.8 billion, including R9.3 billion from the
local government equitable share, R1.5 billion from the general fuel levy and R6.9 billion in
direct conditional grants over the 2022 MTEF period. The local government equitable share
formula has been updated to account for projected household growth, inflation and estimated
increases in bulk water and electricity costs over the 2022 MTEF period.

The annual Division of Revenue Bill will be published in February 2022 after the Minister of
Finance's budget speech. The Bill will specify grant allocations and municipalities must
reconcile their budgets to the numbers published herein.

Municipalities are advised to use the indicative numbers presented in the 2021 Division of |
Revenue Act to compile their 2022/23 MTREF. In terms of the outer year allocations (2023/24 |
financial year), it is proposed that municipalities conservatively limit funding allocations to the |
| indicative numbers as presented in the 2021 Division of Revenue Act for 2021/22. The DoRA
is available at: ‘

| htto:./iwww treasury _90\_1.za/_documents/nationaI%20budget/2021ldefault.asgx

Division of Revenue Amendment Bill, 2021: changes to local government allocations

Budget Facility for Infrastructure Funding — R81 million is added to the direct regional bulk
infrastructure grant for George Local Municipality for the implementation of the potable water
security and remedial works project. Due to delays in the implementation of projects approved
through Budget Facility for infrastructure (BFI), the projects sponsors have requested funding
to be reduced to align with the planned project rollout.

R1.3 billion is reduced from the public transport network grant for City of Cape Town to align to
its revised implementation plan of myCiti phase 2A.

Neighbourhood Development Partnership Grant — R841 million is added to the direct
neighbourhood development partnership grant for local government to create 32 663 jobs
through precinct management, community safety, place-making, greening, integrated waste
management and digitalisation, with special focus on poor and marginalised areas and
economic nodes.

Rolfl-over of indirect regional bulk infrastructure grant — R582 million is rolled over in the
indirect regional bulk infrastructure grant to fund the operational payments for the Vaal River
pollution remediation project in Emfuleni Local Municipality. This change is shown in
Schedule 6, Part B of this Bill.

Reprioritisation in the neighbourhood development partnership grant — In the
neighbourhood development partnership grant, R90 million is shifted from the direct
component to the indirect component of the grant, to fund project preparation, planning and
implementation for municipalities facing implementation challenges. The affected
municipalities are City of Johannesburg, Mogale City, Kwa-Dukuza, West Rand, Sol Plaatje,
Ray Nkenyeni and City of Cape Town. These changes are shown in Schedule 5, Part B and
Schedule 6, Part B of this Bill.

Changes to gazetted frameworks and allocations

Neighbourhood development partnership grant — The grant framework for the
neighbourhood development partnership grant is amended to remove reference to Built
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Environment Performance Plans and include the conditions attached to the approval of funds
from the Presidential Youth Employment Initiative. The conditions require cities to expand the
existing Expanded Public Works Programme projects and enter into new partnerships with the
private sector and civil society.

Regional bulk infrastructure grant — The grant framework for the regional bulk infrastructure
grant is amended to include the conditions attached to the approvat of funding from the BFi for
the implementation of the potable water security and remedial works project in George Local
Municipality. The conditions require that the municipality submit a business plan, a cost-
benefit analysis report and enter into a co-financing agreement with the Department of Water
and Sanitation and the Department of Cooperative Governance.

Integrated urban devefopment grant — The grant framework for the integrated urban
development grant is amended to include a provision for purchasing special vehicles for waste
management. This correction is needed to ensure alignment with conditions in the municipal
infrastructure grant as municipalities can move between the two grants.

Municipal infrastructure grant — The grant framework for the municipal infrastructure grant is
amended to correct for the omission of the baseline allocation of R14.8 billion in 2019/20 in the
past performance section of the framework. The amount was erroneously not captured. This
correction is needed to show the audited past financial performance of the grant.

3. IDP Consultation Process Post 2021 Local Government
Elections

Municipalities are advised to refer to the guidance (refer to the email sent by CoGTA to all
municipalities on 20 October 2021) provided through the joint National Treasury/ Department
of Cooperative Governance/ South African Local Govemment Association (NT/DCoG/SALGA)
Joint Circular No.1 on the transitional measures in relation to the IDP consultation process.
This circular indicates that the previous municipal councils had an obligation to ensure that the
legislative stipulations were complied with. Therefore, they were expected to continue the
process of the development of the IDP starting with the development and adoption of the
process plans as provided for in section 28 of the Municipal Systems Act. Municipalities
should then implement the adopted budget process plan and conduct the public engagements
as per dates they have indicated in the process plan.

4. Municipalities unable to pass the annual budget after 1 July

The provincial executive council must urgently request the Mayer to submit a report outlining
detailed reasons and or circumstances that led to failure to approve the annual budget by the
1 July.

The provincial executive council must intervene in terms of section 139(4) of the Constitution
and take appropriate steps by issuing a directive to the municipal council to approve a budget
and any revenue raising measures necessary to give effect to the budget within a reasonable
period.

Section 26(4) and {5) of the MFMA provides for how the expenses can be met pending the
approval of a budget through a directive. Provincial Treasuries should establish clear internal
processes for reviewing and recommending the approval of withdrawals by their MEC
(templates can be obtained from National Treasury).
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The provincial executive council must upon issuing of a directive to the Municipal Council
conduct an assessment of the budget tabled by the Mayor against the norms and standards,
appraoved budget process plan, and the outcome of public participation processes.

In the event the Municipal Council fails to approve a budget due to walk out or individual
misconduct by a majority of councillors, the Speaker must immediately investigate the conduct
of those identified councillors in terms of the Code of Conduct for councillors as provided for in
the Municipal Systems Act, 2000.

If in terms of the assessment by the provincial executive council of the tabled budget, it is
found that there are no justifiable grounds for not approving the budget, the former must
submit/ present the outcome of the assessment to the Municipal Council with a directive to
consider the assessment and adopt the budget. If the assessment of the provincial executive
council of the tabled budget finds that it does not adhere to the required norms and standards,
the directive from the provincial executive council should instruct the council to first amend the
budget to remedy this before adopting the budget.

The provincial executive council must, if necessary give the municipal council a further 14
days to approve a tabled budget that complies with norms and standards and incorporates the
outcome of public participation, failing which the provincial executive council must consider
dissolution of municipal council, approval of a temporary budget and appointment of an
administrator as a last resori.

5. Municipal Standard Chart of Accounts (mSCOA)

5.1 Release of Version 6.6 of the Chart

On an annual basis, the mSCOA chart is reviewed to address implementation challenges and
correct chart related errors. Towards this end, Version 6.6 is released with this circular.

Version 6.6 of the chart will be effective from 2022/23 and must be used to compile the
2022/23 MTREF and is available on the link below:

http://mfma.treasury.gov.za/RegulationsandGazettes/MunicipalRegulationsOnAStandardChart
OfAccountsFinal/Pages/defautt.aspx

The Project Summary Document (PSD) on the National Treasury webpage will be aligned to
the chart changes in version 6.6 where applicable. The PSD is also available on the above
link.

mSCOA chart changes are issued annually in December. For the National Treasury to
consider a new chart change, the issue must be logged with all relevant background and
details on the Frequently Asked Questions {(FAQ) database. The FAQ database can also be
accessed on the above link.

The matter will then be further investigated by the FAQ committee of the National Treasury. If
it is found that a chart change is required in the next chart version, then the matter will be
elevated to the mSCOA Technical Committee and if in agreement, it will be recommended for
approval to the mSCOA Steering Committee. Requests for chart changes in the next version
of the chart must be logged for consideration by 31 August of each year.

5.2 Credibility of mSCOA data strings

The credibility of the mSCOA data strings remains a concern although we have observed a
marked improvement in some areas. At the core of the problem is:
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® The incorrect use of the mSCOA chart and segments, balance sheet budgeting,
movement accounting and basic municipal accounting practices by municipalities;

° Some municipalities are not budgeting, transacting and reporting directly in/ from their
core financial systems; have not purchased all the modules of the core financial system
or have not upgraded to the Enterprise Resource Planning (ERP) {(mSCOA enabling)
version of their financial systems;

) A number of municipalities are still transacting on their legacy systems that are not
mSCOA enabling or they are using Ms Excel spreadsheets that are nat incorporated in
the functionality of their financial systems, while they are paying for maintenance and
support for the mSCOA enabling system that was procured. This constitute fruitless and
wasteful expenditure; and

. Municipalities are not locking their adopted budgets and their financial systems at
month-end to ensure prudent financial management. To enforce municipalities to lock
their budgets and close their financial system at month-end in 2022/23, the Local
Government Database and Reporting Systermn will lock all submission periods within the
reporting pericd at the end of each quarter. The published period will NOT be opened
again to ensure consistency between publications. System vendors were also
requested to build this functionality into their municipal financial systems.

Municipalities should refer to the guidance provided in the mSCOA circulars issued by the
National Treasury to classify their transactions correctly.

The credibility and accuracy of the data strings must be verified by municipalities before
submission as the data strings submitted will be used as the single source for all analysis and
publications in the 2022/23 municipal financial year.

5.3 Regulation of Minimum Business Processes and System Specifications

One of the key objectives of the mSCOA reform is to ensure that municipalities are planning,
budgeting, transacting and reporting directly on and from integrated ERP systems to have one
version of the truth in terms of the reported financial performance. The manual correction of
data strings by municipal officials or system vendors are not allowed in terms of the mSCOA
Regulations.

All municipalities and municipal entities had to comply with the mSCOA Regulations by 1 July
2017. MFMA Circular No. 80 (Annexure B) provided guidance on the minimum business
processes and system specifications for all categories of municipalities (A, B and C). A
number of Regulations and best practices as per the MFMA Circulars have been introduced
since the issuing of MFMA Circular No. 80 in 2016.

The National Treasury will expand and regulate the business processes and system
specifications in 2022/23 to these new developments. If your municipality has not yet
achieved the minimum required level of mSCOA implementation, then a detailed action plan
(road map) must be developed to indicate how the municipality will fast track the
implementation of mSCOA. The action plan should include the following focus areas, as
applicable to the municipality:

. System landscape — does the municipality has access to updated ICT hardware,
software and licences that is sufficient to run the chosen financial management systems
solution;

° Governance and institutional arrangements — is there a functional mSCOA steering
committee or equivalent structure consisting of representatives from all business units,
that meet regularly to monitor and report on mSCOA related issues to Management
Committee (MANCO), Executive Committee {EXCO) and Council. Furthermore, did the
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municipality appoint a suitably qualified System Administrator and the required IT
securities are in place;

. System functionality — is the functionality of the system complying with the minimum
business processes and system specifications articulated in MFMA Circular No 80; is the
municipality utilising the core financial system solution and its modules optimally; and
are 3rd party sub-systems seamlessly integrating with the mSCOA enabling financial
system; and

. Proficiency of municipal officials to use the financial system - are the relevant
municipal officials sufficiently capacitated on all system modules and functionalities to
use the financial systems solution; are relevant officials in the organisation familiar with
the mSCQOA chart, balance sheet budgeting and movement accounting; and have
change management taken place to ensure that mSCOA is institutionalised as an
organisational reform and not only a financial reform.

It should be emphasised that the onus to ensure compliance with the mSCOA Regulations
and minimum system specifications as per MFMA Circular No. 80 and its Annexure B rests
with the municipality and not the system vendor. Municipalities should ensure that they
budget sufficiently to become and remain mSCOA compliant.

The progress against the action plan must be monitored by the municipality’s mSCOA Project
Steering Committee and should also be reported at the 2021/22 Mid-year Budget and
Performance engagements and the Budget and Benchmark engagements with the National
and the respective provincial treasury. Copies of the action plan and progress reports should
also be shared with the National and the respective provincial treasury.

5.4 Extension of RT25-2016 Service Level Agreements (SLA) for Financial Systems

The National Treasury has received numerous queries about the extension of the SLA for the
transversal contract for the procurement of municipal systems of financials management and
internal control (RT25-2016).

The RT25-2016 contract has expired in May 2019. Therefore, the RT25-2016 cannot be
utilised to procure financial systems and Service Level Agreements (SLAs) entered into
through the transversal contract cannot be extended when they expire. Municipalities that
procured systems through the RT25-2016 transversal tender must approach the market to
procure a new service provider for system support and maintenance. Due to the high financial
investment in procuring financial systems, it is not cost effective to change financial systems
every 3 to 5 years. Also, the expiry of the SLA does not necessitate the procurement of a new
financial system - unless the system that is being used is not complying with the required
business processes and system specifications.

Furthermore, the Municipal SCM Regulations does not prohibit the use of long-term contracts
as long as the needs analysis and market analysis are done to justify the continuous need for
the service. Municipalities may utilise Section 33 of the MFMA, taking into account the
municipality’s specific circumstances, provided that the decision is legally sound and there is
evidence to support the municipality’s decision.

Where a municipality has entered into a SLA for the provision of system support and
maintenance through an open procurement process, the SLA may be extended in terms of
Section 116(3) of the MFMA.

Notwithstanding the above, since the ICT environment changes very quickly the municipai
needs must be re-evaluated to ensure that the IT systems in place are still 1) compatible with
the needs and systems of the municipality, 2) aligned to modern technology and new
legislative requirements and 3) cost effective prior to concluding long-term maintenance and
support agreements in the event that there are other financial management solutions or
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systems that may be better or even more cost effective as opposed to the current ones that
may be outdated.

5.5 mSCOA Monthly Trial Balance

Municipalities are required to submit the following documents to GoMuni Upload portal on a
monthly basis in PDF format:

C Schedule

Primary Bank Statement

Bank Reconciliation

Quality certificate

Monthly budget statement (Section 71 Report)
Trial balance

SO EWN 2

To date, the trial balances were submitted in various formats with varying levels of detail —
some of them unreadable, making it difficult to identify the submission of the trial balances.
From 1 July 2022, the trial balance must include the following minimum information:

. mSCOA item description

Balance brought forward (i.e. opening balance)
Movement Debit

° Movement Credit

® Balanced closing balance at the end of the document

The name of the municipality, municipal code and relevant period (year and month) must be
clearly identified in the submission. Municipalities should ensure that the monthly data string
aligns to the trail balance submitted to the GoMuni Upload portal.

5.6 Budgeting for the COVID-19 pandemic

In terms of mMSCOA Circular No. 9 municipalities are reminded to record and ring fence all
funding and expenditure pertaining to the COVID-19 pandemic when budgeting and
transacting.

It is evident from the mSCOA data strings that were submitted by municipalities in terms of the
monthly Section 71 reporting that not all municipalities are budgeting and reporting on COVID-
19 related allocations and expenditure as per the guidance provided. Therefore, the National
Treasury is not able to draw complete COVID-19 reports from the mSCOA data strings
inclusive of the data for all municipalities as yet and the weekly manua! reporting is still
required.

Once the National Treasury is able to draw COVID-19 reports from the mSCOA data strings
for the majority of municipalities and the Covid-19 restrictions is lifted as per the Disaster
Management Act, 2002 (Act 57 of 2002} and its regulations, the weekly manual reporting will
be stopped.

5.7 Costing Segment

The purpose of the costing segment in mSCOA is to provide for the recording of the full cost
for the four core municipal functions, namely: electricity, water, waste water and waste
management as a minimum requirement. These four services are the most significant
revenue generating functions within municipalities and essential for setting cost reflective
tariffs.

The costing segment does not impact on the financial statements and will be recorded as a
‘below the line cost’ and are recorded in the management accounts to make decisions in
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formulating tariffs and cost control. Municipalities must refer to the PSD for the detailed
application of the costing segment.

5.8 Classification of the Skills Development Levy

Employers must pay 1 per cent of their employees pay to the skills development levy. This is
a contribution of 1 per cent of the total amount paid in respect of salaries to employees, which
includes overtime payments, leave pay, bonuses etc. Therefore, this does not constitute
employee related cost because it is not a compensation to employees, nor social
contributions. Skills Development fevy must be classified as operational costs as indicated in
the mSCOA Project Summary Document {PSD).

5.9 Revised Municipal Property Rates Act Categories

Reference is made to paragraph 4.3 of MFMA Circular No. 107. Municipalities are reminded
that section 8 of the Municipal Property Rates Act on the determination of categories of
rateable properties has been revised through the Local Government Municipal Property Rates
Amendment Act, 2014 (“the Amendment Act”).

Municipalities were required to implement the new property categorisation framework by not
later than 1 July 2021. The mSCOA chart Version 6.6 makes provision for the new and the
old framework. However, the old framework will be retired in the next version of the chart and
municipalities are advised to implement the new property categorisation framework as
legislated. Therefore, municipalities cannot use both frameworks to avoid duplication and
overstatement of revenue from property rates.

6. The revenue budget

Similar to the rest of government, municipalities face a difficult fiscal environment. The weak
economic growth has put pressure on consumers’ ability to pay for services, while transfers
from national government are growing more slowly than in the past. Some municipalities have
managed these challenges well, but others have fallen into financial distress and face liquidity
problems. These include municipalities that are unable to meet their payment obligations to
Eskom, Water Boards and other creditors. There is a need for municipalities to focus on
collecting revenues owed to them and eliminate wasteful and non-core spending.

Municipalities must ensure that they render basic services, maintain their assets and clean
environment. Furthermore, there must be continuous communication with the community and
other stakeholders to improve the municipality’s reputation. This will assist in attracting
investment in the local economy which may result in reduced unemployment. Some
municipalities are experiencing serious liquidity challenges. Therefore, the new leadership is
advised to:

. Decisively address unfunded budgets by reducing non-priority spending and improving
revenue management processes o enable collection; and

. Address service delivery failures by ensuring adequate maintenance, upgrading and
renewal of existing assets fo enable reliable service delivery.

It should be noted that it is easier for consumers to pay for services if they are reliable and
when the environment is well maintained.

National Treasury encourages municipalities to maintain tariff increases at levels that reflect
an appropriate balance between the affordability to poorer households and other customers
while ensuring the financial sustainability of the municipality. The Consumer Price Index (CPI)
inflation is forecasted to be within the lower limit of the 3 to 6 per cent target band; therefore,

Municipal Budget Circular for the 2022/23 MTREF Page 10 of 21
06 December 2021



MFMA Circular No. 112

municipalities are required to justify all increases in excess of the projected inflation
target for 2022/23 in their budget narratives and pay careful attention to tariff increases
across all consumer groups. In addition, municipalities should include a detail of their revenue
growth assumptions for the different service charges in the budget narrative.

6.1 Maximising the revenue generation of the municipal revenue base

Reference is made to MFMA Circulars No. 93, paragraph 3.1 and No. 98, paragraph 4.1. The
emphasis is on municipalities to comply with Section 18 of the MFMA and ensure that they
fund their 2022/23 MTREF budgets from realistically anticipated revenues to be collected.
Municipalities are cautioned against assuming collection rates that are unrealistic and
unattainable as this is a fundamental reason for municipalities not attaining their desired
collection rates.

It is essential that municipalities reconcile their most recent valuation roll data to that of the
biling system tc ensure that revenue anticipated from property rates are accurate.
Municipalities should undertake this exercise annually as a routine practice during the budget
process. The list of exceptions derived from this reconciliation will indicate where the
municipality may be compromising its revenue generation in respect of property rates. A
further test would be to reconcile this information with the Deeds Office registry. In
accordance with the MFMA Circular No. 93, municipalities are once more requested to submit
their annual reconciliation of the valuation roll to the billing system to the National Treasury by
no later than 04 February 2022.

The above information must be uploaded by the municipality's approved registered user(s)
using the GoMuni Upload Portal at: hitps://lguploadportal.treasury.gov.za/. If the municipality
experience any challenge uploading the information a request for an alternative arrangement
may be emailed to linda.kruger@treasury.gov.za

6.2 Setting cost-reflective tariffs

Reference is made to MFMA Circular No. 98, paragraph 4.2. The setting of cost-reflective
tariffs is a requirement of Section 74(2) of the Municipal Systems Act which is meant to ensure
that municipalities set tariffs that enable them to recover the full cost of rendering the service.
This forms the basis of compiling a credible budget. A credible budget is one that ensures the
funding of all approved items and is anchored in sound, timely and reliable information on
expenditure and service delivery (Financial and Fiscal Commission (FFC), 2011). Credible
budgets are critical for local govemment to fuffil its mandate and ensure financial
sustainability.

A credible expenditure budget reflects the costs necessary to provide a service efficiently and
effectively, namely:

° A budget adequate to deliver a service of the necessary quality on a sustainable basis;
and

. A budget that delivers services at the lowest possible cost.

Municipalities are encouraged to utilise the tariff setting tool referenced in MFMA Circular No.
98, item 4.2. This tool will assist in setting tariffs that are cost-reflective and would enable a
municipality to recover costs to fulfil its mandate. The National Treasury Municipal Costing
Guide is available on the link below on the National Treasury website.

hitp://mfma.treasury.gov.za/Guidelines/Documents/Forms/Alllitems.aspx?RootFolder=%2fGuid
elines%2fDocuments%2fMunicipal%20Costing%20Guide&FolderCTID=0x0120004720FD2D0
551AE409361D6CB3E122A08
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It is also imperative that every municipality is utilising the mSCOA cost segment correctly.

6.3 Bulk Account Payments and Concessions

During 2018/19, intense work was undertaken to resolve systemic and structural issues
pertaining to the electricity function in municipalities. Core to this work was addressing the
escalating Eskom debt that threatened the sustainability of Eskom as well as that of
municipalities.

During the process, Eskom agreed to provide relieve in certain areas. Municipalities are
reminded of the following concessions that remain in place:

® The interest rate charged on overdue municipal bulk accounts were reduced from prime
plus 5 per cent to prime plus 2.5 per cent;

° Payment terms were extended from 15 days to 30 days for municipal bulk accounts; and
° Eskom allocation of municipality payments to capital first and then to interest.

These concessions align to the MFMA and are meant to curb municipal growing debt levels by
allowing a more conducive payment regime than what was previously employed. In addition,
municipalities are urged to budget for and ring-fence their payment of bulk services. Bulk
current account payments must be honoured religiously to avoid stringent application of the
bulk suppliers’ credit control policy.

Municipalities are also advised to enforce a culture of payment for services through their
normal credit control processes. In this regard it should be noted that municipalities are only
compensated for free basic services based on an indigent user component calculation through
the equitable share. As such, a municipality’s allocation of free basic services to all of the
municipality’s consumers is not funded in the equitable share. Every municipality, during the
hudget process, must consider the affordability to the municipality when allocating free basic
services above the national norm and to consumers other than indigent consumers. If a
municipality has any arrears on any of its bulk supplier’s accounts, it must limit its
provision of free basic services to registered indigent consumers only.

In this regard municipalities are reminded to take note of the Constitutional Court decision in
Mazibuko and Others vs City of Johannesburg and Others (CCT 39/09) [2009] ZACC 28;
2010 (3) BCLR 239 (CC); 2010 {4) SA 1 (CC) (8 October 2009). The Constitutional Court
confirmed that a municipality has the right to disconnect the water service in the event of non-
payment. In the case of registered indigent users, water may not be disconnected but can and
should be restricted to the national policy limit of & kilolitres of water monthly.

6.4 Timeous allocations and clearing of the control accounts

Municipalities are encouraged to clear the control accounts on a monthly basis and to allocate
trade and other receivable payments in these suspense accounts to the relevant debtor
accounts regularly before the monthly submissions as required by the MFMA. Implementing
and enforcing the credit control policy of the municipality whilst payments are not cleared in
the control account is negligent and irrespensible. Municipalities are warned against this bad
practice, and this must be avoided at all costs.

6.5 Smart Prepaid Meters Solution

The Inter-Ministerial Task Team (IMTT) of the 5" administration appointed a panel to
investigate the electricity function to better understand what is causing the non-payment to
Eskom. Cabinet subsequently endorsed the panel's recommendation that a smart prepaid
solution for all municipalities must be explored. Municipalities are advised that the National
Treasury, through the Office of the Chief Procurement Officer (OCPO), will soon facilitate a
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transversal contract to standardise prepaid smart meter solutions for electricity that align to
minimum and critical technical specifications for local govermment.

If your municipality or entity is currently in the process of procuring any smart meter solution or

is planning to, you are cautioned:

. Against proceeding prior to the OCPO having issued and awarded the transversal
prepaid smart meter Terms of Reference (ToR); and

. That, with immediate effect, you must obtain the National Treasury’'s input prior to
proceeding with any current procurement or proposed procurement for any smart meter
solution or similar system solution. This is to prevent unnecessary and wasteful
expenditure on such solutions. Any request for National Treasury’s input on the current
or planned procurement of any smart meter solution or similar system solution or
component thereof, must be directed to the National Treasury for the attention of the
Local Government Budget Analysis Unit (Mr. Sadesh  Ramijathan)
Sadesh.Ramjathan@treasury.gov.za

Your assistance in proactively ensuring that the municipality and/ or its entities are not
adversely affected by these processes will be appreciated.

6.6 Completeness and credibility of revenue related information in the Budget

The Municipal Budget and Reporting Regulations (MBRR) regulates the minimum level of
information required from municipalites when compiling, implementing, monitoring, and
evaluating the municipality’s financial management situation. Failure to include the minimum
required information hampers the municipal council, the public and stakeholders’ ability to
make informed decisions and engage on the matter. It also limits research, studies, and
benchmarking undertaken for local, provincial, and national purposes.

The National Treasury would fike to take this opportunity to caution municipalities that the
MBRR prescribe the minimum level of information municipalities must include as part of their
legal reporting obligations.

Going forward the Treasuries will place increased attention and focus on the adequacy of
municipalities’ submissions. The National Treasury regards this nan-compliance to include the
minimum level of information as serious and if persistent will consider applying the available
legal sanctions, including recourse in terms of section 216(2) of the Constitution. In this
context, National Treasury will particularly focus on the completeness of asset management
related information as well as the statistical information required in the A, B and C schedules
during the 2022/23 MTREF.

6.7 Eskom Bulk Tariff increases

The National Energy Regulator of South Africa (NERSA) is responsible for price determination
of the bulk costs for electricity. Bulk electricity costs are consistently much higher than
inflation, having gone as high as 17.8 per cent in the 2021/22 municipal financial year.
Eskom's need for increased funding means that over the period ahead they are applying for
much higher tariff increases. In their Multi-Year Price Determination (MYPD 5) application
Eskom requested approval for municipal bulk tariff increases of 20.5 per cent in 2022/23, 15
per cent in 2023/24 and 10 per cent in 2024/25. NERSA rejected this revenue application at
the end of September 2021 and in October 2021 ESKOM filed an application in the High Court
to review NERSA's decision. The matter is still in court with a decision anticipated to be made
shortly. If Eskom succeeds, the court will compel NERSA to process the rejected application
for tariffs for the year starting 1 April 2022 in terms of the existing MYPD methodology.
NERSA will then be expected to immediately publish Eskom’s application for public comment.
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6.8 Long Term Financial Strategies

National Treasury is supporting municipalities to develop and implement long-term financial
models and strategies. This reform seeks to develop more sustainable, and integrated
infrastructure development programmes over the longer term, informed by strategic plans, and
financed in the most effective and efficient manner.

Although some municipalities have long-term financial models (LTFM), they are not aiways
integrated with municipal plans, or based on actual cash flow analysis and investment
programmes, or able to consider alternative financial scenarios and outcomes in relation to the
ability to borrow and the structuring of market transactions.

Municipalities need to develop LTFM that support decisions on investment selection and
assesses the financial impact of policy choices, by forecasting future financial performance
and the impact of infrastructure projects on borrowing capacity. The LTFM needs to inform
the municipality’s long-term financial strategy, which must articulate a sustainable, efficient
and effective borrowing strategy and practices for the municipality and provide a clear
statement of intent for lenders and other stakehoiders.

National Treasury has initiated this reform in the metropolitan municipalities and some of the
Intermediate City municipalities and will continue with this reform in the next financial year.
Based on the piloting of this reform, guidance will be provided to all municipalities to develop
and implement LTFM's and strategies.

7. Funding choices and management issues

Municipalities are under pressure to generate revenue as a result of the economic landscape,
the COVID-19 pandemic, weak tariff setting and increases in key cost drivers to provide basic
municipal services. The ability of customers to pay for services is declining and this means
that less revenue will be collected. Therefore, municipalities must consider the following when
compiling their 2022/23 MTREF budgets:

. Improving the effectiveness of revenue management processes and procedures;

. Cost containment measures to, amongst other things, control unnecessary spending on
nice-to-have items and non-essential activities as highlighted in the Municipal Cost
Containment Regulations read with MFMA Circular No. 82;

o Ensuring value for money through the procurement process;
. The affordability of providing free basic services to all households;
N Not taking on unfunded mandates;

) Strictly control the use of costly water tankers and fix the water infrastructure to enable
the sustainable provision of water;

o Prioritise the filling of critical vacant posts, especially linked to the delivery of basic
services; and

. Curbing the consumption of water and electricity by the indigents to ensure that they do
not exceed their allocation.

Accounting officers are reminded of their responsibility in terms of section 62(1)(a) of the
MFMA to use the resources of the municipality effectively, efficientty and economically.
Failure to do this will result in the accounting officer committing an act of financial misconduct
which will trigger the application of chapter 15 of the MFMA, read with the Municipal
Regulations on Financial Misconduct Procedures and Criminal Proceedings.
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7.1 Employee related costs

The Salary and Wage Collective Agreement for the period 01 July 2021 to 30 June 2024 dated
15 September 2021 through the agreement that was approved by the Bargaining Committee
of the Central Council in terms of Clause 17.3 of the Constitution should be used when
budgeting for employee related costs for the 2022/23 MTREF. In terms of the agreement, all
employees covered by this agreement shall receive with effect from 01 July 2022 and 01 July
2023 an increase based on the projected average CPI percentages for 2022 and 2023. The
forecasts of the Reserve Bank, in terms of the January 2022 and January 2023, shall be used
to determine the projected average CPi. Municipalities are encouraged to perform an annual
head count and payroll verification process by undertaking a once-a-year manual salary
disbursement, in order to root out ghost employees.

7.2 Remuneration of Councillors

Municipalities are advised to budget for the actual costs approved in accordance with the
Government Gazette on the Remuneration of Public Office Bearers Act: Determination of
Upper Limits of Salaries, Allowances and Benefits of different members of municipal councils
published annually between December and January by the Department of Cooperative
Govemance. |t is anticipated that this salary determination will also take into account the
fiscal constraints. Municipalities should also consider guidance provided above on salary
increases for municipal officials during this process. Any overpayment to councilors contrary
to the upper limits as published by the Minister of Cooperative Governance and Traditional
Affairs will be irregular expenditure in terms of Section 167 of the MFMA and must be
recovered from the councilor(s) concerned.

8. TRANSFERS TO MUNICIPALITIES

8.1 Criteria for the release of the Equitable Share

Section 216(2) of the Constitution of South Africa requires that the National Treasury must
enforce compliance with the measures established to ensure both transparency and
expenditure control in each sphere of government and may stop the transfer of funds to an
organ of state if that organ of state commits a serious or persistent material breach of those
measures.

The criteria for the release of the Equitable Share Instalments for the 2022/23 municipal
financial year are as follows:

. The 2022/23 adopted budget must be funded and adopted by Council as per the legal
framework, as required in ferms of section 18 of the MFMA and consistent with the
Budget Council and Budget Forum resolutions;

a. The adopted budget must include budget allocations for bulk suppliers current
account payments;

b.  Should the adopted budget still be unfunded, then a funding plan will be required
to show how the municipality intends moving progressively out of this position into
a funded state, if this plan has been adopted in the past, then a progress report
must be submitted on the framework previously shared to guide municipalities
which is aligned to the rescue phase of the new approach to Municipal Financial
Recovery Service (MFRS);

c. Those municipalities that adopted an unfunded budget must work with their
respective Provincial Treasuries to rectify this position in the lead up to the main
adjustments budget process in February 2023; and

d. A council resolution showing commitment to address the unfunded position must
be submitted by these municipalities to the National Treasury by 01 July 2022,
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Credible mSCOA data strings and source documents for the 2022/23 MTREF and
2021/22 audits must be generated directly from the core municipal financial system and
successfully uploaded to the Local Government GoMuni Portal. Source documents
must be submitted in PDF and no excel based spreadsheet/ templates will be accepted,;

The report submitted by bulk suppliers in terms of section 41 of the MFMA must indicate
that the current account has been paid timeously in terms of section 65(2){e) of the
MFMA. In addition, where the municipality has a repayment plan with Eskom and/ or the
water boards, proof that the current accounts have been paid and a copy of the agreed
upon payment plan (or evidence of negotiations underway with creditors} must be
submitted to the National and provincial treasuries;

Municipalities must provide evidence that SARS, pension and other staff benefits
deducted from municipal officials have been paid over the appropriate Funds and/ or
institutions;

The infarmation requested in MFMA Circulars No. 93, 28 and 107 on the reconciliation of
the valuation roll have been submitted to the National Treasury as per the required
timeframes;

The Competency Regulations reporting requirements have been complied with;

Provide a copy of the Unauthorised, Irregular, Fruitless and Wasteful (UIF&W)
expenditure register, the latest copy of the Municipal Public Accounts Committee
(MPAC) recommendations, Council Resolution on UIFW as well as council approved
UIFW Reduction Strategy, proof of establishment of the Disciplinary Committee Board
(or evidence of progress towards their establishment) and updated audit action plan
(where the audit has been completed);

Those municipalities that received an adverse or disclaimed opinions for the 2020/21
financial year will not receive their funding allocation unless there is a council resolution
committing to address these opinions with an implementable plan. The resolution must
be signed by each member of the Council and submitted to National Treasury by
1 October 2022;

The Municipal Financial Recovery Service progress reporting framework for financial
recovery plans must be complied with by municipalities under intervention in terms of
S139 of the Constitution;

Additionally, those municipalities that have outstanding audits for both the 2019/20 and
2020/21 financial years as well as municipalities with outstanding 2020/21 audit opinions
that also received an adverse or disclaimer opinion in 2019/20, will also not receive their
allocation; and

Any other outstanding documents as per the legal framework have been submitted
including the AFS submission {municipality only and consolidated AFS).

Failure to comply with the above criteria will result in National Treasury invoking section 38 of
the MFMA which empowers National Treasury to withhold a municipality's equitable share if
the municipality commits a serious or persistent breach of the measures established in terms
of Section 216(2) of the Constitution which includes reporting obligations set out in the MFMA
and National Treasury requests for infarmation in terms of Section 74 of the MFMA.

9. The Municipal Budget and Reporting Regulations

9.1 Schedule A - version to be used for the 2022/23 MTREF

National Treasury has released Version 6.6 of the Schedule A1 (the Excel Formats) which is
aligned to Version 6.6 of the mSCOA classification framework and must be used when
compiling the 2022/23 MTREF hudget.
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All municipalities must prepare their 2022/23 MTREF budgets in their financial systems and
produce the Schedule A1 directly from their financial system.

i Municipalities must start early encugh to capture their tabled budget (and later the adopted
budget) in the budget module in the financial system and must ensure that they produce their
Schedule A1 directly ocut of the budget module. Manual capturing on A1 schedule version
6.6 is not allowed in terms of the MSCOA Regulations.

National Treasury has protected the A1 schedule version 6.6 in order to ensure that the
Schedule A1 generated directly from the financial system and not populated manually.

The budget, adjustments budget and Section 71 monthly reporting Schedules that have been
regulated in terms of the MBRR have also been aligned to the mSCQOA chart version 6.6. The
revised MBRR Schedules for the 2022/23 MTREF and its linkages to the financial and non-
financial data string are available on the link befow:

http://mfma.treasury.qov.za/RequlationsandGazettes/Municipal%20Budget%20and%20Report
ing%20Reuulations/Pages/default.aspx

9.2 Assistance with the compilation of budgets

If municipalities require advice with the compilation of their respective budgets, specifically the
budget documents or Schedule A1, they should direct their enquiries to their respective

provincial treasuries or to the following National Treasury officials:

Province

| Responsible NT

officials

Tel. No.

Email

Eastern Cape

Matjatji Mashoeshoe

012-315 5553

Matiatji. Mashoeshoe@ireasury.gov.za 1

Tshwane
Ekurhuleni

Kgomotso Baloyi

012-315 5866

Abigail Maila 012-395 6737 Abigail. Maila@Treasury.gov.za
Buffalo City Mandla Gilimani 012-315 5807 Mandla. Gilimani@treasury.qov.za
Free State Sifiso Mabaso 012-315 5952 Sifiso.mabaso@ireasury.qov.za

Cethekile Moshane 012-315 5079 Cethekile. moshane@treasury.qov.za
Gauteng Matjatji Mashoeshoe 012-315 5553 Matjatii.Mashoeshoe@treasury.gov.za

Abigail Maila 012-395 6737 Abigail. Maila@ Treasury.gov.za
Johannesburg and Willem Voigt 012-315 5830 WillemCordes. Voigt@treasury.qov.za

Kagomotso.Baloyi@treasury.qov.za

[ Technical issues
with Excel formats

KwaZulu-Natal Kgomotsc Baloyi 012-315 5866 Kgomotso.Baloyi@treasury.gov.za
Kevin Bell 012-315 5725 Kevin.Bell@treasury.qgov.za
eThekwini Sifiso Mabaso 012-315 5952 Sifiso.mabaso@treasury.gov.za
Limpopo Sifiso Mabaso 012-315 5952 Sifiso.Mabaso@treasury.gov.za
Mpumalanga Mandla Gilimani 012-315 5807 | Mandla.Gilimani@treasury.qov.za
Lesego Legasa Lesego.Legasa@treasury.qov.za
Northern Cape ‘Mandla Gilimani 012-315 5807 Mandla.Gilimani@treasury.gov.za
Phumelele Gulukungqu | 012-315 5539 Phumelele.Gulukungu@treasury.gov.za
| North West Willem Voigt 012-315 5830 WillemCerdes. Voigt@ireasury.gov.za
| Makgabo Mabotja 012-315 5156 Makgabo.Maboljai@ireasury.gov.za
[ 'Western Cape Willem Voigt 012-315-5830 WillemCordes.Voigt@ireasury.qov.za
Cape Town Kgomotso Bailoyi 012-315 5866 Kgomotso.Baloyi@treasury.gov.za
George Mandla Gilimani 012-315 5807 Mandla.Gilimani@treasury.gov.za

Sephiri Thomeli

012-406 9064
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National and provincial treasuries will analyse the credibility of the data string submissions.

9.3 Assessing the 2022/23 MTREF bhudget

National and provincial treasuries will assess the 2022/23 MTREF budgets to determine if it is
complete, funded and complies with the mSCOA requirements. The mSCOA data strings for
the tabled (TABB) and adopted (ORGB) budgets will be used for this assessment.

The assessment period of all municipal budget will therefore be from 01 April to 30 June
2022 for both the tabled and adopted budgets. In this period, the National and provincial
treasuries will evaluate all municipal budgets for completeness and for being fully funded. Any
adjustment that need to be made must be done before the start of the municipal financial year
on 1 July.

Importantly, in order to generate an adopted budget (ORGB) data string, the budget must be
locked on the financial system by the 10" working day of July each year. Therefore, once the
ORGB data string has been generated, errors in the ORGB can only be corrected via an
adjustments budget in February of each year. In terms of the design principles of mSCOA,
municipalities are not allowed to open the budget on the system for corrections after it has
been locked. This means that the tabled budget data string (TABB) should in fact be verified
and errors in the TABB should be corrected in the ORGB before the adopted budget is
locked on the financial system and the ORGB data string is generated.

Amending an unfunded, incomplete and erroneous budget through an adjusted budget is also
not encouraged as the National Treasury only considers an adjusted budget in the third and
fourth quarter of the financial year for analysis and publication purposes. This will result in
overspending and unauthorised expenditure not been manitored in the first six months of the
financial year.

The National Treasury would like to emphasise that where municipalities have adopted an
unfunded budget without a credible funding plan, they will be required to correct the
funding plan and ensure that it is credible. The credible funding plan must be
immediately adopted by the Municipal Council, and the changes to the budget must be
effected in the mid-year adjustments budget to ensure compliance with Section 18 of
the MFMA.

Municipalities with municipal entities are once again reminded to prepare consolidated
budgets and in-year monitoring reports for both the parent municipality and its entity or
entities. The following must be compiled:

) An annual budget, adjustments budget and monthly financial reports for the parent
municipality in the relevant formats;

. An annual budget, adjustments budget and monthly financial reports for the entity in the
relevant formats; and

. A consolidated annual budget, adjustments budget and monthly financial reports for the
parent municipality and all its municipal entities in the relevant formats.

"The bud_get and data strings that the municipality submits to National Treasury must be a
consolidated budget for the municipality {(including entities). The budget of each entity must
be submitted on the D Schedule in pdf format.

In the past it was noted that municipalities have challenges to align the audited outcomes on
the financial system to A1 Schedule. Municipalities must ensure that the audited figures and
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adjusted budget figures captured on the A1 Schedule aligns to the annual financial statements
and Schedule B respectively.

10. Submitting budget documentation and A1 schedules for 2022/23
MTREF

To facilitate oversight of compliance with the Municipal Budget and Reporting Regulations,
accounting officers are reminded that:

. Section 22{b)(i} of the MFMA requires that, immediately after an annual budget is
tabled in a municipal council, it must be submitted to the National Treasury and the
relevant provincial treasury in electronic formats. If the annual budget is tabled to
council on 31 March 2022, the final date of submission of the electronic budget
documents and corresponding mSCOA data strings is Friday, 01 April 2022; and

° Section 24(3) of the MFMA, read together with regulation 20(1) of the MBRR, requires
that the approved annual budget must be submitted to both National Treasury and the
relevant provincial treasury within ten working days after the council has approved the
annual budget. However, given that municipalities are generating the annual budgets
directly from the financial system as required by the mSCOA Regulations and that the
budgets must be verified before it is locked on the financial system and transacted
against, municipalities must submit the approved budget to the National Treasury and
the relevant provincial treasury in electronic formats immediately after approval by the
municipal council. Therefore, if the annual budget is tabled o council on 31 May 2022,
the final date of submission of the electronic budget documents and corresponding
mSCOA data strings is Wednesday, 01 June 2022,

Since the 2020/21 MTREF, municipalities are no longer required to submit hard copies
of all required documents including budget related, Annual Financial Statements and
Annual Reports to National Treasury via post or courier services. Electronic copies

must be submitted in pdf format to the GoMuni Upload portal.

10.1 Expected submissions for 2022/23 MTREF
The following information should be submitted for the 2022/23 MTREF:

. The budget documentation as set out in the MBRR. The budget document must include
the main A1 Schedule Tables (A1 - A10);

. The non-financial supporting tables (A10, SA9, SA11, SA12, SA13, SA22, SA23, SA24
etc. and any other information not contained in the financial data string) in the A1
schedule must be submitted in the prescribed mSCOA data string in the format
published with Version 6.6 of the A1 schedule;

. The draft and final service delivery and budget implementation plan (SDBIP) in
electronic PDF format;

. The draft and final IDP;
. The council resolution for the tabled and adopted budgets;

° Signed Quality Certificate as prescribed in the MBRR for the tabled and adopted
hudgets;

° D Schedules specific for the entities; and

. A budget locking certificate immediately at the start of the new municipal financial year
on 1 July.
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10.2 Go Muni Upload Portal

The National Treasury is in the process of finalising the development work on the GoMuni
Upload portal. Municipalities, provincial treasuries, system vendors and sector departments
should ensure that the names and contact details of the data uploaders or users of the data,
as reftected on the LG Database, for their respective institutions are correct and updated as
and when changes occur.

10.3 Portals for the submission of information

Municipalities must ensure that the documents are submitted to the correct portals/ mailboxes.
These portals/ mailboxes are:

https://lguploadportal.treasury.gov.za {GoMuni Upload Portal) — All documents required in
terms of legislation, including:

. mSCOA Data Strings by approved registered users;

. Budget-related and in-year documents and schedules (A, B and C) by approved
registered users; and

° Reconciliation of the valuation roll to the financial system (as per MFMA Circular No.
93).

Budget related documents and schedules must be uploaded by approved registered users
using the GoMuni Upload Portal at: hiips://lguploadportal.ireasury.gov.za/.  The GoMuni
Upload Portal does not have the same size restrictions encountered with

ladocuments@treasury.gov.za, but requires ali documents to:
. Be in PDF format only; and
. Each PDF file must NOT contain multiple document e.g. council resclution and quality

certificate within the budget document. Each document type must be identified clearly
and uploaded separately.

Municipalities may only send electronic versions of the above documents to
lgdocuments@treasury gov.za when experiencing problems with the GoMuni Upload Portal,

lgdataqueries@treasury.gov.za — Database relaied and submission queries and the grant
rollover templates.

ladocuments@treasury.qov.za — Any additional information required by National Treasury that
is not listed under the GoMuni Upload portal such as the manual COVID-19 reports.

Please do not submit the same document to ALL the platforms listed above as it means that
our Database Team must register the same documents three times which slows down the
process. Any document/ queries that are submitted to the incorrect portal/ mailbox will
be deleted and nof processed.

10.4 Publication of budgets on municipal websites

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

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

Municipal entities should not request meetings directly from National Treasury. National
Treasury will only engage the entities through the parent municipalities. This includes all
communications apart from the legislative reporting requirements.

Contact

Post Private Bag X115, Pretoria 0001
national treasury phone 0123155009
.‘[' _” ngzﬁ?g S ~ Fax 012 395 6553
oy REPUBLIC OF SOUTH AFRICA Website http://www treasury.qgov.za/defaulf.aspx

g

) T g

—

JH Hattingh
Chief Director: Local Government Budget Analysis

06 December 2021
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Introduction

This budget circular is a follow-up to MFMA Circular No. 112 that was issued on 06 December
2021. It aims to provide further guidance to municipalities with the preparation of their
2022/23 Medium Term Revenue and Expenditure Framework (MTREF) budgets and should
be read together with the budget circulars that have been issued previously.

The grant allocations as per the 2022 Budget Review and the 2022 Division of Revenue Bill
are also key focus areas in this circular. Municipalities are reminded to refer to the annual
budget circulars of the previous years for guidance in areas of the budget preparation that is
not covered in this circular.

1. The South African economy and inflation targets

The world economy is expected to grow by 4.4 per cent this year. This is lower than the 4.9
per cent that was anticipated when tabling the medium-term budget policy statement
(MTBPS). The Omicron variant of the coronavirus caused many countries to impose
restrictions to manage its spread. In addition, continued imbalances in global value chains
have limited the pace of the world's economic recovery.

The South African economy has not been shielded from these global developments. National
Treasury has revised South Africa’s economic growth estimate for 2021 to 4.8 per cent, from
5.1 per cent at the time of the MTBPS.

This revision reflects a combination of the impact of changes in the global environment, along
with South Africa’s own unique challenges. Commodity prices, which have supported South
Africa’s economic recovery, slowed in the second half of 2021.

Also, violent unrest in July, and restrictions imposed to manage the third wave of COVID-19
further eroded the gains South Africa made in the first half of the year.

Industrial action in the manufacturing sector, and the re-emergence of loadshedding, also
slowed the pace of the recovery.

Real Gross Domestic Product (GDP) growth of 2.1 per cent is projected for 2022. Over the
next three years, GDP growth is expected to average 1.8 per cent.

Headline inflation is expected to remain between 3 to 6 per cent target range over the 2022/23
MTEF.

In summary, the tax revenue in 2021/22 was higher than projections and this was mainly due
to commeodity price rally. However, these are projected to be short term, and as such long-
term spending commitments should not be made based on short term revenue benefits.
There are measures in place to reduce expenditure to narrow the budget deficit.

The following macro-economic forecasts must be considered when preparing the 2022/23
MTREF municipal budgets.

Table 1: Macroeconomic performance and projections, 2020 - 2025

Fiscal year 2020/21 2021722 2022/23 2023/24 202425
Actual Estimate Forecast

EELInfiation 2.9% 4.5% 4.8% 4.4% 4.5%
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Source: Budget Review 2022.

Note: the fiscal year referred to is the national fiscal year (April o March) which is more closely aligned to the municipal fiscal year
{July to June} than the calendar year inflation.

2. Key focus areas for the 2022/23 budget process

21 Local government conditional grants allocations

Over the 2022 MTEF period, direct transfers to municipalities will grow above inflation, at an
annual average rate of 7.9 per cent. Direct conditional grants grow at an annual average rate
of 5.3 per cent over the MTEF, while the Local Government Equitable Share {(LGES) grows
faster, at an annual average rate of 10.3 per cent over the same period.

The higher than inflation growth of allocations fo local government is due to additional
allocations over the medium term as follows:

° The local government equitable share formula has been updated to account for
projected household growth, inflation and estimated increases in bulk water and
electricity costs over the 2022 MTEF period. R28.9 billion is added to the LGES over the
MTEF to increase coverage of the provision of free basic services; and

. An amount of R1.7 billion over the MTEF is added to the Neighbourhood Development
Partnership Grant to fund the continuation of the upscaling of city-led public employment
programmes, as part of the Presidential Youth Employment Intervention; and an amount
of R347 million over the first two years of the MTEF period is allocated to fund the
introduction of the Municipal Disaster Recovery Grant. More detail is provided below.

The Division of Revenue Bill was published on 23 February 2022, following the tabling of the
Budget in Parliament. The Bill specifies all local government transfers and municipalities must
reconcile their budgets to the numbers published herein.

In terms of the outer year allocations (2023/24_aﬁd 2024/28), it is proposed that municipalities
conservatively limit funding allocations to the indicative numbers as presented in the 2022
Division of Revenue Act. The DoRB is available at:

http://www treasury.gov.za/documents/national%20budget/2022/dor.aspx

2.2 Division of Revenue Bill, 2022: changes to local government allocaticns

Budget Facility for Infrastructure (BFI) Funding — There are reductions of R754 million in
2022/23 and R105 million in 2023/24; and an increase of R621 million in 2024/25 in the Public
Transport Network Grant to align to the revised implementation plan and cash flow projections
for the City of Cape Town’s MyCiTi public transport network.

Neighbourhood Development Partnership Grant — R1.7 billion is added to the direct
component of the Neighbourhood Development Partnership Grant for the eight metropolitan
municipalities to fund the continuation of the upscaling of city-led public employment
programmes that contribute to informal settlement upgrading, public space and asset
maintenance, development and management, greening and cleaning, food security, innovative
service delivery, local knowledge and information sharing and management, community
safety, environmental services and management and community tourism. This is part of the
Presidential Youth Employment Intervention and is a continuation of government's response to
job losses due to COVID-19, introduced as part of the stimulus package to respond to the
impact of the COVID-19 pandemic during 2020.

Regional Bulk Infrastructure Grant — R1 billion is added to the Regional Bulk infrastructure
Grant, funded from the BFI, to fund the continuation of the implementation of the Potable
Water Security and Remedial Works project in George Local Municipality.
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Integrated National Electrification Programme {Eskom) Grant — R50 million is reprioritised
from the Integrated National Electrification Programme (Eskom) Grant to finance the
operational requirements of the Independent Power Producer Office in 2022/23.

Energy Efficiency and Demand Side Management Grant — R8 million in 2022/23 and
2023/24, respectively is reprioritised from the Energy Efficiency and Demand-Side
Management Grant to finance the operational requirements within the vote of the Department
of Mineral Resources and Energy.

R10 million is shifted from the sport component of the Municipal Infrastructure Grant (MIG)
to the Integrated Urban Development Grant (IUDG) in 2022/23, to fund a sport project in
Polokwane Local Municipality.

The Municipal Disaster Recovery Grant is introduced to fund infrastructure recovery in
municipalities in KwaZulu-Natal. This grant is allocated R347 million between 2022/23 and
2024/25.

2.3 Changes to gazetted frameworks and allocations

Infrastructure Skills Development Grant (ISDG} — The grant framework for the
infrastructure skills development grant is amended to include a condition that municipalities
must have a capacitated Project Management Units with qualified people to act as supervisors
in terms of the relevant statutory council requirements.

Municipal Infrastructure Grant (MIG) — Over the 2022 MTEF, the Department of
Cooperative Governance (DCoG) will introduce an indirect component to the MIG, This is to
improve efficiency in grant expenditure to develop more and better-quality infrastructure. The
conversion will be done in-year. The criteria as determined by DCoG includes indicators
related to expenditure and reliability of infrastructure.

Municipal Systems Improvement Grant — Over the MTEF, a portion of the grant will be
utilised to continue to support institutionalisation of the district development model.

Municipal Disaster Relief Grant — The name of the Municipal Disaster Relief Grant is
changed to the Municipal Disaster Response Grant. The objective of the grant remains the
same and the change aligns to existing National Disaster Management Centre (NDMC)
processes in responding to disasters that have occurred.

Local Government Financial Management (FMG) Grant — Over the 2022 MTEF, the grant
framework for the FMG will make provision for the preparation of asset registers.

3. IDP Consultation Process Post 2021 Local Government
Elections

Municipalities are advised to refer to the guidance (refer to the email sent by the Department
of Cooperative Governance and Traditional Affairs (CoGTA) to all municipalities on 20 October
2021) provided through the joint South African Local Government Association (SALGA)/
Department of Cooperative Governance (DCoG) and National Treasury {NT) Joint Circular
No.1 on the transitional measures in relation to the integrated development plan (IDP)
consuitation process. This circular indicates that the previous municipal councils had an
obligation to ensure that the legislative stipulations were complied with. Therefore, they were
expected to continue the process of the development of the IDP starting with the development
and adoption of the process plans as provided for in section 28 of the Municipal Systems Act,
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2000. Municipaiities should then implement the adopted budget process plan and conduct the
public engagements as per dates they have indicated in the process plan.

4. Municipalities unable to pass the annual budget after 1 July

The provincial executive council must urgently request the Mayor to submit a report outlining
detailed reasons and or circumstances that led to failure to approve the annual budget by the
1 July.

The provincial executive council must intervene in terms of section 139(4) of the Constitution
and take appropriate steps by issuing a directive to the municipal council to approve a budget
and any revenue raising measures necessary to give effect to the budget within a reasonable
period.

Section 26(4) and (5) of the MFMA provides for how the expenses can be met pending the
approval of a budget through a directive. Provincial Treasuries should establish clear internal
processes for reviewing and recommending the approval of withdrawals by their MEC for
Finance (templates can be obtained from National Treasury).

The provincial executive council must upon issuing of a directive to the Municipal Council
conduct an assessment of the budget tabled by the Mayor against the norms and standards,
approved budget process plan, and the outcome of public participation processes.

In the event the Municipal Council fails to approve a budget due to walk out or individual
misconduct by a majority of councillors, the Speaker must immediately investigate the conduct
of those identified councillors in terms of the Code of Conduct for councillors as provided for in
the Municipal Systems Act, 2000.

If in terms of the assessment by the provincial executive council of the tabled budget, it is
found that there are no justifiable grounds for not approving the budget, the former must
submit/ present the outcome of the assessment to the Municipal Council with a directive to
consider the assessment and adopt the budget. If the assessment of the provincial executive
council of the tabled budget finds that it does not adhere to the required norms and standards,
the directive from the provincial executive council should instruct the council to first amend the
budget to remedy this before adopting the budget.

The provincial executive council must, if necessary give the municipal council a further 14
days to approve a tabled budget that complies with norms and standards and incorporates the
outcome of public participation, failing which the provincial executive council must consider
dissolution of municipal council, approval of a temporary budget and appointment of an
administrator as a last resort.

5. Municipal Standard Chart of Accounts (mSCOA)

5.1 Release of Version 6.6.1 of the Chart

Version 6.6.1 of the chart will be released through a patch to accommodate the following
changes/conditions published in the 2022 Division of Revenue (DoR) Bill:

. The capital leg of the Local Government Financial Management (FMG) grant that was
retired in chart version 6.2 of the chart. As per the conditions published in the 2022 DoR
Bill, the grant may be used, inter alia, for the acquisition, upgrade and maintenance of
financial management systems to produce multi-year budgets, in-year reports, service
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delivery and budget implementation plans, annual financial statements, annual reports
and automated financial management practices including the mSCOA,;

. Allocation-in-kind for the MIG grant to make provision for the indirect grant portion of the
grant; and

. The name change from Municipal Disaster relief grant to Municipal Disaster Response
Grant. Municipalities should take note of this change when they report on COVID-19 in
terms of mSCOA Circular No. 9.

Version 6.6.1 of the chart will be effective from 01 July 2022 and must be used to compile the
2022/23 MTREF. The patch is available on the link below:
http://mfma.treasury.gov.za/RegulationsandGazettes/MunicipalRequlationsOnAStandardChart
OfAccountsFinal/Pages/default.aspx

5.2 Funding Depreciation

From the analysis of the mSCOA data strings it is evident that a number of municipalities are
allocating non-funding as the funding source in the fund segment for depreciation charges.
Depreciation charges must be funded from operational funds such as service charges for
electricity if assets are utilised for electricity purposes, service charges water for water
management purposes, waste and wastewater management in the same manner and property
rates for services like roads that is primarily funded from property rates.

When deprecation is funded, it will assist the municipalities to accumulate sufficient surpluses
that must be transferred to cash backed reserves. Depreciation is the method to provide for
the replacement of the assets. If depreciation remains a journal without the funds being ring-
fenced, municipalities will not be in a financial position to fund future infrastructure assets.

5.3 Application of Costing

The mapping for Table A2 on Financial Performance of the regulated Schedule A was updated
to include the costing segment. The costing segment in mSCOA provides for the recording of
the full cost for the four core municipal functions, namely: electricity, water, wastewater and
waste management. It also allows for the charge out of costs between functions and projects.
Costing: recoveries was previously recorded as ‘revenue: default’ in the item segment.
However, as the charge out of cost does not present revenue, municipalities must use
‘expenditure: default’ in the item segment to record the debit and credit of all costing
transactions where the charges increase cost and the recoveries decrease the cost per
function or project.

Municipalities are also reminded that one of the validation rules that are applied when mSCOA
data strings are submitted is that costing transactions for charges and recoveries must
balance to zero.

5.4 Change in calculation of consumer deposits

The addition of consumer deposits as a funding source in version 6.6 of the mSCOA chart
impacts on the population of Tables SA30 and A7 in the Schedule A. The calculation will be
changed in the 6.6 chart version to the following:

CASH FLOWS FROM FINANCING ACTIVITIES - |
Increase in consumer deposits |ansumer deposits FD001001001014 linked to IA001 Deposits
(Decrease) in consumer deposits | Consumer deposit IL001002 :Withdrawals |

e ]

All payments received in respect of consumer deposits will be picked up utilising the consumer
deposit fund source linked to the bank: deposits posting level. The payment of consumer
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deposits will be picked up from item liability: consumer deposits; withdrawals posting levels,
which represent the outflow of cash.

55 NERSA reporting

Municipalities are reminded to complete the D-Forms that the National Energy Regulator of
South Africa (NERSA) requires. The National Treasury is currently looking into ways of how
the mSCOA data strings can be used to populate the NERSA reports and will provide
guidance in this regard during 2022.

5.6 Restructuring of the Long-Term Component of Trade Payables

In an effort to assist municipalities to get to a funded budget position, the National Treasury
have requested municipalities to negotiate with their major trade creditors like Eskom, Water
Boards and the Department of Water Affairs to restructure their outstanding trade creditors.
Where the debt owed by a municipality was restructured, in terms of a debt repayment
agreement, and the repayment period exceeds a period of 12 months, the debt will remain
under current liabilities trade payables as per the version 6.6 of the mSCOA chart.

The restructuring of debt in the Statement of Financial Position to include the non-current
portion through the reclassification of the debt to a non-current liability of trade payables under
non-current liabilities has a major impact on the working capital requirement disclosure in the
funding compliance assessment on Table A8 of the Schedule A and on the entire funding
methodology of the National Treasury. The restructuring of debt also affects a number of
liquidity measurement ratios such as the Current Ratio, Liquidity Ratio and Creditors to Cash
Ratio.

Detailed analysis and careful consideration of the appropriate accounting treatment to ensure
that future adjustments to the chart will not compromise the funding methodology of the
National Treasury is required. Therefore, any changes required to the mSCOA Chart to
accommodate the restructuring of the long-term component of trade payables will only be
considered for inclusion in version 6.7 of the chart.

The restructuring of the non-current portion should not only impact on the Statement of
Financial Position as it requires that municipalities include additional cost in the operation
budget for the repayment of the non-current liability, including any finance charges that may
be payable as per the repayment agreement. The restructuring of the trade payables without
the inclusion of the interest and redemption payments of the non-current liability on the cash
flow statement will significantly misstate the funding position of the municipality.

The Budget Funding Assessment Tool used by the National and provincial treasuries to
assess the funding position of municipal budgets has been enhanced to include a
Restructuring of Trade Payables Module to assess the full impact of the restructuring on both
the Statement of Financial Position and the impact of interest charges and repayment of the
non-current liability on the cash flow position of the municipality. Municipalities that have
restructured their trade payables should:

* Indicate this to the respective Naticnal and provincial treasuries when submitting their
tabled and adopted 2022/23 MTREF budget; and

. Submit the approved agreement with the supplier to the respective National and
provincial treasuries with their budget documentation.

The necessary restructuring will then be taken into account in the funding assessment by the
respective National and provincial treasuries prior to determining the funding position of the
municipality.
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5.7 mSCOA elLearning

A web-based elearning course on mSCOA will available on the National School of
Government (NSG) website from April 2022, This is a self-paced course aimed at all
government and municipal officials, especially new employees and interms to on-board them
on mSCOA.

The course is structured as follows:

Module 1 — The fundamentals of mSCOA (for financial and non-financial officials)

. An overview of the Local Government Budget and Financial Management Reform
Agenda and mSCOA Legislative Framework;

. mSCOA implementation oversight (including the role of internal audit, risk management
and councilors); and

. Understanding the mSCOA segments.

Module 2 — System and reporting requirements (for financial and non-financial officials)

An overview of the reporting requirements in a mSCOA environment;

Key business processes that underpins mSCOA;

Minimum system specifications required to comply with the mSCOA Regulations;
Submission of documents and data strings to the National Treasury (i.e. registration
process and upload process); and

. Period Caontrol and how to transact and report in period 13, 14 and 15.

Module 3 — Budgeting and transacting on the mSCQA chart (for financial officials)
An understanding of accounting principles and GRAP is required to complete this module.

Municipalities are reminded to budget for the course in their 2022/23 MTREF. For further
information, contact the NSG on their website link: hitps://www.thensg.gov.za.

6. The revenue budget

Similar to the rest of government, municipaiities face a difficult fiscal environment. The weak
economic growth has put pressure on consumers’ ability to pay for services, while transfers
from national government are growing more slowly than in the past. Some municipalities have
managed these challenges well, but others have fallen into financial distress and face liquidity
problems. These include municipalities that are unable to meet their payment obligations to
Eskom, Water Boards and other creditors. There is a need for municipalities to focus on
collecting revenues owed to them and eliminate wasteful and non-core spending.

Municipalities must ensure that they render basic services, maintain their assets and clean
environment. Furthermore, there must be continuous communication with the community and
other stakeholders to improve the municipality's reputation. This will assist in attracting
investment in the local economy which may result in reduced unemployment. Some
municipalities are experiencing serious liquidity challenges. Therefore, the new leadership is
advised to:

. Decisively address unfunded budgets by reducing non-priority spending and improving
revenue management processes to enable collection; and

. Address service delivery failures by ensuring adequate maintenance, upgrading and
renewal of existing assets to enable reliable service delivery.

It should be noted that it is easier for consumers to pay for services if they are reliable and
when the environment is well maintained.
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National Treasury encourages municipalities to maintain tariff increases at levels that reflect
an appropriate balance between the affordability fo poorer households and other customers
while ensuring the financial sustainability of the municipality. The Consumer Price Index (CPI)
inflation is forecasted to be within the lower limit of the 3 to 6 per cent target band; therefore,
municipalities are required to justify all increases in excess of the projected inflation
target for 2022/23 in their budget narratives and pay careful attention to tariff increases
across all consumer groups. In addition, municipalities should include a detail of their revenue
growth assumptions for the different service charges in the budget narrative.

6.1 Maximising the revenue generation of the municipal revenue base

Reference is made to MFMA Circulars No. 93, paragraph 3.1 and No. 98, paragraph 4.1. The
emphasis is on municipalities to comply with Section 18 of the MFMA and ensure that they
fund their 2022/23 MTREF budgets from realistically anticipated revenues to be collected.
Municipalities are cautioned against assuming collection rates that are unrealistic and
unattainable as this is a fundamental reason for municipalities not attaining their desired
collection rates.

It is essential that municipalities reconcile their most recent valuation roll data to that of the
billing system to ensure that revenue anticipated from property rates are accurate.
Municipalities should undertake this exercise as a routine practice during the budget process
so that supplementary adjustments to the valuation roll are kept up to date. The list of
exceptions derived from this reconciliation will indicate where the municipality may be
compromising its revenue generation in respect of property rates. A further test would be to
reconcile this information with the Deeds Office registry. In accordance with the MFMA
Circular No. 93, municipalities are once more requested to submit their reconciliation of the
valuation roll to the billing system to the National Treasury on a quarterly basis.

The above information must be uploaded by the municipality’'s approved registered user(s)
using the GoMuni Upload Portal at: hitps:/Iguploadportal.treasury.gov.za/. If the municipality
experience any challenge uploading the information a request for an alternative arrangement

may be emailed to linda.kruger@treasury.gov.za.

6.2 Setting cost-reflective tariffs

Reference is made to MFMA Circular No. 98, paragraph 4.2. The setting of cost-reflective
tariffs is a requirement of Section 74(2) of the Municipal Systems Act, 2000 which is meant to
ensure that municipalities set tariffs that enable them to recover the full cost of rendering the
service. This forms the basis of compiling a credible budget. A credible budget is one that
ensures the funding of all approved items and is anchored in sound, timely and reliable
information on expenditure and service delivery (Financial and Fiscal Commission (FFC),
2011). Credible budgets are critical for local government to fulfil its mandate and ensure
financial sustainability.

A credible expenditure budget reflects the costs necessary to provide a service efficiently and
effectively, namely:

. A budget adequate to deliver a service of the necessary quality on a sustainable basis;
and

. A budget that delivers services at the lowest possible cost.

Municipalities are encouraged to utilise the tariff setting tool referenced in MFMA Circular No.
98, item 4.2. This tool will assist in setting tariffs that are cost-reflective and would enable a
municipality to recover costs to fulfil its mandate. The National Treasury Municipal Costing
Guide is available on the link below on the National Treasury website.
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http://mfma.treasury.aov.za/Guidelines/Documents/Forms/Allltems.aspx?RootFolder=%2fGuid
elines%2fDocuments%2fMunicipal%20Costing %20Guide&F olderCTID=0x0120004720FD2D0
551AE409361D6CB3E122A08

It is also imperative that every municipality is utilising the mSCOA cost segment correctly.

6.3 Bulk Account Payments and Concessions

During 2018/19, intense work was undertaken to resolve systemic and structural issues
pertaining to the electricity function in municipalities. Core to this work was addressing the
escalating Eskom debt that threatened the sustainability of Eskom as well as that of
municipalities.

During the process, Eskom agreed to provide relieve in certain areas. Municipalities are
reminded of the following concessions that remain in place:

. The interest rate charged on overdue municipal bulk accounts were reduced from prime
plus 5 per cent to prime plus 2.5 per cent;

. Payment terms were extended from 15 days to 30 days for municipal bulk accounts; and
. Eskom allocation of municipality payments to capital first and then to interest.

These concessions align to the MFMA and are meant to curb municipal growing debt levels by
allowing a more conducive payment regime than what was previously employed. In addition,
municipalities are urged to budget for and ring-fence their payment of bulk services. Bulk
current account payments must be honoured religiously to aveid stringent application of the
bulk suppliers’ credit control policy.

Municipalities are also advised to enforce a culture of payment for services through their
normal credit control processes. In this regard it should be noted that municipalities are only
compensated for free basic services based on an indigent user component calculation through
the equitable share. As such, a municipality's allocation of free basic services to all of the
municipality’s consumers is not funded in the equitable share. Every municipality, during the
budget process, must consider the affordability to the municipality when allocating free basic
services above the national norm and to consumers other than indigent consumers. If a
municipality has any arrears on any of its bulk supplier’'s accounts, it must limit its
provision of free basic services to registered indigent consumers only.

In this regard municipalities are reminded to take note of the Constitutional Court decision in
Mazibuko and Others vs City of Johannesburg and Others (CCT 39/09) [2009] ZACC 28;
2010 (3) BCLR 239 (CC); 2010 (4) SA 1 {(CC} (8 October 2009). The Constitutional Court
confirmed that a municipality has the right to disconnect the water service in the event of non-
payment. In the case of registered indigent users, water may not be disconnected but can and
should be restricted to the national policy limit of 6 kilolitres of water monthly.

6.4 Timeous allocations and clearing of the control accounts

Municipalities are encouraged to clear the control accounts on a monthly basis and to allocate
trade and other receivable payments in these suspense accounts to the relevant debtor
accounts regularly before the monthly submissions as required by the MFMA. Implementing
and enforcing the credit control policy of the municipality whilst payments are not cleared in
the control account is negligent and irresponsible. Municipalities are warned against this bad
practice, and this must be avoided at all costs.
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6.5 Smart Prepaid Meters Solution

The Inter-Ministerial Task Team (IMTT) of the 5" administration appointed a panel to
investigate the electricity function to better understand what is causing the non-payment to
Eskom. Cabinet subsequently endorsed the panel's recommendation that a smart prepaid
solution for all municipalities must be explored. Municipalities are advised that the National
Treasury, through the Office of the Chief Procurement Officer (OCPO), will soon facilitate a
transversal contract to standardise prepaid smart meter solutions for electricity that align to
minimum and critical technical specifications for local government.

If your municipality or entity is currently in the process of procuring any smart meter solution or

is planning to, you are cautioned:

) Against proceeding prior to the OCPQO having issued and awarded the transversal
prepaid smart meter Terms of Reference (ToR); and

° That, with immediate effect, you must obtain the National Treasury's input prior to
proceeding with any current procurement or proposed procurement for any smart meter
solution or similar system solution. This is to prevent unnecessary and wasteful
expenditure on such solutions. Any request for National Treasury's input on the current
or planned procurement of any smart meter solution or similar system solution or
component thereof, must be directed to the National Treasury for the attention of the
Local Government Budget Analysis Unit (Mr. Sadesh  Ramjathan)

Sadesh.Ramjathan@treasury.gov.za.

Your assistance in proactively ensuring that the municipality and/ or its entities are not
adversely affected by these processes will be appreciated.

6.6 Critical Notice Affecting STS Meters

Municipalities are alerted that there is a pending business risk to the prepayment metering
industry that requires urgency of action. The token identifiers (TID) used to identify each credit
token will run out of available numbers in November 2024, at which point all STS meters will
stop accepting credit tokens. The remedy is to visit each meter and enter a special set of key
change tokens in order to reset the meter memory. Municipalities are advised that the
National Treasury, through the Office of the Chief Procurement Officer (OCPO), will soon
facilitate a transversal contract for the provision of auditing, re-calibration and re-configuration
services for standard transfer specification compliant prepayment meters that align to
minimum and critical technical specifications for local government.

If your municipality or entity is currently in the process of procuring for a solution or is planning

to, you are cautioned:

. Against proceeding prior to the OCPO having issued and awarded the transversal
contract for the provision of auditing, re-calibration and re-configuration services for
standard transfer specification compliant prepayment meters Terms of Reference (ToR);
and

° That, with immediate effect, you must obtain the National Treasury’s input prior to
proceeding with any current procurement or proposed procurement for this purpose or
any related solution or similar. This is to prevent unnecessary and wasteful expenditure
on such solutions. Any request for National Treasury’s input on the current or planned
procurement of any related solution or similar or component thereof, must be directed to
the National Treasury for the attention of the Local Government Budget Analysis Unit
{Mr. Sadesh Ramjathan) Sadesh.Ramjathan@treasury.gov.za.

In this regard, municipalities will have two options to choose from:

. Firstly, to pursue the route of auditing, re-calibrating and re-configuring services for
standard transfer specification compliant prepayment meters; and

. Secondly, to replace the old meter with a new smart prepaid meter.
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For both options, the municipality will have to budget accordingly as no additional funding will
be available through the national fiscus.

Your assistance in proactively ensuring that the municipality and/ or its entities are not
adversely affected by these processes will be appreciated.

6.7 Completeness and credibility of revenue related information in the Budget

The Municipal Budget and Reporting Regulations (MBRR) regufates the minimum level of
information required from municipalities when compiling, implementing, monitoring, and
evaluating the municipality’s financial management situation. Failure to include the minimum
required information hampers the municipal council, the public and stakeholders’ ability to
make informed decisions and engage on the matter. It also limits research, studies, and
benchmarking undertaken for local, provincial, and national purposes.

The National Treasury would like to take this opportunity to caution municipalities that the
MBRR prescribe the minimum level of information municipalities must include as part of their
legal reporting obligations.

Going forward the Treasuries will place increased attention and focus on the adequacy of
municipalities’ submissions. The National Treasury regards this non-compliance to include the
minimum level of information as serious and if persistent will consider applying the available
legal sanctions, including recourse in terms of section 216(2) of the Constitution. In this
context, National Treasury will particularly focus on the completeness of asset management
related information as well as the statistical information required in the A, B and C schedules
during the 2022/23 MTREF.

6.8 Eskom Bulk Tariff increases

The National Energy Regulator of South Africa (NERSA) is responsible for price determination
of the bulk costs for electricity. Bulk electricity costs are consistently much higher than
inflation, having gone as high as 17.8 per cent in the 2021/22 municipal financial year.
Eskom’s need for increased funding means that over the period ahead they are applying for
much higher tariff increases. In their Multi-Year Price Determination (MYPD 5) application
Eskom requested approval for municipal bulk tariff increases of 20.5 per cent in 2022/23, 15
per cent in 2023/24 and 10 per cent in 2024/25. NERSA rejected this revenue application at
the end of September 2021 and in October 2021 ESKOM filed an application in the High Court
to review NERSA’s decision. Following the deliberations, NERSA has approved a 9.6 per cent
tariff increase for Eskom starting from April 2022 and this figure accounts for a 3.49 per cent
increase in 2022/23.

6.9 Long Term Financial Strategies

National Treasury is supporting municipalities to develop and implement long-term financial
models and strategies. This reform seeks to develop more sustainable, and integrated
infrastructure development programmes over the longer term, informed by strategic plans, and
financed in the most effective and efficient manner.

Although some municipalities have long-term financial models (LTFM), they are not always
integrated with municipal plans, or based on actual cash flow analysis and investment
programmes, or able to consider alternative financial scenarios and outcomes in relation to the
ability to borrow and the structuring of market transactions.

Municipalities need to develop LTFM that support decisions on investment selection and
assesses the financial impact of policy choices, by forecasting future financial performance
and the impact of infrastructure projects on borrowing capacity. The LTFM needs to inform
the municipality’s long-term financial strategy, which must articulate a sustainable, efficient
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and effective borrowing strategy and practices for the municipality and provide a clear
statement of intent for lenders and other stakeholders.

National Treasury has initiated this reform in the metropolitan municipalities and some of the
Intermediate City municipalities and will continue with this reform in the next financial year.
Based on the piloting of this reform, guidance will be provided to all municipalities to develop
and implement LTFM’'s and strategies.

6.10 Water management

Reference is made to the 2011, Chapter 8 of the Local Government Budget and Expenditure
Review (LGBER) which emphasizes the importance of water management.

It has been observed recently in various platforms where municipalities engage with treasuries
and the sector deportments that there is no uniformity in reporting water and electricity losses.
These are material items and need to be disclosed in planning, budgeting, reporting and in the
annual report and Annual Financial Statements in uniform ways in order to track performance.
In order to ensure consistency of reporting, the following information must be provided:

Accounting for water sold, non-revenue water and water losses:

. System input volume (kl}

Water Billings {sum of accounts issued) — volume in kl and rand value

Free basic water allowance (not included in billings) - volume in ki and rand value
Physical water losses (estimated): volume in kl and rand value

Water revenue collected (Rand value)

Accounting for electricity sold and electricity losses:

Electricity purchased and generated (Electricity input) (kWh)

Electricity Billings (sum of accounts issued) (KWh and Rand value)

Free basic electricity allowance (not included in billings) (KWh and Rand value)
Technical losses {estimated) (KWh and Rand value)

Electricity revenue collected (Rand value)

In addition, the norms articulated in MFMA Circular No. 71 should also be taken into
consideration.

6.11 Unauthorised, Irregular, Fruitless and Wasteful Expenditure (UIFW)

Cabinet adopted the Medium-Term Strategic Framework (MTSF) for 2019-2024 wherein it
amongst others, committed that government will reduce imegular expenditure by 75 per cent
and fruitless and wasteful expenditure by 100 per cent by 2024. It is important to note that
these targets are applicable to each sphere of government. To this end, the Minister of
Finance approved the UIFW Reduction Strategy for municipalities which was issued through
MFMA Circular No. 111 in November 2021. The latter strategy advocated for municipalities to
develop UIFW reduction plans that is approved by the municipal council, with the aim being for
municipalities to utilize their 2018/19 UIFW figures as contained in their audited annual
financial statements for that financial year as a baseline to develop the reduction plans. Whilst
progress has been slow in terms of municipalities developing and submitting these plans to
the National Treasury, some municipalities has made strides in this regard.

National Treasury would like again to encourage municipalities to develop the UIFW reduction
plans and have it approved by the municipal councils through a council resolution for
submission to the National Treasury to the MFMA helpdesk at mfma@treasury.gov.za for the
attention of Mr. Wayne McComans on wayne.mccomans@treasury.gov.za. Municipalities are
also advised to report progress against these UIFW reduction plans as part of their monthly
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section 71 reporting to enable the necessary monitoring and oversight by the National
Treasury on the implementation of these plans.

Going forward the Treasuries will place increased attention and focus on the processing of
UIFW by municipalities as required by section 32(2) of the MFMA read with MFMA Circular
No. 68. The National Treasury regards this consistent non-compliance for failure to
adequately process and investigate UIFW as serious and if persistent will consider applying
the available legal sanctions, including recourse in terms of section 216(2) of the Constitution.

7. Funding choices and management issues

Municipalities are under pressure to generate revenue as a result of the economic landscape,
the COVID-19 pandemic, weak tariff setting and increases in key cost drivers to provide basic
municipal services. The ability of customers to pay for services is declining and this means
that less revenue will be collected. Therefore, municipalities must consider the following when
compiling their 2022/23 MTREF budgets:

. Improving the effectiveness of revenue management processes and procedures;

. Cost containment measures to, amongst other things, control unnecessary spending on
nice-to-have items and non-essential activities as highlighted in the Municipal Cost
Containment Regulations read with MFMA Circular No. 82;

. Ensuring value for money through the procurement process;
. The affordability of providing free basic services to all households;
. Not taking on unfunded mandates;

. Strictly control the use of costly water tankers and fix the water infrastructure to enable
the sustainable provision of water;

) Prioritise the filling of critical vacant posts, especially linked to the delivery of basic
services; and

. Curbing the consumption of water and electricity by the indigents to ensure that they do
not exceed their allocation.

Accounting officers are reminded of their responsibility in terms of section 62(1)(a) of the
MFMA to use the resources of the municipality effectively, efficiently and economically.
Failure to do this will result in the accounting officer committing an act of financial misconduct
which will trigger the application of chapter 15 of the MFMA, read with the Municipal
Regulations on Financial Misconduct Procedures and Criminal Proceedings.

7.1 Employee related costs

The Salary and Wage Collective Agreement for the period 01 July 2021 to 30 June 2024 dated
15 September 2021 through the agreement that was approved by the Bargaining Committee
of the Central Council in terms of Clause 17.3 of the Constitution should be used when
budgeting for employee related costs for the 2022/23 MTREF. In terms of the agreement, all
employees covered by this agreement shall receive with effect from 01 July 2022 and 01 July
2023 an increase based on the projected average CPI percentages for 2022 and 2023. The
forecasts of the Reserve Bank, in terms of the January 2022 and January 2023, shall be used
to determine the projected average CPIl. Municipalities are encouraged to perform an annual
head count and payroll verification process by undertaking a once-a-year manual salary
disbursement, in order to root out ghost employees.

7.2 Remuneration of Councillors

Municipalities are advised to budget for the actual costs approved in accordance with the
Government Gazette on the Remuneration of Public Office Bearers Act: Determination of
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Upper Limits of Salaries, Allowances and Benefits of different members of municipal councils
published annually between December and January by the Department of Cooperative
Governance. It is anticipated that this salary determination will also take into account the
fiscal constraints. Municipalities should also consider guidance provided above on salary
increases for municipal officials during this process. Any overpayment to councilors contrary
to the upper limits as published by the Minister of Cooperative Governance and Traditional
Affairs will be irregular expenditure in terms of Section 167 of the MFMA and must be
recovered from the councilor(s) concerned.

7.3 Equitable Share allocation

As highlighted in Minister Enoch Godongwana’s 2022 Budget Speech, municipalities must be
mindful that the Equitable Share is meant to fund basic municipal services to the indigent.
Municipalities must ensure that monies are used for the purpose they were allocated for.

8. Transfers to Municipalities

The circular reiterates the requirements of the rollover and unspent conditional grants process
in line with conditions outlined in the annual Division of Revenue Act. Municipalities are
required to request for a rollover approval against any unspent conditional grants that were
allocated through the annual Division of Revenue Act, therefore this section provides guidance
to municipalities with regard to the preparation for the 2021/22 unspent conditional grants and
roll-over process and should be referenced against previous annual budget circulars.

8.1 Criteria for the roliover of conditional grant funds

In terms of Section 21 of the Division of Revenue Act, 2021 {Act No.9 of 2021) (DoRA) read in
conjunction with the Division of Revenue Amendment Act, 2021 (Act No. 17 of 2021)
(DoRAA), the Act requires that any conditional allocation or a portion thereof that is not spent
at the end of the 2021/22 financial year reverts to the National Revenue Fund (NRF), unless
the rollover of the allocation is approved in terms of subsection (2). Furthermore, the receiving
officer, provincial treasury and transferring national officer is required to prove to National
Treasury that the unspent allocation is committed to identifiable projects, in which case the
funds may be rolled over.

When requesting a rollover in terms of section 21(2) of the 2021 DoRA, municipalities must
include the following information with their submission to National Treasury:

® A formal letter, signed by the accounting officer addressed to the National Treasury
requesting the rollover of unspent conditional grants in terms of section 21(2) of the 2021
DoRA;

. A list of all the projects that are linked to the unspent conditional grants and a breakdown
of how much was allocated and spent per project;

. The following evidence indicating that work on each of the projects has commenced, as
applicable to the specific rollover(s):

a)  Proof that a contractor or service provider was appointed for delivery of the project
before 31 March 2022; or

b}  Proof of project tender and tender submissions published and finalised before 31
March 2022 with the appointment of contractor or service provider for delivery of
the service before 30 June 2022 in cases where additional funding was allocated
during the course of the final year of the project. Further, municipalities must note
the letters issued by National Treasury dated 25 February and 03 March 2022
respectively regarding the Preferential Procurement Regulation, 2017;

¢) Incorporation of the Appropriation Statement; and
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d) Evidence that all projects linked to an allocation will be fully utilised by 30 June
2022 (attach cash flow projection for the applicable grant).

° A progress report (also in percentages) on the status of each project's implementation
that includes an attached legible implementation plan);

° The value of the committed project funding, and the conditional allocation from the
funding source;

. Reasons why the grants were not fully spent during the year of original allocation per the
DoRA;

. Rollover of rellovers will not be considered therefore municipalities must not include
previous year's unspent conditional grants as rollover request;

. An indication of the time-period within which the funds are to be spent if the roll-over is
approved; and

. Proof that the Municipal Manager and Chief Financial Officer are permanently appointed.

No rollover requests will be considered for municipalities with vacant or acting Chief Financial
Officers and Municipal Managers for a period exceeding 6 months from the date of vacancy,
this also includes acting appointments as a result of suspensions of either MM or CFO that are
more than 12 months.

If any of the above information is not provided or the application is received by National
Treasury {Intergovernmental Relations Division) after 31 August 2022, the application will not
be considered.

In addition, National Treasury will also consider the following information when assessing
rollover applications; and reserves the right to decline an application should there be non-
performance by the municipality in any of these areas:

. Compliance with the in-year reporting requirements in terms of sections 71 and 72 of the
MFMA and section 12 of the 2021 DoRA, including the municipal manager and Chief
Financial Officer signing-off on the information sent to National Treasury;

. Submission of the pre-audited Annual Financial Statements to National Treasury by 31
August 2022;

. Accurate disclosure of grant performance in the 2021/22 pre-audited Annual Financial
Statements, (i.e. correct disclosure of grant receipts and spending in the notes to the
AFS);

. Despite the fact that local government is required to comply to different norms and
standards prescribed by different legislations, municipalities are expected to fully comply
with the provisions of DoRA that relates to rollover processes and disclose conditional
grant performance in the 2021/22 pre-audited Annual Financial Statements in order to
verify grant expenditure; and

. Cash available in the bank (net position including short-term investments) as at 30 June
2022 is equivalent to the amount that is unspent as at the end of the financial year. If
the amount that is requested for roll-over is not entirely cash backed, such a roll-over will
not be approved. National Treasury will also not approve portions of rollover requests.

It should be noted that under no circumstances will the National Treasury consider requests to
roll-over:

* The entire 2021/22 allocation to the municipality, in cases whereby the rollover request
is more than 50 per cent of the total allecation, National Treasury will approve the
rollover amount up to 50 per cent of the 2021/22 allocation;

. Rollover request of the same grant for the third consecutive time;
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® Funding for projects constituted through Regulation 32 of the Municipal Supply Chain
Management Regulations {Gazette N0.27636). Projects linked to additional funding and
disasters are exempted; and

. A portion of an allocation where the proof of commitment for the rollover application is
linked to invoices that were issued before or on 31 May 2022.

8.2 Unspent conditional grant funds for 2021/22

The 2021/22 unspent conditional process will be managed in accordance with section 21 of
DoRA, in order to ensure that the unspent conditional grants against the 2021/22 financial
year return to the National Revenue Fund (NRF). In addition to the previous MFMA Circulars,
the following practical arrangements will apply:

Step 1: Municipalities must submit their 30 June 2022 conditional grant expenditure
reports according to section 71 of the MFMA reflecting all accrued expenditure on
conditional grants and further ensure that expenditure reported to both National
Treasury and national transferring officers reconcile;

Step 2: When preparing the Annual Financial Statements, a municipality must determine
the portion of each national conditional grant allocation that remained unspent as
at 30 June 2022. These amounts MUST exclude all interest earned on conditional
grants, retentions and VAT related to conditional grant spending that has been
reclaimed from SARS, which must be disclosed separately; and

Step 3: If the receiving officer wants to motivate in terms of section 21{2) of the 2021
DoRA that the unspent funds are committed to identifiable projects, the rollover
application pack must be submitted to National Treasury by no later than 31
August 2022.

National Treasury will not consider any rollover requests that are incomplete or
received after this deadline.

Step 4: National Treasury will confirm in writing whether or not the municipality may retain
any of the unspent funds as a rollover based on criteria outlined above by 21
October 2022;

Step 5: National Treasury will communicate the unspent conditional grants amount by

08 November 2022. A municipality must return the remaining unspent conditional
grant funds that are not subject to a specific repayment arrangement to the
National Revenue Fund (NRF) by 18 November 2021; and

Step 6: Any unspent conditional grant funds that should have, but has not been repaid to
the National Revenue Fund (NRF) by 18 November 2021, and for which a
municipality has not requested a repayment arrangement, these funds will be
offset against the municipality’s 07 December 2022 equitable share allocation.

Annexure to MFMA Circular No. 86 addresses all the issues pertaining fo Appropriation
Statement and reporting on approved roll-overs.

8.3 Importance of section 16 of the Division of Revenue Act

The circular again reiterates the importance of compliance to section 16 of DoRA in relation to
the allocation or transfer of funds by municipalities to other organs of state in order to
implement projects on behalf of the municipalities.

Section 16 (3) of DoRA states that a receiving officer may not allocate any portion of a
schedule 5 allocation to any other organ of state for the performance of a function, unless the
receiving officer and the organ of the state agree on the obligation of both parties and a
payment schedule, the receiving officer has notified the transferring officer, the relevant
provincial treasury and National Treasury of the agreed payment schedule and:
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. The allocation
i) Is approved in the budget for the receiving provincial department or municipality; or
i)  If not already approved;
aa) the receiving officer notifies the National Treasury that the purpose of the
allocation is not to artificially inflate the expenditure estimates of the relevant
municipality and indicates the reasons for the allocation; and
bb) the National Treasury approves the allocation; or
° The allocation is for the payment for goods or services procured in accordance with the
procurement prescripts applicable to the relevant province or municipality and, if it is an
advance payment, paragraph (a) (ii) applies with the necessary changes.

Further, section 16 (4) states that the receiving officer must submit a copy of the agreement
envisaged in subsection (3) to the transferring officer and the National Treasury before
payment is made.

This section requires municipalities to comply with section 16 (3) before any DoRA allocated
funds that are allocated or transferred to any organ of state and the municipality should first
seek approval from National Treasury. The allocation includes transfers made to any organ of
state in order to perform a function using conditional grants allocated through the DoRA.

Note that National Treasury considers the following when assessing the request from the
municipality for approval:

. If the municipality is benefitting and utilising from the five per cent from capital grants
that may be utilized for Project Management Unit {PMU}. In terms of the capital grant
framework (i.e. MIG and the Integrated Urban Development Grant (IUDG) and three per
cent for the Urban Settlements Development Grant (USDG) municipalities are allowed to
utilise a certain per cent of the grant for PMU or capacity support in order to implement
capital projects. Therefore, if municipalities are benefiting from this initiative the PMU
should be capacitated enough to implement capitai project;

) Municipalities that are benefiting from the added technical support from Municipal
Infrastructure Support Agent (MISA) will not be granted approval because MISA would
assist with providing support and develop technical capacity towards sustained
accelerated municipal capacity and service delivery. This implies that the municipality
would be capacitated and be in a better position to implement capital projects; and

° If the request does not comply to the grant conditions, framework and if the transfer
artificially inflates the expenditure estimates.

The following information must be submitted to National Treasury before approval is granted
to municipalities to transfer funds to other organs of the state:

. fn consultation with the relevant transferring officer municipalities must submit their
request to National Treasury for approval;

. Provide the time frames regarding the duration of this arrangement between the
municipality and the organ of the state;

* Provide the Service Level Agreement (SLA) between the municipality and the organ of
state in consultation with the relevant transferring officer;
Provide the agreed payment schedule reflecting the disbursement of the funds;
Must provide the reasons why such a decision has been taken by the municipality;
If amongst the reasons for the request is related to capacity challenges the municipality
must therefore prove beyond reasonable doubt that there are capacity challenges and
the reasons thereof; and

. Upon approval the municipality must submit the approved budget that includes the
allocation.
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Note that once the allocation or transfer has been approved the payment for goods or services
must be procured in accordance with or in compliance to the procurement prescripts
applicable to the relevant municipality. [f there is an agreement for an advancement,
subsection (a) (i) will apply in order to determine if the payment does not artificially inflate the
expenditure estimates. Further, before funds are transferred, the transferring national officer
and National Treasury must agree on the payment schedule.

Therefore, if any expenditure incurred which emanates from such an arrangement while there
was non-compliance with section 16, grant conditions and framework, such expenditure will
not be recognised by both National Treasury and relevant transferring officer and will be
classified as unauthorised expenditure.

9. The Municipal Budget and Reporting Regulations

9.1 Schedule A - version to be used for the 2022/23 MTREF

National Treasury has released Version 6.6.1 of the Schedule A1 (the Excel Specimen) which
is aligned to Version 6.6.1 of the mSCOA classification framework and must be used when
compiling the 2022/23 MTREF budget.

All municipalities must prepare their 2022/23 MTREF budgets in their financial systems and
produce the Schedule A1 directly from their financial system.

Municipalities must start early enough to capture their tabled budget (and later the adopted
budget} in the budget moduie in the financial system and must ensure that they produce their
Schedule A1 directly out of the budget module. Manual capturing on A1 schedule version
6.6.1 is not allowed in terms of the mSCOA Regulations.

National Treasury has protected the A1 schedule version 6.6 in order to ensure that the
Schedule A1 generated directly from the financiai system and not populated manually.

The budget, adjustments budget and Section 71 monthly reporting Schedules that have been
regulated in terms of the MBRR have also been aligned to the mSCOA chart version 6.6.1.
The revised MBRR Schedules for the 2022/23 MTREF and its linkages to the financial and
non-financial data string are available on the link below:

http://mfma.treasury.gov.za/ReqgulationsandGazettes/Municipal %20Budget%20and%20Report
ing%20Regulations/Pages/default.aspx

9.2 Assistance with the compilation of budgets

If municipalities require advice with the compilation of their respective budgets, specifically the
budget documents or Schedule A1, they should direct their enquiries to their respective
provincial treasuries or to the following National Treasury officials:

Province [ Responsible NT Tel. No. Email
officials
Eastemn Cape Matiatji Mashoeshoe 012-315 5553 Matjatji. Mashoeshoe@treasury.gov.za |
Abigail Maila 012-395 6737 Abigail Maila@Treasury.gov.za
| Buffalo City Mandla Gilimani 012-315 5807 Mandla.Gilimani@treasury.gov.za
Free State Sifiso Mabaso 012-315 59252 Sifiso.mabaso@treasury.gov.za
Cethekile Moshane 012-315 5079 Cethekile.moshane@itreasury.gov.za
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| Gauteng Matjatji Mashoeshoe 012-315 5553 | Matjatji Mashoeshoe@treasury.gov.za |
Abigail Maila 012-395 6737 Abigail. Maila@Treasury.qov.za
Johannesburg and Willem Voigt 012-315 5830 WillemCordes. Voigt@treasury.gov.za
Tshwane
Ekurhuleni Kgomotso Baloyi 012-315 5866 | Kgomotso Baloyi@treasury.gov.za
KwaZulu-Natal Kgomotso Baloyi 012-315 5866 Kaomotso.Baloyi@freasury.qov.za
Kevin Bell 012-315 5725 Kevin.Bell@ireasury.qov.za
eThekwini Sifiso Mabaso 012-315 5952 Sifiso.mabaso@treasury.gov.za
Limpope Sifisc Mabaso | 012-315 5952 Sifiso.Mabaso@treasury.gov.za
M_pumalanga | Mandia Gilimani | 012-315 5807 Mandla.Gilimani@treasury.qov.za
Lesego Legasa Lesego.Leqasa@treasury.gov.za
Northern Cape Mandla Gilimani | 012-315 5807 Mandla.Giimani@treasury.govza |
Phumelele Gulukunqu 012-315 5539 Phumelele Gulukungu@treasury.gov.za
North West Willem Voigt 012-315 5830 WillemCordes. Voigt@treasury.qov.za
Makgabo Mabotja 012-315 5156 Makgabo.Mabotja@treasury.gov.za
Western Cape Willem Voigt "1 012-315-5830 WillemCordes.Voigt@treasury.gov.za
Cape Town Kgomotso Baloyi 012-315 5866 Kgomotsg.Baloyi@treasury.gov.za
George Mandla Gilimani 012-315 5807 Mandla.Gilimani@treasury.gov.za
Technicat issues Sephiri Thomeli 012-406 9064 | ladatagueries@treasury.gov.za
with Excel formats

National and provincial treasuries will analyse the credibility of the data string submissions.

9.3 Assessing the 2022/23 MTREF budget

National and provincial treasuries will assess the 2022/23 MTREF budgets to determine if it is
compiete, funded and complies with the mSCOA requirements. The mSCOA data strings for
the tabled {TABB) and adopted (ORGB) budgets will be used for this assessment.

The assessment period of all municipal budget will therefore be from 01 April to 30 June

2022 for both the tabled and adopted budgets. In this period, the National and provincial

treasuries will evaluate all municipal budgets for completeness and for being fully funded. Any

adjustment that need to be made must be done before the start of the municipal financial year
| on 1 July.

Importantly, in order to generate an adopted budget (ORGB) data string, the budget must be
locked on the financial system by the 10" working day of July each year. Therefore, once the
ORGB data string has been generated, errors in the ORGB can only be corrected via an
adjustments budget in February of each year. In terms of the design principles of mSCOA,
municipalities are not allowed to open the budget on the system for corrections after it has
been locked. This means that the tabled budget data string {TABB) should in fact be verified
and errors in the TABB should be corrected in the ORGB before the adopted budget is
locked on the financial system and the ORGB data string is generated.

Amending an unfunded, incomplete and erroneous budget through an adjusted budget is also
not encouraged as the National Treasury only considers an adjusted budget in the third and
fourth quarter of the financial year for analysis and publication purposes. This will result in
overspending and unauthorised expenditure not been monitored in the first six months of the
financial year.

The National Treasury would like to emphasise that where municipalities have adopted an
unfunded budget without a credible funding plan, they will be required to correct the
funding plan and ensure that it is credible. The credible funding plan must be
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immediately adopted by the Municipal Council, and the changes to the budget must be
effected in the main adjustments budget to ensure compliance with Section 18 of the
MFMA.

Municipalities with municipal entities are once again reminded to prepare consolidated
budgets and in-year monitoring reports for both the parent municipality and its entity or
entities. The following must be compiled:

. An annual budget, adjustments budget and maonthly financial reports for the parent
municipality in the relevant formats;

. An annual budget, adjustments budget and monthly financial reports for the entity in the
relevant formats:; and

. A consolidated annual budget, adjustments budget and monthly financial reports for the
parent municipality and all its municipal entities in the relevant formats.

| The budget and data strings that the municipality submits to National Treasury must be a
consolidated budget for the municipality {(including entities). The budget of each entity must
| be submitted on the D Schedule in pdf format.

In the past it was noted that municipalities have challenges to align the audited outcomes on
the financial system to A1 Schedule. Municipalities must ensure that the audited figures and
adjusted budget figures captured on the A1 Schedule aligns to the annual financial statements
and Schedule B respectively.

10. Submitting budget documentation and A1 schedules for 2022/23
MTREF

To facilitate oversight of compliance with the Municipal Budget and Reporting Regulations,
accounting officers are reminded that:

. Section 22(b)(i) of the MFMA requires that, immediately after an annual budget is
tabled in a municipal council, it must be submitted to the National Treasury and the
relevant provincial treasury in electronic formats. [f the annual budget is tabled to
council on 31 March 2022, the final date of submission of the electronic budget
documents and corresponding mSCOA data strings is Friday, 01 April 2022; and

. Section 24(3) of the MFMA, read together with regulation 20(1) of the MBRR, requires
that the approved annual budget must be submitted to both National Treasury and the
relevant provincial treasury within ten working days after the council has approved the
annual budget. However, given that municipalities are generating the annual budgets
directly from the financial system as required by the mSCOA Regulations and that the
budgets must be verified before it is locked on the financial system and transacted
against, municipalities must submit the approved budget to the National Treasury and
the relevant provincial treasury in electronic formats immediately after approval by the
municipal council. Therefore, if the annual budget is tabled to council on 31 May 2022,
the final date of submission of the electronic budget documents and corresponding
mSCOA data strings is Wednesday, 01 June 2022,

Since the 2020/21 MTREF, municipalities are no longer required to submit hard copies
of all required documents including budget related, Annual Financial Statements and
Annual Reports to National Treasury via post or courier services. Electronic copies
must be submitted in pdf format to the GoMuni Upioad portal.
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10.1 Expected submissions for 2022/23 MTREF
The following information should be submitted for the 2022/23 MTREF:

. The budget documentation as set out in the MBRR. The budget document must include
the main A1 Schedule Tables (A1 - A10);

. The non-financial supporting tables {(A10, SAQ, SA11, SA12, SA13, SA22, SA23, SA24
etc. and any other information not contained in the financial data string) in the A1
schedule must be submitted in the prescribed mSCOA data string in the format
published with Version 6.6 of the A1 schedule;

° The draft and final service delivery and budget implementation plan (SDBIP) in
electronic PDF format;

. The draft and final IDP;

. The council resolution for the tabled and adopted budgets;

. Signed Quality Certificate as prescribed in the MBRR for the tabled and adopted
budgets;

. D Schedules specific for the entities; and

» A budget locking certificate immediately at the start of the new municipal financial year
on 1 .July.

10.2 GoMuni Upload Portal

The development work on the GoMuni Upload portal has been concluded and municipalities
must submit all documents required for the 2022/23 MTREF in terms of legislation, as per the
guidance provided in MFMA Circular No 112 dated 06 December 2021, via the GoMuni
Upload Portal. The upload portal can be accessed on https:/iguploadportal.treasury.gov.za
from 01 April 2022.

All municipal officials that currently have access to the LG Upload portal will be granted
access to the GoMuni Upload portal. New users will have to complete and submit a Request
for Access to lgdatagueries@treasury.gov.za. The request form will be available on the
GoMuni login page under new registrations.

10.3 Additional validation rules applicable to data string submissions

To ensure that credible data strings are submitted to the GoMuni Upload portal, additional
validation rules will be introduced in the 2022/23 MTREF. The credibility and accuracy of the
data strings must be verified by municipalities before submission on the GoMuni Upload. The
additional validation rules will be implemented on the stage 1 validation. In other words, a
data strings that fails the validation will be rejected. The additional rules are as follows:

1. A balanced data string must be submitted. This means that the data strings that is
submitted must always be in balance. All the transactions should be included for
Revenue, Expenditure, Gains and Losses, Assets, Liabilities and Net Assets;

2. Al secondary cost data strings may only be linked to ltem: Expenditure: Default. All
costing transactions must be linked to Item: Expenditure default as it refers to the
reallocation of cost from one function to another or one operational project to another
operational project. Where cost is capitalised the costing segment is not used;

3. Inventory for water must be linked to the Function: Water Management. Bulk purchases
of Water must only be recorded against the Water management function: and

4.  Opening balances must be linked to Project default and Fund: non funding. All opening
balances that are not linked to Project default and Non funding will not be valid.

The new validation rules will come into effect from 01 July 2022,
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10.4 Publication of municipal documents

Going forward, the following municipal documents will be published on the GoMuni/ Go Public
portal:

Integrated Development Plans;

Budget Documentation;

Service Delivery and Budget Impiementation Plans;
Annual Financial Statements;

Annual Reports; and

Audit Reports.

Municipal decuments submitted to the National Treasury prior to 2022 will be available on the
MFMA webpage and can be accesses via the MFMP Share Point Documents option on
GoMuni/ Go Public.

GoMuni/ Go Public can be accessed on the following link: hitps:/lg.treasury.gov.za

10.5 Communication by municipal entities to National Treasury

Municipal entities should not request meetings directly from National Treasury. National
Treasury will only engage the entities through the parent municipalities. This includes all
communications apart from the legislative reporting requirements.

Contact
! Post Private Bag X115, Pretoria 0001
i national treasus Y Phone 0123155009
~==* | Depanment. Fax 012 395 6553
' ﬂ[] ' Nationat Treasury .
b REPUELIC OF SOUTH AERICA Website hitp:/fwww.treasury.gov.za/default. aspx
Y
JH Hattingh
Chief Director: Local Government Budget Analysis
04 March 2022
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MUNICIPAL BUDGET CIRCULAR FOR THE 2022/23 MEDIUM TERM REVENUE AND EXPENDITURE FRAMEWORK

1

PURPOSE

The purpose of this circular is to:

® provide the economic and fiscal context that should be considered by municipalities when
compiling the 2022/23 Medium Term Revenue and Expenditure Framework {MTREF);

® outline the legislative requirements guiding the tabling of the 2022/23 MIREF Budgets and
accompanied budget documentation; and

# remind municipdlities of additional upcoming reporting responsibilities.

2. STRATEGIC CONTEXT

Economic and Fiscal Environment

The 2022 Strafegic Integrated Municipal Engagement/ Local Government Medium Term Expenditure
(SIME/ LG MTEC) process will take place amidst national and provincial economic recovery following
sharp economic contractions in 2020. Based on historical data since 1960, South Africa experienced
its steepest decline in economic output with a contraction of 16 per cent from the first to the second
quarter of 2020, which was largely due to the strict COVID-192 lockdown. This resulted in an estimated
6.4 per cent contraction in the national GDP for 2020. National Treasury [NT)! expects a real
economic growth rate of 5.1 per cent in the country for 2021 as the economy rebounds.

National real GDP growth is projected at 1.8 per cent in 2022, 1.6 per cent in 2023 and 1.7 per cent
in 2024. The Western Cape economy has outperformed that of South Africa as a whole but has not
substantially diverged from the national trajectory. The Provincial economy contracted by 5.5 per
cent in 2020 and recovered with an estimated growth of 5.3 per cent in 2021 and a forecast of
1.4 per cent growth in 2022. The rebound is clouded by the COVID-19 pandemic, the discovery of
new variants which compromise travel to and from South Africa and slow progress in the national
vaccine rollout which reinforces uncertainty and poses risks to economic recovery.

National GDP growth rates are projected by the National Treasury within MFMA Circular No. 112



Other risks to the economic environment inciude but are not limited to the slow implementation of
structural reforms which continues fo have a negative impact on business confidence and private
investment; supply chain and electricity supply constraints, which could worsen over the short term;
deceleration in global demand and declines in commodity prices which could have a negative
impact on local industry.

The fiscal environment taces the risk of a further deterioration in public finances which could trigger
credit rating downgrades. Cost of Employment pressures, the implementation of the non-
pensionable salary increases for Public Servants of salary levels 1 o 12 and the Social Relief Distress
Grant (including a potential introduction of a basic income grant) further compromise fiscal
consolidation measures. While the fiscal framework does not currently include any additional support
to state-owned enterprises, the poor financial condition and operational performance of several of
these entities remain a large contingent risk. Ageing infrastructure and outdated technology,
vandalism, continued population growth and increasing demand for services require resources that
are not met with sufficient increases in revenue. From a governance perspective, anunprecedented
number of municipalities have hung councils, which poses risks to municipal operations and service
delivery. Significant job losses during this period of economic decline impacts on the affordability of
municipadl services and therefore municipalities’ ability to collect revenue and increases demand for
free basic services. Social unrest and challenges such as poverty, crime, low levels of skills, and
substance abuse also require intervention.

Since the 2008 glcbal financial crisis, economic growth has trended downwards, resulting in
persistent shortfalls in tax revenue that have not been matched by appropriate cost containment
measures to reduce expenditure. This in turn has led to wider budget deficits, higher borrowing and
a rapid increase in the ratio of debt to GDP. The debt servicing costs are growing at a pace that is
faster than the rate of GDP growth, and this ratio will continue to increase until government runs g
sufficiently large primary budget surplus. The current prime lending rate is 7.25 per cent. There
appears to be consensus in the private sector that there will be quarterly increases in interest rates
during 2022 as the Monetary Policy Cornmittee of the South African Reserve Bank is determined to
contain inflatiocn and maintain price stability. This will reduce the disposable income of households
as interest on loans will increase. It dlso impacts adversely on municipalities’ ability to service debt
and take up new loans to fund infrastructure programmes. Headline inflation is currently at a five-
year high but is expected to remain between the 3 o é per cent target range over the 2022/23 MTEF;
at 4.0 per cent for 2022/23, 4.4 per cent for 2023/24 and 4.5 per cent for 2024/25.2

Considering the fiscal constraints, maximising the value of spending is crucial. Government needs to
contain costs, especially consumption related spending, exercise prudent and compliant financial
management, and eliminate the waste of public funds and resources. Compensation of employees
remains a major cost pressure. It remains critical for municipdlities to adhere to compensation
ceilings, manage headcounts proactively and conduct staff audits to ensure the staff complement
is aligned to the approved organogram. It will alse be critical for municipalities to build risk
management into the budget process, i.e., mitigating, identifying and protecting the institution
against potential risks. These will assist government to improve its fiscal position.

2
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3.1

3.2

To combat the socio-economic challenges highlighted above, the Western Cape Recovery Plan
themes of Jobs, Safety and Wellbeing remain at the centre of the response to address the impact
of COVID-19 and lay the foundation for faster long-run economic growth and poverty reduction in
the Province. It s underpinned by the Vision Inspired Priorities within the Provincial Strategic
Plan 2019 - 2024. Local Government also has a vital role to play in this regard. Consideration should
be given as to how value can be unlocked from good governance. The real chalienge is to get
beyond stability and for WCG to partner with municipalities to leverage our governance advantage
to drive the recovery and growth,

Municipalities should make conscious efforts to maximize service delivery given these social, socio-
demographic, economic and fiscal challenges. Municipalities are advised 1o consult the 2021 Socio-
economic profiles? and Municipal Economic Review and Qutlook {(MERO)* for municipal specific
socio-economic information. The MERO, which was tabled by the Minister of Finance and Economic
Opportunities on é December 2021, will be distributed to various business forums across the Province
and rolled out via the District Coordination Forums, These source documents as well as the above-
mentioned macro-economic forecasts should be considered when preparing the 2022/23 MTREF
budgets and plans.

NATIONAL TREASURY AND PROVINCIAL TREASURY GUIDELINES
Context

& Municipdlities are advised to consulf the latest Budget Circular, MFMA Circular 112 released on
6 December 2021.

¢ Municipalities MUST include the National and Provincial Treasury Budget Circulars as part of the
source documents consulted in the preparation of the 2022/23 MTREF Budget documents and
table it as part of the budget documentation in the Municipal Council.

Legislative Requirements: Tabling of the 2022/23 Budgets

® Aspersection 16(1) of the Local Government: Municipal Finance Management Act {Act No. 56
of 2003} [MFMA), the council of a municipality must approve an annual budget before the start
ot the financial year. In order for a municipality to comply with section 16(1}, the mayor must
table the annual budget at a council meeting at least 90 days {end of March 2022) before the
start of the budget year as required by section 16(2) of the MFMA.

¢ Should it be foreseen that a municipality will not be able to comply with section 16(2), the mayor
must, as per section 27(1} of the MFMA, inform the MEC for Finance in the province, in writing, of
such impending non-compliance.

® Section 27{2) of the MFMA allows the MEC of Finance, on application by the mayor, and if good
cause is shown, to extend any time limit or deadline pertaining to the tabling of the budget,
provided that such extension does not compromise compliance with section 16(1). Municipalities
must however make every effort to ensure that their budgets are tabled by 31 March 2022. This
timeline is required to enable effective participation in the budget process by all stakeholders,
including Councii and the public; and for provincial departments to fulfil their oversight role.
Provincial Treasury (PT} will therefore not recommend that an extension be granted unless
exceptional circumstances exist,

[Lwww . westerncape.gov.za/provingial-treasury/investor-economi



3.3

3.4

# [nthe event of non-compliance {that the budget was not timecusly tabled by the end of March
2022), the mayor must, according to section 27(3) of the MFMA, inform the municipal council,
the MEC for Finance and the National Treasury, in writing, of such non-compliance and any
remedial or corrective measures the municipdlity intends to implement to avoid o recurrence.
This requirement is dependent on, and subject to, any extension provided by the MEC in terms
of section 27(2).

# Notfification of impending and/or actual non-compliance with a time provision relating to the
annual budget must be done in terms of Chapter 4 of the Municipal Budget and Reporting
Recommendations (MBRR) and be in the format outlined in Schedule G of the MFMA.

@ Failure to comply with section 14(2} of the MFMA, will compromise a municipality's ability to
approve the budget before the start of the financial year as required by section 16(1) of the
MFMA. Should a municipality not approve its budget by the start of the new municipal financial
year (i.e. 1 July 2022), the Provincial Executive must intervene in terms of section 136(3) of the
MFMA and secticn 139{4) of the Constitution. The Provincial Executive will accordingly take
corrective measures which include, but are not limited to, placing a temporary hold on the
Municipality's bank account, appointing an administrater, approving a temporary budget, or
even dissolving council. Further guidance on this will be provided in a subsequent circular.

Development and Adoption of IDPs

The date of the 2021 Local Government elections presented a challenge for incoming councils to
adopt new Integrated Development Plans (IDPs) by May 2022 within the legisiated timeframes. The
results from a survey conducted by the Department of Local Government indicates that many newly
elected municipal councils plan to adopt the IDP of their predecessor in terms of section 25(3) of the
Local Government: Municipal System Act, Act No. 32 of 2000 (MSA) and to only adopt a new IDP in
their second year of office to facilitate thorough interrogation and extensive consultation for the
finalisation of the new five-year strategy. Some municipalities are however planning to adopt new
term of office IDPs in May 2022 despite the tight timefines.

For further guidance municipalities are refemred to the joint National Treasury/Department of
Cooperative Governance/South African Local Government Asscciation (NT/DCoG/SALGA) Joint
Circular No.1 (20 October 2021) on the fransitional measures in relation to the IDP process and fo, if
any further guidance or assistance is required in this regard, contact the IDP Directorate of the
Department of Local Government.

Ensuring Municipal Sustainability through a funded budget

In the current economic and fiscal environment, municipdlities may face financial strain for several
reasons including rising demand for basic and free basic services, revenue collected being
hampered due to reductions in household income, and below inflation increases in transfers from
national government,

As per section 18 of the MFMA, municipadlities should nevertheless ensure that their budgets are
funded from realistically anticipated revenue to be collected, cash backed accumulated funds
from the previous year as well as borrowed funds to be utilised for capital projects.
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To ensure financial sustainability each Municipality must consider the following when compiling their
2022/23 MTREF budgets:

Improving the effectiveness of revenue management processes and procedures;

Cost containment measures to, amongst other things, controf unnecessary spending on nice-to-
have items and non-essential activities as highlighted in the Municipal Cost Containment
Regulations read together with MFMA Circular No. 97 (31 July 2019);

Ensuring value for money through the procurement process and promoting sustainable public
procurement;

The affordability of providing free basic services to all households;

Any changes to functional assignments between spheres and/or intergovernmental funding
arrangements for these services must be assessed for their long-term impact on municipal
financiail sustainability.

Strictly control the use of cosily water tankers and fix the water infrastructure to enable the
sustainable provision of water;

Curbing the consumption of water and electricity by indigent households to ensure that they do
not exceed their allocation without paying for additional consumption;

Prioritising the filing of critical vacant posts, especially those linked to the delivery of basic
services. Municipalities should also carefully consider whether non-critical vacancies need 1o be
filled, or whether savings can be achieved by freezing some of these posts; and

Ensuring that the budget is dligned to the municipality’s Municipal Spatiol Development
Framework (MSDF), informed by its Capital Expendiiure Framework, where this is in place, and is
responsive fo the municipality's identified risks.

The following sections contain additional guidelines regarding revenue and expenditure o ensure
credible and sustainable budgeting.

Revenue

a)

Municipalities are advised to use the indicative numbers presented in the 2021 Division of
Revenue Act (DoRA) to compile their 2022/23 MTREF. In terms of the outer year allocations
{2023/24 and 2024/25 financial years), it is proposed that municipalities conservatively lmit
funding allocations for conditional grants to the indicative numbers as presented in the 2021
DoRA for 2023/24. The DoRA is available at:

http://www ireasury.gov.za/documents/national%20budget/202 1 /default.aspx

The 2021 national Medium Term Budget Policy Statement {MTBPS) gave an estimation of growth
in equitable share and conditional grants for local government over the 2022/23 MTREF. While
these numbers may still change when the Budget is tabled in February, the indication is that
following growth in the equitable share of only 0.6 per cent {in nominal terms) in 2023/24, the
equitable share will increase by 4.5 per cent in 2024/25. Although municipalities can use this
growth rate to estimate their equitable share dllocation for 2024/25, cognisance should be
taken that NT has taken the approach to gradually decrease the number of indigent households
subsidised as part of the equitable share.



b)

d)

Table 1: Local Government Intergovernmental Transfers for the 2022 MTREF

- | 2021/22] 2022/23 202324 2024/25| 2022/23 2023/24 2024/25|
Revised Medium-term estimates Growth rates |
R billion & per cent
Local government 137.6 146,3 148,9 1554 64% 1.8% 43%|
Equifcb\e shore 78,0 83,1 83,6 87.3 6.5% 0.6% 4.5%
General fuel levy sharing with 14,6 15,3 15,4 14,1 4,9% 0.6% 4,5%
metropolitan municipalities
Conditional grants 450 47,9 49,9 51.9 6,5% 42% 4,0%
Main budget expenditure | 18931 | 18979 19387 20391 0,3% 2,0% 53%
Percentage shares |
National departments 50.6% 48,7% 48,3% 48,2%
Provinces 40.9% 42,0% 42,0% 42,1%
|Locc| government ; 8.5% 9.3% 9.7% 9'7%.

Source: 2021 National MTBPS

Municipalities are advised to consult section 2.1 of MFMA Budget Circular 112 for detdail
regarding the changes to local government allocations. All allocations must be updated once
the national Minister of Finance tables the 2022 DoRA.

Municipalities should comply with Section 74(2) of the MSA by setting cost-reflective tariffs. This
ensures that municipalities set tariffs that enable the recovery of the full cost of providing the
service. Municipalities should pay careful attention to tariff increqses across all consumer groups.
Municipalities are further encouraged to utilise the tariff setting tool referenced in MFMA Circular
78, item 4.2. The NT Municipal Costing Guide is available on the link below:

http:ffmima.treasurv.gov.za/Guidelines/Documents/Forms/ Allliems.aspx2RootFolder=%2fGuid
elines%2fDocuments%2 fMunicipal%20CostinaR20Guide & FolderCTID=0x0120004720FD2D0551 A
E409361D6CRB3E122A08

Municipadlities should also maintain tariff increases at levels that reflect an appropriate balance
between the affordability 1o poorer households and other customers while ensuring the financial
sustainability of the municipality. The inflation rates have been provided in section 2 above.
Municipalities must justify any increases in excess of the projected inflation rate for 2022/23 and
include details of their revenue growth assumptions for the different service charges within the
2022/23 budget narrative.

It is essential that municipdlities reconcile their most recent valuation roll data to that of the
billing system to ensure that anticipated revenue from property rates are accurate. The recent
valuation roll data can be reconciled with the biling system and with the Deeds Office Registry
as a further test. In accordance with the MFMA Circular No. 93 (7 December 2018}, municipalities
are once more requested fo submit their annual reconciliation of the valuation roll to the billing
system to NT by no later than 4 February 2022. The above information must be uploaded by the
municipality's approved registered wuser(s) using the GoMuni Upload Portal atk:
https://lguploadportal.treasury.qov.za/.

Based on the Constitutional Court decision in Mazibuko and Others vs City of Johannesburg and
Others (CCT 39/09) [2009] ZACC 28; 2010 (3) BCLR 23% (CC); 2010 (4] SA 1 (CC]} (8 October 2009),
a municipality has the right to disconnect the water service in the event of non-payment, or in
the case of indigent households, restrict usage to only the national policy limit of é kilolitres of
water per month,
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e

f)

On 3 December 2021, the Gauteng High Court ruled that the National Energy Regulator of Socuth
Africa (NERSA) should process Eskom's application for Electricity Retail Tariffs and Structure
Adjustment (ERTSA). Eskom has requested an average increase of 20.5 per cent in 2022/23,
15 per cent in 2023/24 and 10 per cent in 2024/25. The High Court set for the National Energy
Regutator to make their decision on the ERTSA by 25 February 2022. The Municipal Benchmark
tariff will only be finalised once the decision on the ERTSA is made, as this is the municipal bulk
tariff input. NERSA’'s upcoming Municipal Tariff Guidelines Increases, Benchmarks and Froposed
Timelines for Municipal Tariff Approval Process for the 2022 /23 financial year publication should
be consulted before the approval of the final budgets.

The MBRR regulates the minimum level of information required from municipalities when
compiling, implementing, monitoring, and evaluating the municipality's financial management
situation. Fdilure to include the minimum required information hampers the municipal council,
the public and stakeholders’ ability to make informed decisions and engage on the matter.
Going forward the National and Provincial Treasury will place increased attention and focus on
the completeness of municipalities' submissions. National Treasury regards the exclusion of the
minimum level of information as serious non-compliance and if persistent will consider applying
the available legal sanctions, including recourse in terms of section 216(2) of the Constitution.
NT will particularly focus on the adequacy of asset management related information as well as
the statistical infermation required in the A, B and C schedules during the 2022/23 MTREF.

Section 216(2) of the Constitution requires that NT enforce compliance with the measures
established to ensure both transparency and expenditure controlin each sphere of government
and may stop the transfer of funds to an organ of state if that organ of state commits a serious
or persistent material breach of those measures. The criteria for the release of the Equitable
Share instalments for the 2022/23 municipal financial year are cutlined in section 8.1 of MFMA
Budget Circular 112. Western Cape municipalities are encouraged to maintain their current high
level of compliance.

Expenditure

a)

b)

c)

d)

Accounting Officers are reminded of their responsibility in terms of section 62(1}{a) of the MFMA
to use the resources of the municipality effectively, efficiently, and economically. Failure to do
so will result in the accounting officer committing an act of financial misconduct which will
trigger the application of chapter 15 of the MFMA, read together with the Municipal Regulations
oh Financial Misconduct Procedures and Criminal Proceedings.

Municipalities are encouraged to budgetl and ringfence their payment for bulk services and
honour their current account payments {inclusive of Eskom} consistently to avoid stringent
application of the bulk suppliers’ credit control policy. Note that Eskom's payment terms have
been extended to 30 days and the interest on overdue accounts is set at 2.5 per cent plus prime
interest rate. Furthermore, municipal payments are allccated to capital first and then to interest,

Every municipality, during the budget process, must consider the affordability o the municipality
when dllocating free basic services above the national norm and to consumers other than
indigent consumers. If a municipality has any arrears on any of its bulk supplier’'s accounts, it
must limit its provision of free basic services to registered indigent consumers only.

Municipalities are encouraged to clear the confrol accounts monthly and to allocate trade and
other receivable payments in these suspense accounts to the relevant debtor accounts
regularly before the monthly submissions as required by the MFMA..
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€)

f)

g}

h)

To address nen-payment to Eskom, National Cabinet endorsed the recommendation that a
smart prepaid solution for all municipdiities be explored. NT, through the Office of the Chief
Procurement Officer {OCPO), will soon facilitate a MFMA Circular No. 112 transversal contract
to standardise prepaid smart meter sclutions for electricity that align to minimum and critical
technical specifications for local government. If a municipality or entity is currently in the process
of procuring any smart meter solution or is planning to, it is cautioned against proceeding prior
to the OCPO having issued and awarded the fransversal prepaid smart meter Terms of
Reference (ToR}. With immediate effect, the municipality must obtain NT's input prior to
proceeding with any current procurement or proposed procurement for any smart meter
solution or similar system solution. This is to prevent unnecessary and wasteful expenditure on
such solutions. Contact Mr Sadesh Ramjathan (Sadesh.Ramjathan@treasury.gov.za) for NT
inputs on procurement of similar solutions.

Municipalities need to develop a Long-term Financial Model (LTFM) that support decisions on
investment selection and assesses the financial impact of policy choices, by forecasting future
financial performance and the impact of infrastructure projects on borrowing capacity. The
LTFM needs to inform a municipality's long-term financial strategy, which must articulate a
sustainable, efficient, and effective borrowing strategy and practices for the municipality and
provide a clear statement of intent for lenders and other stakeholders. National Treasury will
provide guidance to all municipalities on developing and implementing LTFM's and strategies,
based on the pilot projects in this regard. The LTFM must be integrated with the MSDF's Capital
Expenditure Framework, where this is in place.

Municipalities are advised to develop a Capital Expenditure Framework, linked to its Long-Term
Financial Plan {LTFP) and LTFM, that sets out a 10-year capital expenditure portiolio of projects
that are prioritised, sequenced, and within the affordability envelop defined by the LTFM and
LTFP. This will guide capital expenditure over the short, medium, and long term, and assist a
municipality in dllocating its capital budget to capital projects that align to the municipal vision
and strategies.

The Salary ond Wage Collective Agreement for the pericd 1 July 2021 to 30 June 2024, as
approved by the Bargaining Committee of the Central Council in terms of Clause 17.3 of the
Constitution, should be used when budgeting for employee related costs for the 2022/23 MTREF.
In terms of the agreement, all employees covered by the agreement shall receive with effect
from T July 2022 and 1 July 2023 an increase based on the projected average CPIl percentages
for 2022 and 2023. Municipalities are encouraged to perform an annual head count and payroll
verification process by undertaking a once-a-year manual salary disbursement, to root out
ghost employees.

Municipdlities are advised to budget for the actual costs approved in accordance with the
Government Gazette on the Remuneration of Public Office Bearers Act: Determination of Upper
Limits of Salaries, Allowances and Benefits of Different Members of Municipal Councils published
annually between December and January by DCoG. Municipalities should also consider
guidance provided above on salary increases for municipal officials during this process. Any
overpayment to councillors contrary to the upper limits as published by the Minister of
Cooperative Governance and Traditional Affairs will be iregular expenditure in terms of
section 167 of the MFMA and must be recovered from the councillor(s) concerned.

Implementation of Municipal Cost Containment Regulations

Provincial Treasury has a legal responsibility to advocate for fiscal discipline and financial prudency,
the need for which cannot be over-stated in the current fiscal and socio-economic environment.

The implementation of Municipal Cost Containment Regulations is crucial in this regard.
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2351

An etfective cost containment program requires the active oversight of management, as well as
budgeting process that yields reasonable expenditure targets. A downside of cost containment is
that management focuses too much on the cost side of the business, rather than pursuing new
revenue opportunities. A delicate balancing act must be maintcined between operational
efficiency and the long-term sustainakbility of an institution.

Most non-metro municipalities are not budgeting on a quarterly basis as per Annexure D of MFMA
Circular 97 which results in under reporting and compromise oversight efforts by Council, National
Treasury and the relevant provincial treasury, to curb non-essential spending. Observations as per
2021 Quarter 1 reporfing outcomes, are that non-metro municipalities allocated 46.8 per cent of the
budget towards Cther related Expenditure items in terms of the Municipal Cost Containment
Regulations. This requires a microscopic view to prevent unnecessary budgeting and spending by
some municipalities as a result of the possible vagueness of this section in the Reguiations.

Municipalities are encouraged fo pay attention to the quartery reporting requirements since the
maturity in the 3 year of the Municipal Cost Containment Regulations should be at a level where
budget cuts and expenditure ceilings on certain items on the item, Other relafed Expenditure items
can be identified.

Addressing Unfunded Budgets

a} All tabled municipal budgets will be assessed by PT to determine whether they are funded. This
assessment uses a Tool prescribed by NT. An assessment of the funding status will be provided to
each municipality in their SIME assessment. Further information will be provided to any
municipdlity found to have an unfunded budget on the factors that led to this status as well as
advice on how o correct this.

b) Municipdiities are reminded that they should make changes to ensure that they adopt a funded
budget for all three years of the 2022/23 MTREF period. If a municipdlity fails to adopt a funded
budget, a credible Budget Funding Plan must be developed. This plan must be tabled and
adopted by Council and be submitted to National and Provincial Treasury with its tabled and
adopted budget in terms of section 24 (3) of the MFMA. PT is available to review and provide
guidance on the credibility of drait Budget Funding Plans.

¢} Where municipdlities have adopted an unfunded budget without a credible Budget Funding
Plan, they will be required to correct the funding plan and ensure that it is credible. The credible
funding plan must be immediately adopted by the municipal council, and the changes to the
budget must be effected in the mid-year adjustments budget to ensure compliance with section
18 of the MFMA.,

Municipal Standard Chart of Accounts
Release of Version &.é6 of the chart

Version 6.6 was released with MFMA Circular No. 112 and must be used to compile the 2022/23 MTREF
budget. As per the mSCOA regulations, each municipality is expected to submit the prescribed
supporting data strings containing the required data directly from the financial system using the
LG Upload Portal.
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The Budget, Adjustments Budget and Section 71 Monthly Reporting Schedules that have been
regulated in terms of the MBRR have also been aligned to the mSCOA Chart Version 6.6. The revised
MBRR Schedules for the 2022/23 MTREF, and its linkages te the financial and nen-financial data strings
are avaitable on the link below:

http://mfma.treasury.gov.za/Regulationsand Gazettes/Municipal%20Budget%20and%20Reporting%
20Reguldtions/Pages/detfault.aspx

Requests for chart changes in the next version of the mSCOA Chart Version 6.6 should be logged on
the Frequently Asked Questions (FAQ) database by 31 August 2022. Requests will be considered by
the FAQ Committee, mSCOA Technical Committee and the mSCOA Steering Commitiee for the
review of the Chart to be released by December 2022,

Budgeting and Reporting through MSCOA

a) The credibility of mSCOA data strings remains @ concern, although improvements have been
observed in some areas. The areas of concern include:

# The incorect use of the mSCOA Chart and Segments, balance sheet budgeting, movement
accounting and basic municipal accounting practices.

# Some municipalities are either not budgeting, transacting, and reporting directly from their
core financial system; have not purchased all the modules of their core financial system; or
have not upgraded to the Enterprise Resource Planning (mSCOA enabling) Version of their
Financial System.

# Municipalities are not locking their adopted Budgets and their Financial Systems at month-
end to ensure prudent financial management. The Local Government Database and
Reporting System will therefore fock all submission periods within the reporting period at the
end of each quarter to enforce municipalities to lock their Budgets and close their Financial
System at month-end in 2022/23.

Municipalities should refer to the guidance provided in the mSCOA circulars issued by NT to
classify their fransactions correctly.

b) Municipdiities are required to submit the C-schedule, primary bank statement, bank
reconciliation, quality cerfificate, monthly budget statement and trial balance to the GomMuni
Upload portal monthly in PDF format.

¢) The trial balances should from 1 July 2022 include the following minimum information: the
mSCOA item description; balance brought forward; movement debit; movement credit; and
balanced closing balance at the end of the document. Furthermore, the name of the
municipality, municipal code and relevant period (year and month) must be clearly identfified
in the submission. Municipalities should ensure that the monthly data string aligns to the trial
balance submitted to the GoMuni Upload portal.

d) Municipalities are reminded to record and ring fence all funding and expenditure pertaining to
the COVID-19 pandemic when budgeting and fransacting in terms of mSCOA Circular No. 9
{? June 2020). Once NT can draw COVID-19 reports from the mSCOA data strings for the mgjority
of municipaiities and the COVID-19 restrictions is lifted as per the Disaster Management Act,
2002 {Act 57 of 2002) and its regulations, the weekly manual reporting will no longer be required.



e)

f)

g}

h}

The purpose of the costing segment in mSCOA is to provide for the recording of the full cost for
the four core municipal functions as a minimum requirement. The costing segment does not
impact on the financial statements and will be recorded as a 'below the line cost’ and are
recorded in the management accounts fo make decisions in formulating tariffs and cost control,
Municipalities must refer to the mSCCOA Project Summary Document [PSD) for the detailed
application of the costing segment,

Municipalities are not populating the GPS Coordinates in the IDP/Planning and Budgeting stage
for their projects. PRTA, PROR, PRAD Data Strings must be populated including GPS Coordinates.
GPS coordinates enhances the identification of location of tangible assets, aids in maintenance
and replacement of assets, enhances revenue collection and assists with the location of assets
during the audit process. Municipalities must ensure that all projects and infrastructure assets
have GPS coordinates. PT will analyse the PRTA, PROR and PRAD data strings for completeness
in this regard.

Employers must pay 1 per cent of their employees pay to the skills development levy. This is a
confribution of 1 per cent of the fotal amount paid in respect of salaries to employees, which
includes overtime paymenis, leave pay, bonuses, etc. Therefore, this does not constitute
employee related cost because it is not a compensation to employees, nor social
confributions. Municipalities must ensure that the Skills Development Levy is cormrectly classified
as operational costs as indicated in the PSD.

With reference to MFMA Circular 107 {4 December 2020) municipdlities were required to
implement the new property categorisation framework by notlater than 1 July 2021. The mSCOA
Chart Version 6.6 makes provision for the new and old framework. However, the old framewaork
will be refired in the next version of the chart and municipalities are advised to implement the
new property categorisation framework as legislated. To avoid duplication and overstatement
of revenue from property rates municipalities should not use both frameworks.

National and Provincial Treasury will assess the 2022/23 MTREF budgeis to determine if it is
complete, funded and complies with mSCOA requirements. The mSCOA data strings for the
tabled {TABB} and adopted {ORGB) budgets will be used for this assessment. To generate an
adopted budget (ORGB) data string, the budget must be locked on the financial system by 15
July 2022. Therefore, once the ORGB data string has been generated, errors in the ORGB can
only be comected via the adjustments budget in February 2023. The TABB should be verified and
errors in the TABB should be corrected in the ORGB before the adopted budget is iocked on the
financial system and the ORGB data string is generated.

3.5.3 Municipal Financial Systems

a)

b)

National Treasury will not be extending the RT25-20146 Service Level Agreements [SLA) for
Financial Systems which expired in May 2019. Financial systems procured through this SLA
therefore cannot be extended. Municipalities should instead approach the open market to
procure a service provider for system support and maintenance. The Municipality may consider
the use of long-term contracts in terms of section 33 of the MFMA. Where a municipality has
entered an SLA for the provision of system support and maintenance through an open
procurement process, the SLA may be extended in terms of section 116({3) of the MFMA,

Due to the high financial investment in procuring financial systems, it is not cost effective to
change financial systems every 3 o 5 years. Municipalities need not procure a new financial
system unless the system being used does not comply with the required business processes and
systemn specifications. As such, the municipal needs must be re-evaluated to ensure that the IT
systems in place are still i) compatible with the needs and systems of the municipdlity, i) aligned



fo modern technology and new legislative requirements and iil} cost effective prior to
concluding long-term maintenance and support agreements in the event that there are other
financial management solutions or systems that may be better or even more cost effective as
opposed to the current ones that may be outdated.

3.54 Non-compliance with mSCOA Requirements

4.1

4.2

a)

b)

c)

OCne of the key cbjectives of the mSCOA reform is to ensure that municipalities are planning,
budgeting, transacting and reporting directly on and from integrated ERP systems to have one
version of the truth in terms of the reported financial performance. All municipalities and
municipal entities had to comply with the mSCOA Regulations by 1 July 2017. Several
Regulations and best practices as per the MFMA Circulars have been infroduced since the
issuing of MFMA Circular No. 80 in 2016. These will be expanded on in 2022/23.

If a municipality has not yet achieved the minimum required level of mSCOA implementation,
then a detailed action plan (rcad map) must be developed to indicate how the municipality
will fast frack the implementation of mSCOA. The action plan should include the system
landscape, governance and institutional arrangements, system functliondlity and the
proficiency of municipal officials to use the financial system f{see section 53 of MFMA
Circular 112 for further detail on what should be included in the action plan).

The progress against the action plan must be monitored by the municipality's mSCOA Project
Steering Committee and should also be reported on at the 2021/22 Mid-year Budget and
Performance engagements, the Budget and Benchmark engagements with the National and
Provincial Treasury, as well as the SIME engagements. Copies of the action plan and progress
reports should alse be shared with the National and Provincial Treasury.

UPCOMING MFMA REPORTING REQUIREMENTS

Mid-year Report

a)

<)

As per section 72(1} of the MFMA, the Accounting Officer must by 25 January 2022 assess the
municipality's financial and non-financial performance for the first half of 2021/22 and submit a
report of such an assessment to the mayor as well as National and Provincial Treasury.

The Accounting Officer must furthermore make the report public by close of business on 31
January 2022. In turn, the mayor must also in terms of section 54(1)(f) of the MFMA submit the
report to the municipal ceuncil by 31 January 2022.

Electronic versions [PDF and where applicable, Excel) of the report can be e-mailed to
MFMA.MFMA@westerncape.qov.za copying in Dian.Cronje@westerncape.gov.za.

Annual Report

a)

b)

In terms of section 127(2} of the MFMA, the mayor is required to table the {draft) annual report
in council within seven (7) months after the end of the financial year, i.e., 31 January 2022,
Municipalities are encouraged to prepare and submit the annual report in the template as
outlined in MFMA Circular No. 63 (26 September 2012).

In terms of section 127{5}(b}, the annual report must immediately after being tabled in council,
be submitted to the Auditor-General, the relevant PT and provincial department responsible for
local government in the province. The tabled report can be e-maled fo
MEMA.MFMA@westerncape.qov.za.,




d)

e)

f)

Section 129(1) of the MFMA prescribes that the council of a municipality must consider the
Annual Report {(as tabled) and by no later than two months from the date on which the Annual
Report was tabled, adopt an oversight report containing the council’s comments on the annual
report.

In terms of section 132(2) of the MFMA, the approved annual report and the oversight report
must be submitted to the Provincial Legislature within seven (7) days after the adoption hereof.

Section 12%(2) of the MFMA states that minutes of the council meetings and oversight committee
meetings at which the annual report is discussed should be submitted to the AG, PT and the
provincial department responsible for local government in the province.

In terms of section 121(3)k of the MFMA, which indicates that the annual report of a municipality
should include any other information as may be prescribed, the municipalities’ attention is
drawn to Section 13G of the Broad-based Black Economic Empowerment (B-BBEE) Act which
requires the municipality to report on their compliance with B-BBEE in their AFS and annual
reports. Municipalities were alerted to this requirement in section 4 of Treasury Circular Mun No.
29/2019 {1 November 2019). Complionce in this regard has been lacking. Municipalities are
therefore reminded to provide the required information in the completion of the 2020/21 Annual
Reports and AFS. The B-BBEE Commission’s Explanatory Notice No.2 of 2021 (hereto attached as
Annexure A) contains guidelines for completing the information required in terms of section
13Gi1}) of the B-BBEE Act.

KEY DATES OF THE 2022/23 INTEGRATED PLANNING AND BUDGETING PROCESS

Municipalities are urged to consult MFMA Circular 112 for information regarding the budget process
and submissions. Provincial Treasury will issue a follow-up circular in which the budgeting process and
submission, as well as the tabled budget, IDP and related documentation assessments and SIME
engagements will be outlined.

The following key dates should be considered by the Municipality in the 2022/23 IDP and budgeting

process.
Daies_ Budget Process
25 January 2022 Mid—yecr- Budget and Performor_lce Assessment
31 January 2022 Tabling of Annual Report
28 February 2022 | . Municipal Main Adjustments Budget
23 February 2022 National Budget Day
8 March 2022 o Provincial Budget Day
Latest 31 March 2022 . Tabling of Annual Municipal Bud_get R
| Adoption of Annual and Oversight Reports
Provisionally 25 April — 20 Moy 2022 SIME Engagements 1
31 May 2022 N Adoption of Annual Municipal Budget




If municipalities require advice with the compilation of their respective budgets, specifically the
budget documents or Schedule A1, they should direct their enquiries to the following WC PT officials:

Directorate

Official

MFMA Co-Ordination

Elton Johannes

Tel. No.

Email

021 483 4229

Eiton.Johannes@westerncape.gov.za

Public Finance Kim-Kay Neethling 021 4839186 | Kim-Kay.Neethling@westerncape.gov.za
lsaac Tsie | 021 483 6241 lsaac.Tsie@westerncape.gov.za i
Budget Office Malcolm Booysen | 021 4;3386_ ' Malcolm.Booysen@waesterncape.gov.za
_Kim Engel 021 483 8459 . Kim.Engel@westerncape.gov.za
Shannon Engel 021 4839198 | Shannon.Engel@westerncape.gov.za
_KeHh Roman 021 483 5434 | Keith.Roman@westerncape.gov.za
Fiscal Policy Shafeeqa Davids 021 4839192 | Shafeeqa.Davids@westerncape.gov.za
Cash Management Anthea Paries 021 483 5472 | Anthea.Paries@westerncape.gov.za
' Accounting Faez Salie N 021 483 4252 | Faez.Sqlie@westerncape.gov.za

Municipalities may also contact the following officials at NT;

Responsible official Tel. No. Email
Western Cape Willern Voigt 012 315 5830 WillemCordes.Voigt@treasury.gov.za
Cape Town Kgomotso Baloyi 012 315 5866 Kgomotso.Baloyi@treasury.gov.za
George Mandla Gilimani 012 315 5807 Mandla.Gilimani@treasury.gov.za
Technical issues Sephiri Thomedi 012 406 9064 lgdataqueries@ireasury.gov.za

with Excel formats

CONCLUSION

Municipalities are encouraged to consider and apply the contents on this budget circular in the
2022/23 planning and budgeting process.

Please direct

any

queries

Mdalcolm.Boovsen@westerncape.cay za.
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DATE:
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MUNICIPAL BUDGET CIRCULAR FOR THE 2022/23 MTREF AND ASSOCIATED 2022 STRATEGIC
INTEGRATED MUNICIPAL ENGAGEMENTS

1.

INTRODUCTION

This Circular is a follow-up to the Provincial Treasury (PT) Circular 01/2022 issued on 24 January 2022
and should be read in conjunction with National Treasury [NT) MFMA Circulars No. 112 and No. 115
issued on 06 December 2021 and 04 March 2022 respectively.

The purpose of this circular is fo:

# provide guidance to municipalities with the finalisation of the 2022/23 Medium Term Revenue
and Expenditure Framework (MTREF) Budgets and accompanied budget documentation, and

¢ brief municipalities on the 2022 Strategic Integrated Municipal Engagements [SIME) process and
related matters.

LEGISLATIVE CONTEXT

The Western Cape Provincial Government (WCG) has institutionalised the Strategic Integrated
Municipal Engagements (SIME, previously refered to as LGMTEC) process in fulfilment of its
obligations under:

# Sections 5, 22 and 23 of the Local Government: Municipal Finance Management Act [MFMA]),
Act No. 56 of 2003;

o Chapter 5 of the Local Government: Municipal Systems Act [Act No. 32 of 2000) [MSA];
® Chapter 3 of the National Environmental Management Act (Act No. 107 of 1998) (NEMA); and
¢ Chapter 4 of the Spatial Planning and Land Use Management Act (Act No. 16 of 2013] (SPLUMA).

The 2022 SIME process will give effect to the “Integrated Work Plan™ adopted in 2017. It builds on the
2021 integrated municipal and provincial processes to strengthen alignment between municipal
and provincial planning and budgeting and drives the theme of “Integrated service delivery”,
specifically as municipalities are preparing for the new Integrated Development Planning Cycle.



3. FISCAL AND ECCNOMIC CONTEXT
3.1 2022 National Budget
The key highlights of the 2022 National Budget are summarised below.,

® The world economy is expecied to grow by 4.4 per cent in 2022 which is slightly lower than the
4.9 per cent that was anticipated when tabling the Medium-term Budget Policy Statement
(MTBPS). The Omicron variant of the coronavirus caused many countries to impose restrictions to
manage its spread. In addition, continued imbagiances in global supply chains, global
geopolitical risk (particularly the Russian invasion of Ukraine) and reduced fiscal and monetary
policy support have limited the pace of the world's economic recovery.

@ The South African ecenomy has not been shielded from these global developments; hence real
GDP growth is estimated at 4.9 per cent in 2021, bouncing back from a é.4 per cent contraction
in 2020 and is projected to be followed by growth averaging 1.9 per cent over the next two
years. The Western Cape GDP is expecied to follow the national trojectory, expanding by 4.3 per
cent in 2021, by 2.0 per cent in 2022 and by 1.9 per cent in 2023. This outlook partly reflects a
slowing recovery. A more rapid implementation of economic reforms, complemented by fiscal
consolidation, will ease investor concerns and support faster recovery and higher levels of
economic groewth over the long term. Significant risks to the econcmic outlook include new
COVID-19 variants leading to new waves of infections, continued interruptions in power supply,
rising inflation resulfant from supply chain disruptions and increasing energy prices, fiscal risks as
well as global economic uncertainty.

# Headiineinflationis expected to remain between the 3 - 6 per cent target range over the 2022/23
MTEF as seen in the CPlinflation projections below. Although prime lending rates are increasing
.porrowing cenditions remain favourabte, Lending rates are however expected to increase in
the short-term.

Table 1: CPl Perfformance and Projections, 2020-2025

2020/21 2021/22 2022/23 2023/24 2024/25

Fiscalyear +——M - —
Actual Estimate Forecast

CPI Inflation 29% 4.5% 4.8% | 4.4% 4.5%

Source: National Treasury, 2022

¢ A consolidated budget deficit of 6 per cent of GDP is projected for 2022/23, narrowing to 4.2 per
cent of GDP in 2024/25. Gross debt is projected to stabilise at 75.1 per cent of GDP in 2024/25,
Gross tax revenue for 2021/22 is expected to be R181.9 billion higher than projections in the 2021
budget. Government will confinue to focus on broadening the tox base, improving
administration and lowering taxes.

¢ Government's medium-term spending plans include an allocation of R3.3 trillion for the social
wage, and R18.4 billion to support youth employment and the creation of short-term jobs in
2022/23 and 2023/24. Additional allocations since the 2021 MTBPS support policy priorities in
higher education, teacher retention in basic education, health budgets for new hires and the
continued response to COVID-19, Debt-service costs account for 15.1 per cent of total spending
and grow faster than all functions, including learning and culture and health.,

! Updated from the 2021 National Medium Term Budget Poficy Statement {MTBPS). The Provincial Government inflation assumptions
are based on the 2021 MTBPS projections.
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¢ Over the 2022 MTEF pericd, after budgeting for debt-service costs, the contingency reserve and
provisicnal allocations, 48.8 per cent of naiionally raised funds are allocated to national
govermnment, 41.4 per cent to provinces and 2.8 per cent 1o local government.

The 2022 National Budget documentation is available at: hitp:/ fwww.ireasury.gov.za/documents/
National%20Budaet 2022/

2022 Western Cape Provincial Budget

On Monday, 14 March 2022, the Western Cape Minister for Finance and Economic Opportunities,
Mr. David Maynier, tabled the 2022 Western Cape Budget in the provincial legisiature. The 2022
Budget focuses on implementing the Western Cape Recovery Plan priorities namely, Jobs, Safety,
and Wellbeing, while maintaining a response to COVID-19. The budget policy priorities will support
economic growth and job creation; strengthen law enforcement and social protection; and ensure
human dignity by protecting human rights and supporiing mental wellbeing,

The 2022 Budget is informed by the WCG’s Fiscal Strategy which is based on four key fiscal decision-
making principles, namely, Protect basic services oufcomes; Unlock alfocative efficiency; Enhance
productive efficiency; and Enable fong-run fiscal sustainability.

The 2022 Budget, named, “A Budget to Push Forward" will over the medium term spend R19.4 billion
on "Jobs"; R4.4 billion on "Safety”; R111.3 bilion on “Wellbeing"; and R30.3 hillion over the medium
term on infrastructure in the Western Cape.

The 2022 MTEF budget will over the medium term also allocate an additional Ré.2 billicn to education;
R2.4 billion to healthcare: R136 million to social development; and R2.4 billion on infrastructure in the
Western Cape.

These budgetary allocations support the WCGs fiscal principles and ensures that the WCG continues
to-

¢ sustain the fight against the COVID-19 pandemic, including the successful rollout of the
vaccination programme;

support the recovery plan priorities of Jobs, Safety and Wellbeing;

protect frontline services, including education, health and social development;

rebalance the composition of expenditure by increasing spending on infrastructure;

supports effective local governance;

significantly improves the efficiency of expenditure by driving value for money in procurement;

mitigate risks including drought, fire and floecding; and

ensure long-term fiscal sustainability replenishing provincial reserves.

The 2022/23 Budget will spend R76.8 billion across the five districts and the metro in the Western Cape
as follows: R8.7 billion in the Cape Winelands District; R3.8 billion in the West Coast District; Ré.4 billion
in the Garden Route District; R2.8 billion in the Overberg District; R?8%2 million in the Central Karco
District; and R54.2 billion in the City of Cape Town.

To further support municipalities to drive economic growth, a new Municipal Ease of Doing Business
Fund will be launched, which wil allocate R10 million to projects which reduces red tape in
municipalities in the Western Cape.
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The budget also allocates an additional R30 milion over the medium term to strengthen forensic
investigation capability, and legal services capability, in the municipal space in order to support
clean governance.

These priority objectives are as relevant to the local government space as it is to the Western Cape
as a whole and has informed the formulation of the 2022 SIME theme i.e., Enabling Sustainability and
Growth. Municipalities are urged to familiarise themselves with the fiscai strategy underlining the
2022 WCG MTEF Budget and to take cognisance of the Provincial expenditure allocations (including
infrastructure investments) within the respective municipal areas. The allocations to be made per
school and per hospital in the province, as well as those by Casidra and CapeNature, will be finalised
and published in April 2022, The 2022 Main Budget documentation can be found here:

hitps:.//www.westerncape.gov.za/provincigl-treasury /news fwestern-cape-budget-202223

NATIONAL AND PROVINCIAL BUDGET GUIDELINES

Municipalities are advised to consult MFMA Circulars No. 112 {2021) and No. 115 {2022) as well as the
Provincial Treasury Circular No. 1/2022 (24 January 2022) for guidance in respect of planning and
budgeting towards the 2022 MTREF.

Municipalities MUST include the National and Provincial Treasury 2022 Budget Circulars as part of the
source documents consulted in the preparation of the 2022 MTREF Budget documents and table it
as part of the budget documentation in the municipal council.

The NT and PT circulars provide guidance to municipalities on revenue, expenditure and accounting
related matters for consideration when compiling their 2022/23 MTREF budgets. Although
municipalities must thoroughly scrutinise these circulars in their own time, PT wishes to highlight the
following key consideration:

Direct Transfers to Local Government

The Division of Revenue Bill {DORB) was published on 23 February 2022, following the tabling of the
2022 Naticnal Budget in Parliament. The Bill specifies all local government transfers and municipalities
must reconcile their budgets to the numbers published therein. Note that in terms of the outer year
allocations (2023/24 and 2024/25) it is proposed that municipalities conservatively limit funding
allocations to the indicative numbers as presented in the 2022 Division of Revenue Bill. All the budget
documentation can be accessed from the National Treasury website at the following link:

hitp:/fwww treasury.cov.za/documents/national%20budget/2022/dor.aspx

According to the DORB, direct transfers 1o municipdlities will grow at an annual average rate of
7.9 per cent over the 2022 MTREF; direct conditional grants at 5.3 per cent, while the local
government equitable share (LGES) will grow at 10.3 per cent on average per annum over this
period. These growth rates are all above the inflationary estimates provided above.



Graph 1: Equitable Share Estimates, 2021 DORA vs 2022 DORB
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Graph 2: Nominal vs Real LGES Growth across the 2022 MTEF
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The two graphs above illustrate the impact of the significant additions to the equitable share over
the MTEF. Graph 1 compares projected allocations in the 2021 DoRA with the new dllocations in the
2022 DoRA. Graph 2 provides a comparison of average annual LGES growth rates in real and
nominal terms for the 2022 MTREF allocations. When adjusted for inflation, the overall allocations to
local government (equitable share, direct grants as well as fuel levels) show strong positive growth.
This will help municipalities to offset the ever-increasing cost of basic services. The higher than inflation
growth of allocations in the local government equitable share ensures that it fully compensates for
the annual data updates made to account for projected household growth, inflation and estimated
increases in bulk water and electricity costs over the 2022 MIREF. Growth in conditional grant
adllocations has been more modest.
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An amount of R28.9 bilion has been added to the LGES allocation over the MTREF to increase
coverage for the provision of free basic services. Municipal budgets should demonstrate how the
additional funds they have been allocated are being used to sustain and/or expand the provision
of basic services o poor households. Municipalities are advised to prioritise ensuring that the full cost
of providing free basic services to existing indigent households are fully covered before providing for
expanded services.

Municipalities must be mindful that the Equitable Share is primarily meant to fund basic municipal
services to indigents. Municipalities must ensure that monies are used for the purpose they were
allocated for,

Salary and Wage Considerations

In line with the 2021 Multi-year Salary and Wage Collective Agreement for the 2022/23 financial year,
and as instructed by the South African Local Government Bargaining Council Circular 1 of 2022
(% March 2022}, salary and wage increases shall, as of 1 July 2022, be as follows:

¢ Interms of Clauses 6.4 and 6.5, the salary and wage increase shall be 4.9 per cent.
@ Interms of clause 7.2, the minimum wage shall increase to R? 043.21.
e Interms of clause 9.1.2, the flat rate homeowners' allowance shall increase to R1 011.77.

® In terms of clause 10.1.2, the medical aid maximum employer contribution shall increase to
R5 007.00.

¢ Interms of clause 11.1, all benefits linked to salary shall increase by 4.9 per cent.

Municipalities that cannot afford to implement the above, may in terms of Clause 15 of the
Agreement, apply for exemption. Municipalities that want to apply for exemption are requested to
inform SALGA of such a decision as soon as possible, but not later than 31 May 2022.

Eskom Bulk Tariff Increases

The National Energy Regulator of South Africa (NERSA) is responsible for price determination of the
bulk costs for electricity. Bulk electricity costs are consistently much higher than inflation, having gone
as high as 17.8 per cent in the 2021 /22 municipal financial year. Eskom's need for increased funding
means that over the period ahead they have in their Multi-Year Price Determination {MYPD 5)
applied for much higher tariff increases of 20.5 per cent in 2022/23, 15 per cent in 2023/24 and 10 per
cent in 2024/25. NERSA has, after deliberation, approved a .61 per cent tariff increase for Eskom
starting from April 2022 and includes the 2022/23 tariff approval of 3.49 per cent.

NERSA's “Municipal Tariff Guidelines Increases, Benchmarks and Proposed Timelines for Municipal
Tariff Approval Process for the 2021/22 financial year” publication should be consulted before the
tabling of the budgets. This guideline will include the maximum increase for tariffs for municipal
cohsumers. Municipalities that table their budgets before the NERSA Guideline is published are
advised to base their electricity tariff increases in their tabled budgets on the 9.6 per cent increase
published for Eskom customers for the 2022/23 national financial vear. Municipalities can then
update with the corected tariff for the 2022/23 municipal financial year as published in the NERSA
Guideline when they finalise their budgets for adoption.
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4.5

4.6

Unautherised, Irregular, Fruitless and Wasteful Expenditure

Municipalities are reminded to develop council approved Unauthorised, Irregular, Fruitless and
Wasteful Expendifure {UIF&W) reduction plans as advocated for by MFMA Circular No.111 of
November 2021, These reduction plans must align to the targets outlined in the 2019 - 2024 Medium
Term Strategic Framework {MTSF). Progress reporting against these plans must be institutionalised as
part of the monthly section 71 process to enable effective monitoring and oversight by National and
Provincial Treasury, in addition to the reporting to the MEC for Local Government that is already
required.

Unspent conditional grant funds for 2021/22

Municipalities must familiarise themselves with the provisions of Section 21 of the Division of Revenue
Act, 2021 {Act No.9 of 2021) {DoRA]}, read in conjunction with the Division of Revenue Amendment
Act, 2021 {Act No. 17 of 2021) (DoRAA), which outlines the process to be followed in dedling with
unspent conditional grant funding for 2021/22.

Noteworthy action steps and deadlines are briefly as follows:
¢ Roll-over applications must be submitted to NT by no later than 31 August 2022,

o Outcomes of the roll-over application process will be communicated to municipalities by 21
October 2022,

& Specific unspent grant amounts will be communicated by 8 November 2022 whereafter
municipalities will have until 18 Novemiber 2022 to return the funds in question to the National
Revenue Fund {NRF}.

e Any unspent conditional grant funds that should have, but are not repaid to the NRF by
18 November 2021, and for which a municipality has not requested a repayment arrangement,
will be offset against the municipality’s equitable share allocation transfer on 07 Decemiber 2022.

When requesting a rollover in terms of section 21(2) of the 2021 DoRA, municipalities must include
the information as outlined in section 8.1 of the MFMA Budget Circular 115 with their submission to
NT.

Provincial Treasury will shortly issue a circular to guide municipalities in terms of unspent provincial
grant allocations for 2021/22 and the roll-over process that should be followed.

Provincial Condilional Grant Allocations

Total departmental transfers to local government in the Western Cape will in 2022/23 amount to
R2.591 bilion which equates to a 20.7 per cent decrease from R3.264 billion in 2021/22 {revised
estimates). Looking forward, transfers will decrease towards 2023/24 (-0.04 per cent) and 2024/25
{-6.3 per cent). The decline is because of significant amounts being retained by the Department of
Human Settlements across the MTREF.

The structure of provincial grants to municipalities remains largely the same as it has been in previous
years. Municipadlities were briefed on proposed changes to grants in @ CFO Forum Technical
Engagement workshop on 21 February 2022,

Two of the grants previously transferred by Provincial Treasury have been merged into a consolidated
new Western Cape Financial Management Capability Grant, Details of this and all other conditional
grants were published in Provincial Gazette 8566 (14 March 2022) and can be accessed at:
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hitps://www.westerncape.gov.za/provincial-treasury /news /western-cape-budget-202223}.

Municipalities must ensure that the provincial transfer receipts detailed in their budgets, align to the
Provincial Gazette.

Municipal Standard Chart of Accounts

The 2022 MTREF budgets must be compiled making use of Version 6.6.1 of the mSCOA Chart, which
will come into effect on 01 July 2022.

Municipalities must fake note of the technical changes to the new version of the chart and follow
the guiding recommendations made by NT (within MFMA Circular 115) insofar the successful
completion of the budget is concerned.

Municipalities are reminded to complete the D-Forms required by NERSA. National Treqsury is
currently looking into how the mSCOA data strings can be used to populate the NERSA reports and
will provide guidance in this regard during 2022.

To ensure that credible data strings are submitted to the GoMuni Upload portal, additional validation
rules are being infreduced in the 2022/23 MTREF. The credibility and accuracy of the data strings
must be verified by municipalities before submission on the GoMuni Upload. The additional rules are
oullined in NT MFMA Circular 115.

A web-based elLearning course on mSCOA will be available on the National School of Government
(NSG} website from April 2022, This is o self-paced course dimed at all government and municipal
officials, especially new employees and interns to on-board them on mSCOA. The course covers
fundamentals of mSCOA, systern and reporting requirements and budgeting and fransacting on the
m3COA chart. Municipalities are reminded to budget for the course in their 2022/23 MTREF budgets.

OTHER MATTERS

Performance Reporlting Obligations: Implementation of MFMA Circular 88 {2017) for the 2022/23
municipal financial year

Municipdlities are once again reminded to familiarise themselves with MEMA Circular No. 88 of 2017,
its accompanying annexures and subsequent addendums which provide guidance to municipalities
on the adoption and internalisation of a common set of performance indicators. Experience since
the 2018/19 implementation of the original circular has shown that the on-going planning, budgeting
and reporting reforms process is complex and requires sufficient time and change management for
incremental roll-out, growth and institutionalisation.

Addendum 2 [released in December 2020} introduced a significant shift in the reforms in four
respects: 1) it more closely integrates and guides planning, budgeting and reporting reforms; 2) it
significantly expands and revises the set of MFMA Circular No. 88 indicators applicable to
metropolitan municipalities; 3} it expands the application of the reforms and the indicators to
differential categories of municipalities and levels of readiness, for application in 2021/22 MTREF
cycle going forward; and 4) it intfroduces evaluations in the context of these reforms.

For immediate implementation purposes, municipalities should be able to identify the indicators in
Appendix A to Addendum 2 that are listed as Tier 1 or Tier 2 for their categoery of municipality and
start establishing baselines for those measurements (if they are not already being tracked).
Understanding the standard definitions will require engaging with the technical indicator
descriptions (TID} in Appendix B to Addendum 2. Municipalities should be able to navigate Appendix
A without any further guidance to understand what is going to apply to them for the 2022/23
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financial year and be able to refer to Appendix B to get the detail on the standard formulation of
ecach indicator.

Importantly, please note that intermediate cities, districts and local municipalities will still not yet for
2022/23 be required to incorporate these indicators in their IDPs and SDBIPs. Instead, the relevant
indicators should be included as an annexure to the IDP and SDBIP. Although the indicators do not
formally have to be included in the IDP/SDBIP, municipdlities will be required to report on
performance against said indicators on a quarterly and annual basis. Municipalities are therefore
advised to put in place the necessary standard operating procedures and portfolios of evidence to
ensure timeous reporiing throughout 2022/23 to ultimately strengthen the link between planning,
budgeting and reporting. Please do note that the roll-out process currently remains a pilot project.
Reporting agdinst these indicators will as such not be audited for 2022/23.

2022/23 STRATEGIC INTEGRATED MUNICIPAL ENGAGEMENTS (SIME) PROCESS
Municipal Budget Day

According to sections 16(2) and 17(3)(d] of the MFMA, the Mayor of a municipality must table the
annual budget at a council meeting at least 20 days {i.e. by 31 March 2022) before the start of the
budget year.

It is important to note that there is no explicit requirement for council to endorse or approve the
tabled budget or draft IDP tabled by the mayor for public participation. The municipal council only
has the legal autherity to consider a tabled budget and draft IDP after the completion of one or
more public participation processes underiaken pursuant to Section 22, read with section 23 of the
MFMA. Council will only consider for approval “the product of an inclusive budget preparation and
consultative process” when the proposed annual budget (as amended, if applicable) is tabled
before council in terms of section 241} of the MFMA.

Given that the preparation, consultation, adoption and implementation of a municipality's annual
budget is inextricably linked to, and must be substantially aligned to and informed by the contents
of that municipality’s IDP, it would be procedurally flaowed for the mayor to proceed with the tabling
of the proposed annual budget (and commence with public participation process required in terms
of section 22 of the MFMA]} at a time when the municipality’s draft IDP has not been completed.

Consequence Management

If a municipality has failed to complete the relevant processes applicable for the review and revision
of the annual budget and the comgilation of an IDP in time for the deadline applicable to the tabiing
of the proposed annual budget [i.e. 31 March), the mayor must submit an application for an
extension of the said deadline. As per section 27 of the MFMA, the mayor of a municipality must,
upon becoming awdare of any impending non-compliance by the municipality of any provisions of
the Act or any other legislation pertaining to the tabling or approval of the annual budget or
compulsory consultation processes, inform the MEC for Finance in the province in writing of any
impending non-compliance.

If the impending non-compliance pertains to ¢ time provision, except section 16(1) of the MFMA,
the mayor may apply 1o the MEC for Finance for an extension, which must be In accordance with
Schedule G of the Municipal Budget and Reporting Regulations {MBRR). In addition to the
requirement to inform the MEC of impending non-compliance with the MFMA, mayors and
accounting officers are requested to inform PT should they have reasons to believe that that their
municipality’'s budget might not be tabled/approved timeously due to dynamics in council. This wiil
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enable PT to engage with municipal officials to prepare for any possible action {including in terms of
13%{4) of the Constitution) that may be required if a budget is not adopted.

In the event of actual non-compliance by a municipality with time provisions concerning the annual
budget, the mayor must inform council, the MEC for Finance and NT, In writing, of such non-
compliance and any remedial action or corrective measures the municipality intends to implement.
Such a nofification must be done in accordance with section 63 and Schedule G of the MBRR,

Municipalities are cautioned that any delay to table the budget in terms of section 16(2) of the
MFMA could compromise the ability to approve the budget before the start of the financial year as
required by section 14{1) of the MFMA. Failure to approve the budget before the start of the financial
year will automatically invoke the provisions of sections 25{1) and 55 of the MFMA. Should a
municipality not approve the budget by the start of the new financial year, the provincial executive
MUST intervene in terms of section 139(4) of the Constitution by taking any appropriate steps to
ensure that the budget or revenue-raising measures are approved. These steps include, but are not
limited to, dissolving council and appointing an administrator and approving a temporary budget
or revenue raising measures to provide for the continued functioning of the municipality.

Municipdlities are kindly requested to communicate any changes to the confirmed tabling dates [as
it appears in Appendix A) to PT via Tanig.Bosser@westerncape.cov.za by 23 March 2022,

Submitting budget documentation and schedules for 2022/23 MTREF

Section 22 (b}{i) of the MFMA requires that, immediately after an annual budget is tabled in
rmunicipal council, it must be submitted 1o NT and the relevant provincial freasury. If the annual
budget is tabled in council on 31 March 2022, the final date of submission of the electronic budget
documents and corresponding mSCOA data strings is Friday, 01 April 2022,

Section 24(3) of the MFMA, read together with regulation 20({1) of the MBRR, requires that the
approved annual budget must be submitted to both National Treasury and the relevant provincial
freasury within ten working days after the council has approved the annual budget. However, given
that municipalities are generating the annual budgets directly from the financial system as required
by the mSCOA Regulations and that the budgets must be verified before it is locked on the financial
system and tfransacted against, municipalities must submit the approved budget to NT and the
relevant provincial treasury in electronic formats immediately after approval by the municipal
council. Therefore, if the annual budget is tabled to council on 31 May 2022, the final date of
submission of the electronic budget documents and corresponding mSCOA data strings s
Wednesday, 01 June 2022,

The accompanying document submission checklist (see Appendix B) provides a list of the
documentation required by Provincial Government, Electronic budget related documents must be
provided in PDF format. The designated municipal official needs to complete and sign the
accompdnying checklist [Appendix B) as confirmation that the set of budget, IDP and related
documents have been submitted.

Municipalities should note that NT will no longer accept submissions by email, NT will now only accept
uploads via the GoMuni portal. The development work on the GoMuni Upload portal has been
concluded and municipalities must submit all documents required for the 2022/23 MTREF in terms of
legislation, as per the guidance provided in MFMA Circular No 112 (2021}, via the GoMuni Upload
Portal. The upload portal can be accessed on hitps://iguploadporial.treasury.gov.za from 01 April
2022. All municipal officials that currently have access to the LG Upload portal will be granted access
to the GoMuni Upload portal. New users will have to complete and submit a Request for Access to
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lgdataqueries@treasury.gov.za. The request form will be available on the GoMuni login page under
New Regisfrations.

Municipalities must also  submit  electronic  documents to  Provincial Treasury to:
MFEMA MFMA@westerncape.gov.za orif too large [(exceeds 3 MB), must be submitted via One Drive.
Instructions for uploading the budget and related documents vio One Drive are provided in
Appendix C. Provincial Treasury will engage further with NT and municipdlities to establish whether in
future it is feasible for documentation fo only be uploaded to the GoMuni portal. At present,
municipalities are still required to separately submit all documentation to PT (as required in the
MFMA).

If municipalities require advice with the compilation of their respective budgets, they should direct
their enquiries to the following WC Provincial Treasury officials:

Directorate Official Tel. No. Email
MFMA Co-Ordination _ Steven Kenyon 021 4830811 Steven.kenyon@westerncape.gov.za
Public Finance Isaac Tsie 021 483 6241 lsaac.Tsie@westerncap.oov.za

| Thobelani Nshingila | 021 483 6100 Thobelani.Ntshingilo@westerncape.gov.za |

Budget Office 1: Malcolm Booysen 021 483 3386 Malcolm.Booysen@westermncape.gov.za

| Dian Cronje 021 483 0390 .Dion.Cronie@wes’rerncape.qov.za |
Fiscal Policy 1 Shafeeqa Davids 021 4839192 sShofeega.Davids@westemcape.gov.za
Accounting B Faez Sdlie 021 483 4252 Faez Salie@westemcape.gov.zg

Municipalities may also contact the following officials at NT for assistance.

Responsible Area Official Tel. No. Email
Western Cape Willem Voigt 0123155830 | WilemCordes.Voigt@treasury.gov.za
' Cape Town Kgomotso Baloyi 012 315 5866 Kaomotiso.Baloyi@ireasury.qov.za
George Mandla Gilimani 012 315 5807 Mandla.Gilimani@treasury.gov.za
: Technical issues with | Sephiri Thormeli 012 406 9064 lgdatagueries@treasury.gov.za
Excel formats

Publication of budgets on municipal website

In terms of section 75 of the MFEMA, all municipalities are required to publish their tabled budgets,
adeopted budgets. annual reports (containing audited annual financial statements}) and other
relevant information on the Municipality's website. This will aid in promoting public accountabllity
and good governance.

Strategic Integrated Municipal Engagement (SIME) Process

Integrated planning and budgeting focusses on strengthening the alignment of planning and
budgeting in the Province, and places particular emphasis on enhancing the provincial and local
government interface. The SIME engagements, which takes place in May 2022, precedes the
approval and implementation of municipal budgets. The engagements afford the WCG the
opportunity to provide feedback on its assessment of the municipal planning and budgeting efforts
for the upcoming financial year and for the 2022 MTREF.



The assessments are based on compliance and performance infermation obtained from the Western
Cape Monitoring and Evaluation System (WCMES) as well as an assessment on conformance,
responsiveness, credibility, and sustainability of the municipality's draft budget, IDP, SDF and
supporting plans. It is therefore important that all Municipdlities timeously submit all the required
information. The assessment of the tabled IDPs will be undertaken by the Department of Local
Government, in close contact with all relevant sector departments in the Province impacting on
municipalities, to ensure alignment between the IDPs and all the Provincial strategic priorities and
plans.

The SIME engagements will primarily focus on straiegic issues emanating from municipaiities’ draft
IDPs and tabled annual budgets to gear municipalities for sustainable growth and development.

The overall objectives of the 2022/23 SIME process and the key messages therefore emphasises:

® Aligning strategic intent as encapsulated within the Integrated Development Plans (IDP) and
municipatl budgets to create public value based on the community needs/priorities identified
through the public participation processes;

¢ Safeguarding of municipal sustainability by ensuring that municipalities table funded budgets
and the strengthening of municipal financial management;

¢ Ensure optimal and targeted service delivery through sirategic spatial planning and alignment;

® Deepening of anintegrated approach to service delivery with the intention of creating synergies
through the consolidation/concentration of resources across all spheres of government;

¢ |dentification of areas that require support as well as opportunities for collaboration and
partnerships.

The 2022 SIME engagemenis are planned to be in person, with a hybrid approach where officials
can also join in via Microsoft Teams where such facilities can be accommodated by the municipality.
Confirmation of the arrangements will be confirmed individually with each municipality.

® The SIME engagements are provisionally scheduled to take place from 3 May 2022 to
18 May 2022, subject to confirmation from the municipalities. PT will communicate with each
Municipality on an individual basis to confirm the date and time of the engagement.

7. CONCLUSION

Municipalities should consider and apply the contents of this budget circular in the 2022/23 planning
and budgeting process.

Please direct any queries regarding this circular to Dian Cronje at:
Dian.Cronje@westerncape.gov.za

Digitalty signed by Roy

ROy Havema M Havemann

Date: 2022.03.18 21:08:43 +02'00"

DR R HAVEMANN
DEPUTY DIRECTOR-GENERAL: FISCAL AND ECONOMIC SERVICES
DATE: 18 March 2022



ANNEXURE A

CONFIRMED 2022 BUDGET TABLING DATES

Municipality

Confirmed dcate

City of Cape Town

Thursday, 31 March 2022

Matzikama Tuesday, 29 March 2022
Cederberg Thursday. 31 March 2022
Bergrivier Tuesday, 29 March 2022

Saldanha Bay

Thursday, 31 March 2022

Swartland

Thursday, 31 March 2022

West Coast District Municipality

Friday, 25 March 2022

Witzenberg

Drakenstein

Wednesday, 30 March 2022

Wednesday, 30 March 2022

Stellenbosch

Wednesday, 30 March 2022

| Breede Valley

Tuesday, 29 March 2022

Langeberg

Thursday, 31 March 2022

Cape Winelands District Municipality

Theewaterskioof

Thursday, 24 March 2022

Wednesday, 30 March 2022

Overstrand

Wednesday, 30 March 2022

Cape Agulhas

Tuesday, 29 March 2022

Swellendam

Thursday, 31 March 2022

Overberg District Municipality

Monday, 28 March 2022

Kannaland Thursday, 31 March 2022

Hessequa Friday, 18 March 2022

Mossel Bay Thursday, 31 March 2022

George Friday, 25 March 2022

Oudtshoorn Thursday, 31 March 2022

Bitou Thursday, 31 March 2022 ‘
Krnysna Wednesday, 30 March 2022

Garden Route District Municipality

Tuesday, 29 March 2022

Laingsburg

Wednesday, 30 March 2022

Prince Albert

Tuesday, 29 March 2022

Beaufort West

Central Karoo District Municipality

Thursday, 31 March 2022

Monday, 28 March 2022




ANNEXURE B

DOCUMENT SUBMISSION CHECKLIST FOR THE 2022/23 TABLED INTEGRATED DEVELOPMENT PLAN,
BUDGET, AND RELATED DOCUMENTATION

MUNICIPALITY:

In completing and signing the Budget and IDP documentation checklist below, the municipdlity confirms
that Schedule A1 complies with the Municipal Budget and Reporting Regulations (MBRR) and that the main
tables and the relevant supporting tables {as listed below) are in version 6.6.1 of Schedule A1 and drawn
directly from the municipal financial system.

The Integrated Development Plan as set out in Section 24, 32 and 34 of the Local Government: Municipal
Systems Act, No 32 of 2000 and Regulations {MSA) and Section 21 of the Local Government Municipal
Finance Management Act 56 of 2003 (MFMA),

The Spatial Development Framework, Disaster Management Framework and additional documents must be
submitted as required in terms of budget circulars.

Budget Documentation Yes No N/A

Council Resolution in terms of the Tabled Budget

The Budget Documentation as set out in the MBRR. The Budget Document must include
the main AT Schedule Tables (A1-A10}

The non-financial supporting tables A10, SA?, SA11, SA12, SA13, SA22, SA23, SA24 and any
information not contained in the financial data string in the A1 in the prescribed mSCOA

data string in the format published with Version 6.6.1 of the Al schedule

Draft Service Delivery and Budget Implementation Pian

Procurement Plan

Draff Service Level Standards

Signed Quality Certificate as prescribed in the MBRR

D Schedules specific for the entities (where applicable) |

Budget Related Policies

Information on any amendments to budget related policies

r —_—

Suite of budget related policies

[DP and Related Documentation

| Council Resolution in terms of the IDP

Draft Integrated Development Flan

!

If the predecessors IDP with amendments, the draft memerandum referred to in
Regulation 3{2} of the Local Government: Municipal Planning and Performance
Management Regulations of 2001

If a District Municipality, the IDP District Framework according to Section 27 of the MSA

Process Plan according to Section 28 of the MSA

Spafial Development Framework

Council Resolufion in terms of the adoption of the Spatial Development Framework

Applicable Disaster Management Plan

Council Resolution in ferms of the adoption of the Disaster Management Plan
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Budgef Documentation

Yes

No

N/A

Integrated Waste Management Plan

Council Resolution in terms of the adoption of the Infegrated Waste Management Plan

Air Quality Management Plan

Council Resolution in terms of the adopfion of the Alr Quality Management Plan

Coastal Management Plan (Coastal Municipalities only)

Councit Resolution in terms of the adoption of the Coastal Management Plan

Biodiversity Management Plan (if relevant)

Invasive Species Monitoring, Confrol and Eradication Plan

Climate Change Strategy

Human Settlement Plan

Local Economic Development Strategy

Water Services Development Plan

Storm Water Master Plan

Ll

Integrated Transport Plan

Electricity Master Plan

Infrastructure Growth Plan

Workplace 3kills Plan

MUNICIPAL REPRESENTATIVE:

Designation: _

Name:

Signature:

Date:



ANNEXUREC
The following instructions provide a guide for the upload of budget documentation onto OneDrive.

# How to upload documents to One drive:

You can use this option if you have OneDrive linked to your Microsoft Office or Office 345

1. Inany Office document, select File > Save As, choose your OneDrive, and then pick the folder where
you want to save the file. Create a new folder {e.g. DC1 2022 Budget Documents) and place all the
budget related documents within it

Cantoso

i OneDrive - Contoso

jar ifroafl contoso.com

Other locations

2. Toshare the link to that folder, Go into OneDrive

3. Select the file that you want to share and right click on i

4. Choose "share”

5. Ensure that sharing is defaulted to “Anyone with the link can edit”

6. Enter the MFMA email address: MEFMA .MEMA@westerncape.gov.za and email addresses of anyone
else that you want to share the link with.

7. Click the Share Button

File names in following sequence for budget related documents to be submitted to MFMA:
® Demarcation code
® “ccyy” century and year (eg.2022)
& Name of document submitted (e.g. Draft Budget, Draft IDP, Draft SDBIP etc,)
£.g.: DC1 2022 Draft IDP
E.g.: DC1 2022 MTREF Main Budget
E.g.: DC1 2022 Draft SDBIP



Appendix 7:

Capital Expenditure
Per Directorate
and Department
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Appendix 8:

Procurement
Plan
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Appendix 9:

Service
Level
Standards



' CUSTOMER
SERVICE
CHARTER

Knysna Municipality

inclusive | innovative | inspired



MESSAGE FROM THE
EXECUTIVE MAYOR

Underlined by the eight Batho Pele
principles that national government
prescribes as the core of service
delivery for all levels of government,
this documentintends putting People
Firstand has at its heart government’s
vision of ‘Creating a better life for all'.

This municipality considers everyore
who lives, works and plays in the
Greater Knysna Municipal Area as
customers. We want to ensure that
you understand your rights and
responsibilities, receive the services
you are entitled to, and have the
opportunity for feedback. We believe
that the Customer Care Policy and
Service Charter is a progressive step
towards achieving such goais.

VISION

Knysna —

inclusive Innovative Inspired

MESSAGE FROM THE
MUNICIPAL MANAGER

Inthis Customer Service Charter every
department within the municipality
has been assigned specific Service
Standards according to the services
it provides, and will be measured
accordingly.

| believe that this department, this
document and its related processes
signify a new approach to customer
service withinthe municipality and will
go far in affirming the values we have
always believed in: transparency,
accountability and service excellence.

This dccument alse  signifies a
relationship in which the customer
has responsibility to pay timeously
for the services he expects to be
delivered, and reports issues and
problems as soon as they occur. The
municipality and its people remain
in partnership which has a better
chance of success when everycne is
working together.



GREATER KNYSNA
AT A GLANCE

WHAT WE DO

DIRECTORATE:

MUNICIPAL MANAGER ..........

The Municipal Manager heads the Administration arm
ofthe Knysna Municipality and is therefore responsible
and accountable for tasks and functions as provided
for in section 55 of the Municipal Systems Act, other
functions and tasks as provided for in legisiation as
well as functions delegated to him by the Executive
Mayor and Council. According to the Municipal
Finance Management Act he also assumes the role of
Accounting Officer.

His office also incorporates the Department
Communications and IGR, the Department Internal
Audit and the Department Integrated Development
Planning {IDP) & Institutional Performance. The
Municipal Manager is supported by six Directors.

»

Qur crganizational
structure
comprises

of the following
directorates’




DIRECTORATE:

COMMUNITY SERVICES ..........

The Director Community Services oversees five major
departments that incorporate services including
Disaster Management, Fire and Rescue, Traffic
and Law Enforcement, Parks, Waste Management,
Libraries, Halls, Cemeteries, Museums, Arts and
Culture, Youth and Gender, and Sport Development.

DIRECTORATE:

CORPORATE SERVICES ..........

The Director Cerporate Services, is responsible for
the administrative processes that ensure good
governance and the achievement of Council's
strategic objectives. The directorate incorporates the
Departments of Administration, Committee Services,
Estates, Human Resources, Legal Services, Property
and Records Management, and Public Participation.
Corporate Services is also the secretariat of Council
and supports the legislative and executive functions
of Council.

This directorate administrates all finance-related
services as well as the Information Technology
department.

Services pertaining mainly to bulk infrastructure are
the responsibility of the Director Technical Services. It
also incorporates all Electrical & Mechanical services
related to distribution of electricity and oversees the
municipality’s fleet and mechanical workshop.




DIRECTORATE:
INTEGRATED HUMAN

SETTLEMENTS..................coiii

A

This directorate administrates all housing-related
services. The Directorate Integrated Human Settle-
ments acts as an agent for Provincial Government and
is working with them to achieve their vision, to develop
sustainable integrated human settlements.

DIRECTORATE:
PLANNING AND ECONOMIC

DEVELOPMENT...........................

This directorate is responsible for the departments
related to town and economic development including
Town Planning, Building Control, Environmental
Management and Economic Development.

nnnnnnnn




SERVICE STANDARDS

We have developed the following service standards for the municipality.
Customers will have the opportunity to measure us against these standards.

DIRECTORATE

COMMUNITY SERVICES
| SERVICETITLE SERVICEDESCRIPTION ~ SERVICE
gg::xgEmw General - Correspondence 10
EVENTS Events and Festivals 5
' Chemical Spills _ 1
Building Fires 1
PIRESERVISES Field, Hazardous & Vehicle Fires 1
. i Plot Ciearing Il 21
Animai Control 1
| Beach Control & Noise Control . 1
LAW | llegal Dumping: Notices | 7
ENFORCEMENT ' Nuisance Control Vagrants & Car Guards | 1
Road Marking _ 2
| Signage: Street Names & Traffic Signs 14
Horticulture: CBD Maintenance 5
Open Spaces: Bush Clearing & 20
Tree Cutting
PARKS Open Spaces: Grass Cutting 30
Sport Field: Buildings 5
| Garden Refuse R 5
Cemeteries 3
lllegal Dumping 5
Public Ablution: Maintenance 7
SOLID WASTE Refuse Collection o 1
Septic Tank Removals 1
Street Cleaning CBD 2
General - Correspondence ' 5
Drivers License: Renewal 1
Motor Vehicle License 1
;EQ\I;::.I‘.ES Motor Vehicle Registration 1
Traffic Fines 10
Complaints: Protest Action 7



DIRECTORATE

CORPORATE SERVICES

SERVICE TITLE

ADMINISTRATION

CORPORATE
SERVICES

HUMAN RESOURCE

LEGAL SERVICES

SERVICE TITLE

ACCOUNT
ENQUIRIES

ASSETS &
INSURANCE

CREDIT
CONTROL

CUSTOMER
INFORMATION

FINANCIAL
SERVICES

TRADE
SERVICES

SERVICE DESCRIFTION

No response to correspondence
Records: Misplaced & Lost Documents

General - Correspondence

Job Applications: Not shortlisted

General - CV's

Complaints: By-Laws Enforcement
| Complaints: Contract Management

Complaints: Land Use Planning

Cirdinance

Enquiries: Title Deeds

REP House: liega! Sale

SERVIC

=1 : e

-

SERVICE DESCRIPTION

Account Accuracy

General Enquiries (Financial)

Property Valuations

Rates

Acknowledge receipt of Insurance claim
Processing time (after receipt of all
documents requested from other
departments)

Notification of decision (after receipt of
decision from insurers)

Indigent Applications

Payment Arrangements

Rebates

Change of Address

Name Change: Pre-FPaid only
General - Correspondence

Electricity; New Connections
Electricity: Reconnections
Electricity: Upgrades/Downgrades
Meter Readings

Suspended Services

SERVICE
 LEVEL DAYS

5
14

10

7
S
14
14

14

14
5

SERVICE
LEVEL DAYS

5
5
21
7
5

14



SERVICE

SERVICE TITLE SERVICE DESCRIPTION

LEVEL DAYS
TRADE Water; New Connections 7
SERVICES Water: Reconnections 1
SERVICE TITLE SERVICE DESCRIPTION e
Faulty Cable Repair & Load Switches 1
:big:-_?CAL No Eli,-ctrical Sugply 1
Upgrades/Downgrades 1
Faults Sports field Lights 7
LIGHENG Faults S'?reet Lights ° 7
METERING Faulty Pre—paiq Meter 1
Meter Tampering 1
TRAFFIC LIGHTS Faults 1
Grading Gravel Roads 240
ROADS General Road Repairs 20
Pothole Repairs 920
Blockages: Sewer Reticulation 2
Broken Sewer Pipes 14
SEWERAGE Manhole Covers: Sewer 28
New Connections: Sewer 7
Sewer Smells; Investigate 2
Blocked Drains S0
R Manhole Covers a0
EEECIT:I%?L General - Correspendence 10
Burst Pipe: Minor Leakage 2
Faulty Meters 14
Fire Hydrant Leakages 14
Meter Testing 60
WATER New Connections: Water 7
Valve Leakages 14
Water: Quality Check 7
Water: Tanker Delivery 2
Burst Pipe: Major Leakage 2
AUGMENTATION General - Correspondence 10



SERVICE TITLE

HOUSING

BUILDING
INSPECTORATE

ECONOMIC
DEVELOPMENT
ENVIRONMENTAL
HEALTH ECONOMIC
DEVELOPMENT

ENVIRONMENTAL
MANAGEMENT

LAND USE
APPLICATIONS

PLANNING AND
DEVELOPMENT

DIFECTORATE

INTEGRATED HUMAN SETTLEMENTS

SERVICE DESCRIPTION

Emergency Housing Kits: Fire Damage

Emergency Housing Kits: Storm Damage

Enquiries: General

DIRECTORATE

- PLANNING & ECONOMIC DEVELOPM

Inspection of Complaints

Issue Completion Certificates

Process Pians larger than 500m?

Process Plans smaller than 500m?
| RDP Erven: llegal Building

Local Economic Development:
| General Enguiries

Environmental Health:
General Enguiries

. Emergencies

_ OSCAE permit
Acknowledge Completed Ap_plication
Advertising (if necessary)
Comments provided to Applicant
(after closing date)

Decision on authorised official
applications (after receipt of response
to comments)

Inspection of Complaints
Notification of Council decision

Processing time (excl advertising &

comments time)

Submission to authorised official since
applicant's comment period

General - Correspondence

\@yy

SERVICE
' LEVEL DAYS

5
5
5

21
14
2

14

60

14
90

120

10

ENT

W




HOW TO

CONTACT US:

EMERGENCIES ALLHOURS .. ... ... e e s el anasinanns .

Telephone: +27 (0)44 302 8911

ALL SECTIONS OFFICEHOQURS ... . .. s .

Telephone: +27 (0)44 302 6300

Facsimile: +27 ()44 302 6333

Email: knysna@knysna.govza

Physical Address: Clyde Street, Knysna

Postal Address: PO Box 21, Knysna, 6570

CUSTOMER SERVICES ... .. B o o et er e .

SMS: 44453

Email: customercare@knysna.gov.za

AREA OFFICES . . . . . .. ST . o e dF TRNTITATER ¢ e s

Sedgefield +27(0)44 302 6500

MUNICIPAL MANAGER .. .. .. BRI Y 11 PY 1Y T S-SR ) SN

Municipal Manager +27(0)44 302 6590

DIRECTCRATE COMMUNITY SERVICES . o o oo L

Director +27(0)44 302 6363

Cemeteries +27(0)44 302 6327  +27(0)44 384 1613

Waste Management +27(0)44 302 6405

Drivers Licences +27(0)44 302 6451  +27(0)44 302 6553
+27(0)44 302 6434

Traffic & Law Enforcement +27(0)44 302 6551  +27(0)44 302 6337

Vehicle Registrations +27(0)44 302 6433 +27(0)44 302 6439
+27(0)44 302 6439

DIRECTORATE CORPORATE SERVICES . . . ‘e - .

Director +27{0)44 302 63716

Administration +27(0)44 302 6445

*



Human Resources +27(0)44 302 6307

Public Participation +27(0)44 302 6535
Legal Services +27(0)44 302 6576
DIRECTORATE FINANCIAL SERVICES
Director +27(0)44 302 6389
Enguiries General Finance +27(0)44 302 6567
+27(0)44 302 6558
Enguiries Rates +27(0)44 302 6414
Enquiries Water Accounts +27(0)44 302 6597
DIRECTORATE INFRASTRUCTURE SERVICES
Director +27{0)44 302 6312
Water & Wastewater Services +27(0)44 302 6332
Roads & Storm Water +27{0)44 302 6309
Project Maragement Office +27(0)44 302 6392
Electrical Services +27(0)44 302 6409
Water Fault reports office hours +27(0)44 302 6331
Electrical Fault reports office hours +27(0)44 302 6397
+27{0)44 302 6399
DIRECTORATE INTEGRATED HUMAN SETTLEMENTS
Director +27(0)44 302 6347
Human Settlements +27((0)44 302 6580
DIRECTORATE PLANNING AND ECONOMIC DEVELOPMENT
Cirector +27(0)44 302 6348
Building Control +27(0)44 302 6324
Envirenmental Management +27(0)44 302 6317
Town Planning +27(0)44 302 6319

Eccnomic Development (ED) +27(0)44 302 6366




Knysna Municipality

inclusive | innovative | inspired

Knysna Municipality
Clyde Street

Knysna

6570

www.knysna.goviia
fknysnamunicipality
@KnysnaMuni
http//knysna.comunity.me




