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PROVINCIAL TREASURY CIRCULAR PT/MF 10 OF 2018/19

PREPARATION, SUBMISSION AND PUBLICATION OF THE 2019/20 MEDIUM
TERM REVENUE AND EXPENDITURE FRAMEWORK (MTREF) BUDGET

The objectives of this circular are:

* To draw the attention of municipalities to the legislative requirements regarding the preparation of
the 2019/20 MTREF Budget and to guide and support municipal officials in their responsibility to
prepare reliable, credible and funded budgets to be approved by Council;

¢ To inform municipalities of Provincial Treasury’s intention to undertake an assessment of their
2019/20 MTREF Budgets to be tabled in terms of Section 16(2) and submitted in terms of Section
22(b)(1) of the Municipal Finance Management Act, Act No. 56 of 2003 (MFMA);

* To remind municipalities of the requirements of Section 23(1)(b) of the MFMA for Council to
consider any views of Provincial Treasury on the 2019/20 MTREF Budget and that Provincial
Treasury intends to engage all municipalities on Provincial Treasury findings during the assessment
of the 2019/20 MTREF Budget, with reference to Provincial Treasury Circular PT MF 03 of
2018/19 Time Schedule Outlining Key Deadlines for the 2019/20 MTREF Budget, prior to the
budget being approved by Council. Provincial Treasury Circular PT MF 03 of 2018/19 stated that
municipalities are requested to make provision for engagements with Provincial Treasury in their
time schedules outlining key deadlines for 1. Mid-year budget and performance assessment visits
(January — March 2019), and 2. Tabled (Draft) Budget Assessments (April - May 2019).

e To inform municipalities of the availability of officials from Provincial Treasury to provide
technical support on the preparation of the budget prior to the tabling of the Draft (Tabled) Budget
to Council;

¢ To circulate a Budget Preparation Process Checklist which will be useful in assessing the
compliance of the budget with the requirements of the MFMA and the Municipal Budget and
Reporting Regulations (MBRR) during the budget preparation process, refer to Annexure A;

* To circulate the minimum information required as supporting evidence for the preparation of a
budget, refer to Annexure B. This will assist municipalities to document the evidence for all
sources of information used in the compilation of the budget;

» To circulate the basic content and information which the 2019/20 MTREF Budgets are expected to
include as per the requirements of the MBRR, refer to Annexure C;
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* To alert municipalities of the 2019 Division of Revenue Bill (DoRB) reflecting allocations from
National Government for consideration and incorporation by municipalities in their 2019/20
MTREF Budgets; and

¢ To remind municipalities of the areas of weakness and common errors noted by both the Provincial
and National Treasuries in previous budget asscssments, with the intention of municipalities
addressing these weaknesses and errors (where applicable) in their 2019/20 MTREF Budgets.

This circular complements MFMA Circular No. 94 dated 8 March 2019 and MFEMA Circular No. 93
dated 07 December 2018 on the 2019/20 MTREF Budgets issued by National Treasury. In the process
of compiling their budgets, it is important that municipalities consider the State of the Nation Address,
the National Budget Speech and other National Directives as well as the Provincial Directives such as
the State of the Province Address by the Premier and the Provincial Budget speech by the MEC for

Finance.

The following areas are covered in this circular:

Preparation of the 2019/20 MTREF Municipal Budgets;

Format Requirements for the 2019/20 MTREF Municipal Budgets;
Funding Position of the 2019/20 MTREF Municipal Budgets;

Technical Assistance on the 2019/20 MTREF Tabled Budgets;
Engagement with municipalities on the 2019/20 MTREF Tabled Budgets;
Submission of the 2019/20 MTREF Municipal Budgets;

Publication of the 2019/20 MTREF Municipal Budgets;

2019/20 MTREF Municipal Budget Verification Process;

Budget Steering Committee (BSC);

Service Delivery and Budget Implementation Plans (SDBIPs);

National and Provincial Transfers to municipalities;

Further matters for consideration in the 2019/20 MTREF Municipal Budget Process; and

ErATrmamByUowp

Municipal Budget Submission Process.

A. Preparation of the 2019/20 MTREF Municipal Budgets

The following is intended to guide municipalities to streamline their budget preparation process and to
provide appropriate and relevant information required by Provincial Treasury for the purpose of
monitoring and evaluating the 2019/20 MTREF Municipal Budgets.

Municipal Standard Chart of Accounts (mSCOA)
Version 6.3 of the chart is effective from the 2019/20 financial year and must be used to compile the
2019/20 MTREF Budget.

All municipalities must prepare their 2019/20 MTREF budgets in their financial systems and the
Schedule Al must be produced directly from their financial system as per the guidance provided in
MFMA Circular No. 93,

Budget Preparation Process Checklist

Provincial Treasury has included a Budget Preparation Process Checklist, Annexure A, which will
assist in assessing the extent to which municipalities have complied with the Budget preparation process
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as specified in the MFMA and MBRR. This checklist also includes a number of non-financial
information requirements which the municipality should review once the budget has been extracted and
the balance of the supporting information has been populated. The municipality should prepare to
discuss these requirements during the engagements as per part E of this circular. The key focus areas
listed in this Checklist are not exhaustive therefore municipalities are required to not rely solely on these
areas but to introduce more measures when assessing their level of compliance in terms of their budget
preparation process.

The Municipal Budget Working Paper File

The Municipal Budget Working Paper File is a set of workings and supporting documents which is
prepared, referenced and arranged in order to enable the municipality to support the figures and
assumptions contained in the budget.

The file should streamline the budget process and address many of the queries which arise during the
ammual budget review process by the National and Provincial Treasuries. The content of the file will
enable a meaningful and constructive annual budget evaluation process.

The order of documentation contained in the file should follow the order of information as it appears in
Schedule Al in terms of the MBRR.

Guidance is hereby provided as to the content of the Municipal Budget Working Paper File, which may
vary from municipality to municipality. The Chief Financial Officer (CFO) should provide overall
guidance on the final content of the file. The information contained in the file should support the figures
in the 2019/20 Tabled and Approved Budgets.

The CFO should sign off on the content of the file. The file should incorporate all documents which
support the information produced in relation to each process as specified in the Time Schedule Outlin ing
Key Deadlines. Once completed, the file should be reviewed and verified by the CFO. A copy of the
file should be retained by the Mayor and Municipal Manager for record and reference purposes.

Annexure B provides details of the minimum information to be included in the file. It is at the discretion
of the municipality to include any further relevant supporting documentation.

B. Format Requirements for the 2019/20 MTREF Municipal Budgets

Section 17(1) of the MFMA states that, an annual budget of a municipality must be a schedule in the
prescribed format. Regulation 9 of the MBRR further prescribes that the annual budget and supporting
documentation of a municipality must be in the format specified in Schedule A and include all the
required tables, charts and explanatory information, taking into account any guidelines issued by the
Minister in terms of Section 168(1) of the Act.

National Treasury has released Version 6.3 of Schedule A1 (the Excel Format) to be used for the
compilation of the 2019/20 MTREF Budget which incorporates all the relevant amendments.
Municipalities are referred to MFMA Circular No. 93 to note all the amendments that have been
incorporated into Version 6.3.

ALL municipalities MUST prepare their 2019/20 MTREF budgets in their financial systems and
extract Schedule Al directly from their financial systems.

Furthermore, Regulation 14(1)(a) of the MBRR specifies that an annual budget and supporting
documentation tabled in a municipal council in terms of Sections 16(2) and 17(3) of the MFMA must
be in the format in which it will eventually be approved by the council.

Therefore, all municipalities are required to ensure that their 2019/20 MTREF Budgets are tabled for
comments and approval in Council on or before 29 March 2019 as per the requirements set out in
Schedule Al of the MBRR (Version 6.3) and submitted to the National and Provincial Treasuries.
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Failure to adhere to this constitutes financial misconduct in terms of Section 171(1)(a) of the
MFMA and municipalities face the risk of Provincial Treasury not providing any views/comments
on the budget for municipalities to consider as required by Section 23(1)(b) of the MFMA. All the

submitted budgets which have been poorly populated or are not in the required Version 6.3

format will be returned to the Mayors and Municipal Managers of affected municipalities to be

corrected and re-tabled in Council as per the requirement of MFMA Circular No. 93.

C. Funding Position of the 2019/20 MTREF Municipal Budgets

Section 18 of MFMA states that an annual budget may only be funded from realistically anticipated
revenue to be collected, cash backed accumulated funds from previous years surpluses not committed
Jor other purposes and borrowed funds, but only for the capital budget.

Tables A7: Budgeted cash flow and A8: Cash backed reserves/accumulated surplus reconciliation of
Schedule Al are critical in assessing and determining the funding position of the municipal budget in
accordance with Section 18 of the MFMA. Table A7 shows how the municipality’s operations are
expected to impact on its cash position, while Table A8 shows whether the municipality has sufficient
cash and investments available to finance commitments, short term provisions and reserves.

Provincial Treasury has observed with great concern that in the past financial years, some municipalities
have been submitting budgets that are unfunded in Tables A7 and A8 while some municipalities
submitted budgets with incomplete or incorrectly populated Tables A7 and A8 and as a result, rendered
it impossible for Provincial Treasury to determine if the budget is funded or not.

Tabling of funded budgets has been identified as a game changer in local government to ensure
financial sustainability. It is therefore imperative that Tables A7 and A8 are accurately and completely
populated in order for Provincial Treasury to conduct a thorough evaluation of the budget and provide
valuable comments on the funding of the budget.

To further assist in providing an informed assessment on the funding position of municipalities,
Provincial Treasury hereby requires that municipalities should also submit other documents such as
Bank Reconciliations, Bank Statements, Investment Registers, Grants Registers and Trial Balances to
support their budget assumptions in line with MEMA Circular No. 67.

An unfunded budget is a serious transgression that will impact the financial viability of a
municipality as well as the municipality’s ability to deliver services to the community. Provincial

Treasury therefore does NOT support an unfunded budget. It should be emphasised that
Provincial Treasury will refer back to the Mayors and Municipal Managers all unfunded budgets

as well as budgets with incomplete Tables A7 and A8 to be corrected. Where a municipality has
challenges in correcting the budget to ensure that they are funded in one financial year, the
municipality must together with their 2019/20 MTREF budget, table a plan in Council on how

and by when the budget will improve from an unfunded to a funded position in line with the

requirements as specified in MFMA Circular No. 93. Failure to address the weaknesses identified
by Provincial Treasury will result in the MEC for Finance advising National Treasury to consider

stopping the Equitable Share Transfer to the affected municipalities in terms of Section 38 of the
MFMA.

D. Technical assistance on the 2019/20 MTREF Tabled Budgets

Provincial Treasury officials will be available during March 2019 to provide technical assistance to
municipalities upon request. Guidance will be provided on budgeting before the extraction of Schedule
Al, tailored to the specific information needs of the municipality, the implementation of the
requirements of the MFMA Circulars and Provincial Treasury Circulars as well as the requirements of
the relevant legislation. In this regard, please contact your designated Provincial Treasury Analyst.

—
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E. Engagement with municipalities on the 2019/20 MTREF Tabled Budgets

Provincial Treasury requested municipalities in Provincial Treasury Circular PT MF 03 of 2018/19 to
make provision for engagements with Provincial Treasury on the 2019/20 MTREF Tabled Budgets to
be included in municipalities’ Time Schedules Outlining Key Deadlines. These engagements will be
held during April and May 2019 where Provincial Treasury intends to constructively engage with
municipalities on the critical matters raised on the 2019/20 MTREF Tabled Budgets in an attempt to
produce more reliable, funded and credible budgets before they are approved by Council. These
engagements are vital for the discussion and understanding of significant issues raised by Provincial
Treasury. They provide the opportunity for the municipalities’ responses to be incorporated in the final
assessment correspondence issued by Provincial Treasury which must be tabled in Council together
with other budget documents. The tabling in Council of the Provincial Treasury’s final assessments of
the 2019/20 MTREF Tabled Budget will not only bring the highlighted issues to the attention of the full
Council but will also direct the Council’s attention to establishing whether Provincial Treasury’s
findings were addressed.

Provincial Treasury hereby requests a copy of the Council resolution or extract reflecting the
Tabling of Provincial Treasury’s final assessment of the 2019/20 MTREF Tabled Budget to be

included amongst the Final (Approved) Budget documents to be submitted to both the National
and Provincial Treasuries.

F.  Submission of the 2019/20 MTREF Municipal Budgets

Section 22(b)(i) of the MFMA requires that immediately after an annual budget is tabled in 2 Municipal
Council, it must be submitted to National and the relevant Provincial Treasury in both printed and
electronic formats. If the annual budget is tabled to Council on 29 March 2019, the final date of the
submission of the electronic budget documents and corresponding electronic returns is Monday,
01 April 2019. The deadline for submission of the printed copies including the Council resolution is
Friday, 05 April 2019, however; early submission of these documents is encouraged. The earlier
municipalities submit the data strings, the earlier Provincial Treasury could assist municipalities to
address any discrepancies.

The budget related information listed in the MBRR Schedule A (Annexure C) must be submitted to
both the Provincial and National Treasuries. After receiving the Tabled Budget, Provincial Treasury
will complete a Compliance Checklist. This checklist will indicate the level of compliance of the budget
with the MBRR by the municipality. A copy of the checklist will be sent to the municipality and
National Treasury.

Section 24(3) of the MFMA, read together with Regulation 20(1) of the MBRR, requires that the
Approved Annual Budget and supporting Council resolution and other documents such as the
Quality Certificate etc. must be submitted within ten working days after Council has approved the
Annual Budget. Therefore, if the Council approves the Annual Budget on 31 May 2019, the final date
for such submission is Friday, 14 June 2019, otherwise an earlier date applies.

G. Publication of the 2019/20 MTREF Municipal Budgets

In terms of Section 75(1) of the MFMA, municipalities are required to place amongst other documents,
their Annual Budgets on their websites. Section 75(2) of the MFMA further requires that documents
must be placed on the website not later than five days after its tabling in Council, or on the date on
which it must be made public, which-ever comes first. Provincial Treasury has observed with a great
deal of concern that certain municipalities are not timeously placing their budgets and all related
documents on their websites. All municipalities are required to place both their 2019/20 Tabled and all
related documents on their websites timeously according to the timeframes indicated above.
Municipalities should place the 2019/20 Approved MTREF Budgets and all related documents on the

—
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municipality’s website within ten working days as required by Regulation 18(1) of the MBRR. This
will not only promote transparency, accountability and good governance but will also facilitate the
process of public consultation.

H. 2019/20 MTREF Municipal Budget Verification Process

National Treasury publishes each year, a consolidated set of budget information, for all municipalities
in the country using the budget information submitted to the LG Database. In all of the years up to and
including the 2018/19 financial year, Budget Reform Returns had to be submitted by municipalities and
then a verification process conducted by National Treasury would thereafter foliow to ensure that the
MTREF Budgets approved by the Council on Schedule Al perfectly aligns with all the relevant Annual
Returns uploaded to the LG Database and the ORGB data strings uploaded to the LG Portal by
municipalities. As per MFMA Circular No. 93, from the 2019/20 financial year onwards, municipalities
will no longer be required to continue with the use of the Budget Reform Returns to upload budget and
monthly expenditure to the National Treasury Local Government Database for publication purposes.
National Treasury will only use the mSCOA data strings as a basis for all data published. The
responsibility for ensuring that the data strings are an accurate reflection of the state of municipal
finances will then strictly lie with the municipality BEFORE submitting the data strings to National
Treasury. The Tabled and Adopted Budget data strings submitted to the Local Government Database
and Reporting System should consist of consolidated figures.

Municipalities must conclude all reporting for the 2018/19 financial year up to restated audit
outcomes on the excel electronic returns (Appendix B) to lgdatabase@treasury.gov.za before the
excel returns can be retired.

In order to ensure a timeous completion of the 2018/19 Budget Verification process, Provincial
Treasury will be conducting a budget verification process for Adjustment Budget Returns which is
planned to be completed by 25 March 2019.

I.  Budget Steering Committee (BSC)

Regulation 4(1) of the MBRR states that the mayor of a municipality must establish a budget steering
committee to provide technical assistance to the mayor in discharging the responsibilities set out in
Section 53 of the Act (the MFMA).

Furthermore, the MBRR requires that the Budget Steering Committee must consist of at least the
following persons:

(a) the Councillor responsible for financial matters;

(b} the Municipal Manager;

(c) the Chief Financial Officer;

(d) the Senior Managers responsible for at least the three largest votes in the municipality;
(¢} the Manager responsible for budgeting;

(f) the Manager responsible for planning; and

(g) any Technical experts on infrastructure.

The majority of municipalities have indicated that they have established BSC’s in place, however it is
important that the composition of the BSC is in compliance with Regulation 4 of the MBRR and that
the committee fully executes the required functions thereof in order to make a meaningful impact at the
municipality. All municipalities must invite Provincial Treasury to their BSC meetings. Where
invitations are received, Provincial Treasury will attend BSC meetings based on current work
commitments. In this regard, please contact your designated Provincial Treasury Analyst.
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J. Service Delivery and Budget Implementation Plans (SDBIPs)

Legislative Requirements

Section 53(1)(c)(ii) of the MFMA requires the Mayor to ensure that the municipality’s SDBIP is
approved by the Mayor within 28 days after the approval of the annual budget.

MFMA Circular No. 13 states that the Municipal Manager is responsible for the preparation of the
SDBIP, which must be submitted to the Mayor for approval once the budget has been approved by the
Council.

Furthermore, Regulation 15(3)(b) of the MBRR states that when submitting the annual budget to the
Provincial and National Treasuries in terms of Section 22(b)(i) of the MFMA, the Municipal Manager
must also submit a draft SDBIP in both printed and electronic forms. Failure to submit such will result
in non-compliance with the MBRR.

When to prepare and submit the SDBIP

The Municipal Manager should start the process to prepare the top layer of the SDBIP in conjunction
with the preparation of the Draft (Tabled) Budget and preferably submit the draft SDBIP to the Mayor
for initial approval with the Draft (Tabled) Budget. It should include the following:

1) Projected revenue to be collected by source;
2) Projected operating and capital expenditure by vote; and
3) Service delivery targets and performance indicators for each quarter.

Once the Final Budget has been approved by Council, the Municipal Manager should revise the initiaily
approved draft SDBIP and submit such to the Mayor for final approval within 28 days of the approval
of the budget.

Regulation 20(2)(b) of the MBRR requires that the approved SDBIP be submitted within 10 working
days after the Mayor has approved the plan to both Provincial and National Treasury. A breakdown of
the SDBIP preparation and approval process is shown in Figure 1.
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Figure 1: SDBIP preparation and approval process

_ePrepare a top layer on or before 01 March of each year and
submit to the National and Provincial Treasuries in both printed

. and electronic format together with the submission of the
2012/20 Tabled Budget

ePreferably submit draft SDBIP to Mayor by 01 April for initial
approval

% «Municipal Manager to revise the approved draft SDBIP and
. submit for final approval within 28 days of the approval of the
. budget (together with draft performance agreements)

*Make public the approved SDBIP within 14 days
STEP FOUR ? Pg 4

*Send a copy of final SDBIP to NT and PT within 10 working days
after approval by the Mayor

STEP THREE

Components of an approved SDBIP

Please ensure that the SDBIP contains the following five required components and that the information
reflected reconciles to the information in the budget:

i.  Monthly projections of revenue to be collected for each source;

ii. Monthly projections of expenditure (operating and capital) and revenue for each vote;

iii. Quarterly projections of service delivery targets and performance indicators for each vote;
iv. Ward information for expenditure and service delivery; and

v. Detailed capital work plan broken down by ward over three years.

K. National and Provincial Transfers to municipalities

Municipalities are reminded of their responsibility to ensure that the allocations in their budgets for the
Provincial and National transfers correspond to the allocations as reflected in the Provincial Gazette of
Transfers and the 2019 Division of Revenue Bill (DoRB}), respectively. The DoRB has already been
sent to municipalities via e-mail by the respective Analyst. Due to the early issuing of this Provincial
Budget Circular, the Provincial Transfers are not yet available and will thus be circulated to
municipalities as soon as the Gazette becomes available.

Provincial allocations as per signed Memorandum of Agreements (MoAs) should not be included in the
budget if they have not been included in the Provincial Gazette. However, they can be treated in terms
of Regulation 23(3) of the MBRR which states that if @ national or provincial adjustments budget
allocates or transfers additional revenues to a municipality, the mayor of the municipality must, at the
next available council meeting, but within 60 working days of the approval of the relevant national or
provincial adjustments budget, table an adjustments budget referred to in Section 28(2)(b) of the Act
(MFMA) in the municipal council to appropriate these additional revenues. Any enquiries pertaining
to the provincial transfers should be directed to the relevant transferring department.
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L. Further matters for consideration in the 2019/20 MTREF Municipal Budget
Process

The following are areas of weaknesses and common mistakes identified by both Provincial and National
Treasuries in prior years and should be considered and addressed (where applicable) when preparing
the 2019/20 MTREF budgets:

¢  Compliance checks performed on prior year budgets reflected that many municipalities did not
provide all budget information and did not submit all the required budget supporting documents
such as Budget related policies, Draft SDBIP, Draft Integrated Development Plan (IDP) and
Budget Assumptions, etc.

¢  The Budget Narrative reports for a number of municipalities were not comprehensive and in some
instances, contradicted the information provided in Schedule Al.

¢ Table AlQ: Basic service delivery measurement was incomplete or poorly completed by some
municipalities. Table A10 is critical for reflecting amongst others, the information on the number
of households within a municipal area, the cost of providing free basic services and the unit of
measurement thereof such as kilolitres for water, kilowatt-hour for electricity and how frequent
refuse is being removed, etc.

*  Some of the critical supporting tables amongst others which were not completed and/or poorly
completed were:

Table SA7: Measurable performance objectives;

Table SA9: Social, economic and demographic statistics and assumptions;

Table SA24: Summary of personnel numbers;

Table SA34b: Capital expenditure on the renewal of existing assets by asset class;

Table SA34e: Capital expenditure on the upgrading of existing assets by asset class;

Table SA37: Project delayed from previous financial year(s); and

O 0 0O 0 ©

o Table SA38: Detailed operational projects.

¢  The budget tables in Schedule Al for some municipalities were either not fully and/or accurately
populated. Discrepancies were noted in the following areas:

o Audited Outcome figures did not reconcile to the Audited Annual Financial Statement figures;

o  The full year forecasts figures for the “current year” were merely replicated as the Adjusted
Budget figures and were not in line with the performance trends;

o The Adjusted Budget figures were not reconciling to the Council approved B Schedule
figures; and

o Discrepancies were also noted between the electronic budgets submitted and the printed
budgets submitted of Schedule Al.

¢ InTable A7, the most common error was the capturing of incorrect figures in the Adjusted Budget
and Audited Outcomes columns. Consequently, incorrect opening balances were carried over to

the MTREEF period.

*  The budgeted revenue cash flow projections in some cases were also based on assumptions of
collection rates which were not realistic.

» Table A8 was commonly characterised by incomplete information, whereby, estimates on items
such as Unspent conditional grants, Statutory requirements, Other working capital requirements,
Other provisions, Reserves to be cash backed by cash/investments, etc. were not fully populated
thereby resulting in an unrealistic picture for the Total Application of cash and investments or an
incorrect amount reflected for Surpluses or Shortfalls as the end result.
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*  Most municipalities did not disclose the rateable properties and market values of rateable
properties in Tables SAl]l and SA12b which limited the analysis of the reasonableness of the
budget estimates on Property rates revenue. Due to the non-submission of Property rates policies
by some municipalities, Provincial Treasury could not determine whether these municipalities have
incorporated into their budgets, the amendments resulting from the Municipal Property Rates
Amendment Act No. 29 of 2014,

*  Some municipalities that provide water and electricity services did not account for the Cost of free
basic services in Table SAl due to incorrectly populating Table SA9 resulting in overstated
revenue budgets for Service charges.

e Tables SA22, SA23 and SA24 relating to Councillors and staff benefits, Salaries and allowances
as well as personnel numbers for some municipalities were poorly populated or not populated
thereby limiting the extent to which the reasonableness of the budgeted salary increases could be
assessed.

¢  Despite the guidance of MFMA Circulars No. 58 and 66 and subsequent MFMA Circulars to
reduce non-priority spending, it was noted that some municipalities have budgeted for items

considered to be non-priority.

e  The item Other expenditure in particular was of concern as the increases in some cases were
excessive. Furthermore, undefined projects and non-priority items were noted in General expenses
resulting in significantly high budget amounts for Other expenditure. Some municipalities also did
not break down Other expenditure sufficiently in Table SAl: Supporting detail to ‘Budgeted
Financial Performance’.

e  For most municipalities, General expenses, as detailed in Supporting Table SA1 contributed more
than 10 percent towards Other expenditure. In terms of the MFMA Budget Format Guide, General
expenses should not exceed 10 percent of the Other expenditure budget. Municipalities were
advised to review their allocation of expenditure to General expenses and reallocate the
expenditure to appropriate expenditure items accordingly.

¢  Some municipalities continued to submit incomplete Budget Tables relating to their capital budget,
including Table SA36: Consolidated detailed capital budget and Table SA37: Project delayed
Jrom previous financial years. Most municipalities still have a chailenge with budgeting for at-
least 40 percent of the Capital expenditure budget for Renewal of existing assets as per National
Treasury’s guidelines. Furthermore, the budgets for Repairs and maintenance were in some cases
unrealistic or questionable and the Asset register summary — Property Plant and Equipment (PPE)
values were also not linked to Asset Registers thereby distorting the information which forms the
basis for the correct calculation of Repairs and maintenance.

e Notwithstanding the importance of supplementing the capital programme from Internally
generated funds, the narrative reports of some municipalities could not adequately demonstrate
that they have cash backed accumulated funds from previous years which remain uncommitted for
other purposes. With the poorly populated Tables A7 and A8, the ability to finance capital
programmes from own funding in some cases could not be established.

e  Overstatement of Gross debtors on Table SA3.

e  Understating provision for Debt Impairment on Table SA3 by not adding the contribution for the
current year or adding a lesser contribution te the provision thus increasing current debtors,

¢  Overstatement of Consumer Debtors (reduces working capital requirement on Table AR),
e  Understatement of Depreciation & Asset Impairment in Table A4.
¢  Understatement of Debt Impairment in Table A4.

¢ Understatement of Trade and Other Payables (reduces working capital requirement on Table
SASB).
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o  Understatement of Trade Creditors and Other Creditors in Table SA3.

M. Municipal Budget Submission Process

The Budget related information listed in the MBRR Schedule A (Annexure C) must be forwarded to
the Provincial and National Treasuries by the deadline dates indicated under Section F of this Circular.
The submission addresses are as follows:

Provincial Treasury (PT)

Printed copies of the required documents can be couriered or hand delivered to:

The Provincial MEMA Coordinator
Provincial Treasury, 7% Floor Treasury House
145 Chief Albert Luthuli Street

Pietermaritzburg, 3201

FOR ATTENTION: FARHAD CASSIMJEE
Electronic copies of the required documents must be e-mailed to mfma@kzntreasury.gov.za.

National Treasury (NT)

Printed copies of the required documents can be sent to:
Posted documents: Couriered documents:
Ms Linda Kruger Ms Linda Kruger
National Treasury National Treasury
Private Bag X115 40 Church Square
Pretoria, 0001 Pretoria, 0002
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Budget related documents and schedules must be uploaded by approved registered users using the LG

Upload Portal at : https:/lguploadportal treasury.gov.za/. It should be noted that all documents sent to
this address must be in PDF format and each PDF file should not contain multiple documents. The

municipality should only make use of lzdocuments@treasury.gov.za if problems are experienced with
the use of https:/Iguploadportal treasury.gov.za/ as per MFMA Circular 93.

Mr, LS‘Magagu]a
HOD: KZN Provincial Treasury

cc B SCOTT — MEC FOR FINANCE
ADMINISTRATORS
JAN HATTINGH, NATIONAL TREASURY
TV PILLAY, NATIONAL TREASURY
N MHLONGO, BUSINESS EXECUTIVE, KZN AUDITOR-GENERAL
LS MAGAGULA, HOD — KZN PROVINCIAL T
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Annexure A

2019/20 Budget Preparatlon Process Checklist
this

thetefore be snhanard

Kindly nate that th wt exhaustive, they are enly

Siatus (where applicable)

No.

Process

Commencad

Progress
[Ploase provide a
copy of the
progress report)

Finaliged

{Plaase provide a
copy of the final
report)

Not dohe

The municipality must ensure the following regarding the Preparation of 2019/20 MTREF Budget

11

That there is sufficient consultation pracess of the iDP and Budget including with sector departments
and other stakehalders such as Rates Payers' Assoclations,

4

The Valuation Rell Is updated and captured on the Financial System,

1.3

Updated Valuation roll shouk! be used to budget for Property rates revenue and Service charges

14

Timeous Application of Eiectrictly Tarif with Eskorn 2 from November 2018

The review of the following budgst related policies:

= Tarfs

> Rates

Cred!t control and debt collestion

Cashk management ard investment

Borrowing

Funding and reserves

Leng-term financlal plan

Supply chaln management

Management and disposal of assets
Infrastructure investment and capltal prejects
Indigents

Free basic services

Budget implementation and monltoring

Personnel

Managing efectricity and water

Any other budget related or firanc!al management
Muricipal entities

Draft Service Delivery and Budget Implementation Plans ($DBiP)

v

VYV VVVVVVYY VY VYV VY

That the MFMA Budget Circulars from National and Provincial Treasuries are considered in the
preparation of the Draft 2019/20 MTREF Budget

The recelpt of 2018 DoRA and Provincial Gazette to ensure that ai! allocations are carrectly considered
In the draf} 2019/20 MTREF budget,

That the Audited Outcome flgures for the 2015/16, 2016/17 and 2017/18 financial years in Schedule A1
agree to the Audited AFS.(and where applicabie, restated figures)

That the budget amounts In Tables A7 and A8 are funded as per gukdeline of Section 18 of MFMA
Clrcular Ne. 55.

That the Surplus/Deficit amounts In Table A4 reconcile to the amount captured In Tables AZ and A3

That the Trating Services are self-supporting (are not operating at a defii).

All budget tables and schedules must be fully completed. NB: All Munlcipal HGDs to assist CFO in
praviding information relating to supporting tables to ersure fuli completion of tables including Non-
Financia! info. e.g. in Tables A5, A9, A10, SA4, SA5, SAG, 5A7, SA9),

That there is sufficlent prevision for debt impairment

That the budget for Renewal of existing assefs over the MTREF is separately reflected as per the
budget format and Is sufficient (at 'east 40 percent of the capltal budget - Refer to MFMA Circu!ar 55)

1.15

That the municipality budget properly and sufficiently fcr Degreciation and Debt Impaisment, and not
budgeting for urrealistic low amounts urder these Items for the sake of balancing the budget or
avoiding deficlis on the operating budget experditure due o these Items

That the Draft 2015/20 SDBIP Is preparad in accordance with MFMA Clreular No. 13 of National
Treasury.

That the Draft 2019/20 SDBIP Is aligned ‘o the IDP and Draft 2019/20 Budget.

That the electroric budget in Schedule A1 and related annua; returms are submitted to PT and NT on 01
Aprit 2019

That the Draft 2018/20 SDBIP is £meous'y submitted to Natlonal and Provincial Treasuries together
with all budget related documents wihin 10 working days afer {abiing %or comments

1.20

That the pianned budgeting for parformarce honuses for Sentor Management Is Jn fine with the
maximur prescribed in the Local Government Performance Regurlations.

1.21

That the foilowing are alse submlted to NT in terms of paragraph 4.4 of MFMA Circutar 51, when
budgeting for renovation and fencirg of cffice buildings:

> Amativation as to why the proposed rew office bulicing Is necessary,

> Adetailed costing of the propesed new office building;

An outiing of how the project is {o be financed; and

>
> An overviaw of the service delivery inrastruciure backlons in the municipality
>

The abova information must be sent toJan Hatfinah (email;jan.hattingh@treasury.gov.za

122

The Draft Budget and all related documents must be submitted to Naticnal and Provincial Treasuries
within the prescribed time frame as per MFMA Circular 93,

1.23

For the municipaities with the municipal entities, the municipality must ensure that the consoiidated
Draft Budget is prepared and submitted to National and Provincla: Treasuries.

1.24

That there is no budgeting for non-priority items In line with MFMA Circuiar No. 58, 70 efc.




Status |where applicable)

No.

Process

Commenced

Progress
(Please provide a

copy of the
progress report)

Finalised
{Please provide a
copy of the final
report)

Not done

CASH FUNDING POSITIONS OF THE BUDGET

Tables AT :Budget Cash Flow

v

Has Table AT been fully populated?

v

Hawve the comact flgures been captured in Table AT's Adjustad Budget and Audlted Outcome
Columns?
This Is crifical to indicate If cormect opening balance are being carried over MTREF

v

Have carrect opening and closing balances af Cash and Cash equivalents been camied over the
MTREF pericd.

v

Is Cash flow balance on Table A7 positive?

22

Tables A8. Cash backed reserves/accumulated surplus reconciliation

v

Has Table A8 been fully populated?
The table must be fully completed including items such as: Unspent conditional grants, Statutory
requirements, Other working capital requirements, Other provisions, etc.

v

Is Cash balance on Table AB showing a surplus?

The municipality must ensure the following regarding the tabling and approval of 2019720
MTREF Budget:

3.1

That the budget In prescribed format (A1 Schedule ver 6.3), reviewad budget related palicies and all
other retated documents are tabted in line with the budget fimetable by 31 May 2015,

3.2

That the PT's comments on 2018/20 Draft Budget as well as the municipality's responses to PT
commeants are also tabled together with 2019/20 MTREF Budget for final approval.

33

Ensure designated municipal official to work with relevant Municipal Budget Analyst In PT regarding the
2019/20 Budget verification process till the process Is concluded.

34

That the approved budget and all related documents including the SDBIP are placed on municipal
websites within 5 days after approval in Council as par MFMA Section 75{2).

35

The Approved Budget and all related documents intluding the SCEIP and Quality Certificate are
submitted 1o National and Provincial Treasuries within 10 working days after approval as per Section
20(1) MBRR.

36

Approved Budget is ¢aptured in the financial system and Is locked.

Non-Financial Information considerations

4.1

Ensure that Tables SA9 and SA1 are accurately and completely populated, consider whether:

- Only whole numbers have been populated for housshold figures in Table SA97

- The iota} number of households are cansistent for Water, Saritatlon, Electricity and Refuse services
regardless of whether the municipallty provides the service or not.

4.2

Infermation papulated in Table SA11 must be consistent with the budget docurments and tars tables,
consider whether,

-The figures populated in Table S5A11 are reasonable in comparison to the dascriptian column

-Measurable performance objectives and indicators have been completed

4.3

Ensure that the figures populated in Table SA12a are consistent with the required value formats as per
description.

44

Ensura that the figures populated In Table SA12b are consistent with the raquired value formats as per
description,

4.5

Ensura that the figures populated In Table SA13a are consistent with the rate randage In the budget
documents and tariff tables.

4.6

Ensura that the fgures In table SA14 have been completed based on ONE househokd for small, medium
and large househokd. During the complation of the tabls, the following should also be considered:

-Is the figure quoted for Middle income range not smaller than affordable range for all tariff categories?
If this Is the case the figures must be checked for accuracy.

-5 the figure quoted for Indigent Income range not smaller than Middle income range for all tariff
calagorles? If this Is the case the figures must be checked for accuracy.

4.7

Verlfy whether the cost totals populated in Table SA22 for senior management, employees and
councillors are consistent with the A4 cost totals for Employee cost and Remuneration of counclliors.

4.8

Conslder the following during the completion of Table SA23:

-Are the cost totals populated for senlor management in Table 5A23 consistent with the cost totals |

populated In Table SA227

-Are the costs totals populated for Councillors In Table SA23 consistent with the cost totals populated In
Table SA227

-Are the basic salaries for Municipal Manager and Chlef Financlal Offlcer reasonable in comparison fo
prior year audited AFS?

Does the municipality have a municipal entity, if 5o was the municipal entity portion of Table SA23

populated?




Status (where spplicable)

No.

Process

Commenced

Progress

[Please provide a | (Please provide a
copy of the copy of the flnal

progress report)

Finalised |

report)

Not done

49

's the head count as pepuiated on Table SA24 realistic when compared with the salaries reportec on
Table SA22?

4.10

Verify whether the totai of all months in Tabie SA25 carresponds to the total reverue and expenditure
on Table Ad, also censider whether

-There are any abnormal (elther abnermally jarge or negative) figires cakeulated for June in Table SA25
inorder to balance the annuai fotal in Table SA25 with the total in Table A4, If these figures exist the
municlpality should invesigate the accuracy of the figures papuiated.

411

Verify whether the total of all months in Table SA27 correspands 1o the total revenua and expenditure
on Table A4, also consider whether,

-There are any abnomal {efther abncrmally large or negative) figures calculated for June in Tabie SA27
in order to baiance the annuai total in Tabie SA27 with the total in Table Ad. If these figures exist the
muricipality sheuld invesigate the accuracy cf the figlires populated.

412

Vertfy whether the total of all months in Table SA29 comespcnds to the total reverwie and exnenditure
on Table A5, also consider whisther:

-There are any abnormal (gither abnomally 'arge or negative) figures calcuiated for June in Table SA29
in order to balanze the annual tctal in Table SAZ9 with the total in Table AS. If these figures exist the
municipatity shculd invesigate the acciracy of the figures populated.

413

Verify whether the GPS coordinates (in decimal) have baer captured for all projects In Table SA3S,
furthermere corsider whether:

-All projects have all the requirea detal’s (GPS co-crdinates, program description, rew of renewal}
populated for ach project?

-All projects included in the bucget align to all projects llsted In the mSCOA datastrings subm'tted for
TABB and ORGB?

-The Capltal expanditure total ir: Table SA36 agrees to the capital expenditure fotal an Table AS?

4.14

Verify whether aii projects which require Inclusion in Table SA37 have been included in Table $437,







Annexure B

Munieipe! Budget Working Paper Fils

Menimun: Information ta be Included In the Munfeipa! Budget Working Paper Flla

iltem In Budget |

Supported In Municipal Budget Worklng Paper Fils

1

"Hevenue by Bource

11

|2ropenly Rates -
«Including penalfiss
and collection charges

Vv v v

Y v v

Valuaticn rell
Copy o rates policy
Proposed rate randage fo: the varicus categories of ratepayers
Proposed penaity and collection charge
Butget calcufation workings
Any oter relevant documentation

1.2

Service Charges —
Elgctricity Reverue

L VY

Vv v

Monthly schedule of Kilowatts sold per category from July to current
Details of any new areas o be billed in the new financia! year

Copy cf tariff policy

Proposed tariffs

Budge! calcutation workings

Any other relevant documentation

13

Servics Charges -
Water Revenue

Vv Vv vV Vv

Monthly schedule of Kilofitres sold per category from Juiy to current
Datails of any new areas to be billed in the new financial year

Copy of ‘ariff policy

Proposed tariffs

Budget calculation workings

Any other relevant documertation

Service Charges -
Waste Ramoval /
Refuse Revenue

V v V|V

Monthly schedule of households/businesses per category from July fo cument
Details of any new areas 1o be billed in the new financial year

Copy of tariff policy

Proposed tariffs

Any other relevant documenation

Service Charges -
Other

V VvV VWV VI Vv

Details of service charges o*her
Copy of tariff policy

Proposed tariffs

Budget calculation workings

Any other refevant documentation

16

Rental of facilities and
equipment

Scheduie of rental facilities and equipment
Copies of lease agreaments for rental properties
Proposed tariffs

Budget calculation workings

Any other relevant documentation

17

Interest earned
extemal investments

Details of proposed investments

Copy of cash management and investments policy
Estimated interest rates

Budget calculation workings

Any other relevant documentation

Interest eamed
outstanding deblors

Copy of debt collection and credit control policy
Proposed interast rate

Budget caleulation workings

Any other relevant documentation

19

Fines

Details of the varicus fines (eg traffic, library, eic)
Proposed farifls

Budget caleulation workings

Any other relevant documentation

1.10

Licences and permits

Schedule of license and permit holders
Proposad tariffs

Budget calculation workings

Any other relevant doclimentation

11

Agency services

Schedule of agency agreements
Copies of agancy agreements
Budget calculation workings

Any other relevant doclimentation

112

Transfers recognised
- Cperational

Schedule of national arnd provincial granis to e transferred to the municipality

Copies cf the relevant gazettas

Letters of confirmation from transferring authority where the grant to be received is not gazetted
Budgst calculation worléngs

Any other relevant documentation

113

Other revenue

Schadule of all other revenue
Budget calcuiation worlkings
Any other relevant decumentaticn

114

Gains or disposal of
PPE

VVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVVV

Schedule of assets to be disposed off

Copias of any policies dealing with the management and disposai of assets
Cepies of council resoiution if applicable authorising the disposal
Estimated hook value of the assets to be disposed of

Estimated proceeds to be received from the disposals

Budget calculation workings

Any ather relevant documentation




Municipal Budget Working Paper Flla

Minlmum information to ba Includad In the Muntcipal Budget Working Paper File

No.

Hem in Budget

Supported In Mumicipal Budget Working Paper Flle

2

Qperating Expenditure by Type

21

Employes related
costs

Copy of approved organogram

Copy of signed agreement between the employer representative and the unions on the applicable wage agresment in force

Copy of relevant policies (e.g. travel, s&t, cell phone, overlime, eic}
Detsils of employer contributions to medical aids, pension funds, efc
Budget calculation workings

Any other relevant documentation

Remuneration of
Coungillors

Listing of all Councilors

Copy of previous years gazette for reference purposes
Budget calculation workings

Any other refevant documentation

23

Debt impairment

Copy of debt collection and credit control policy
Budget calculation workings
Any other retevant documentation

24

Depreciation and
asset impairment

Copy of assels register

Copies of any policies dealing with the management of assets
Budget calculation workings

Any other relevant documentation

25

Finance charges

Copy of loans register

Copies of loan agreements

Copies of amortisation schedules for each loan
Details of any new anticipated loans

Budget calculation workings

Any other relevant dosumentation

26

Bulk Purchases

Monthly schedule of Kilowatts purchased for Electricity from July to current
Monthly schedule of Kilolifres purchased for Water from July o current
Details of any new areas 1o be billed in the new financial year

Copies of any policies related to managing electricity and water

Estimated price increases from bulk suppliers

Budget calculation workings

Any other relevant documentation

a7

Other materials

Listing of other materials
Budget calculation workings
Any other relavant documentation

28

Contracted services

Copy of contracts register

Copies of contracts

Details of any new anticipated contracts
Budget calculation workings

Any other relevant docurmentation

28

Transfers and grants

Details of transfers and grants

Copies of any policies related o the provision of free basic services
Budget calcutation workings

Any other relevant documentalion

210

Cther expenditure —
including repairs and
maintenance

Details of other expenditure — including repairs and maintenance
Budget ¢alcutation workings
Any other relevant docurentation

wm

Loss on disposal of
PPE

>
>
»
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
>
»
>
-
>
>
»
>
>
>
»
>
-
>
>
>
>

Schedule of assels to be disposed off

Copies of any policies dealing with the management and disposal of assets
Copies of Council resolution if applicable authorising the disposal
Estimated book value of the assets fo be disposed of

Estimated proceeds to be regeived from the disposals

Budget calculation workings

Any other relevant documentation




[Municipal Budgat Working Paper File

MinEmur Information to ba Included In the Munitipa! Budget Working Paper Flix

No.
X

Supportad In Municipal Budget Working Paper File

Ilhm In Budget |

Capital Sources of Revenue

Transfers recognised - > Schedule of national and provincial grants to be transtarred to the municipality

capital > Copies of the relevant gazettes

Letters of cenfirmation from transferring authority where the grant to be raceived is not gazetted
Budget calculation workings

Any other relevant documentation

3z

Detaiis of public contributicns and donations
Budget calculation workings
Any other relevant documentation

Public cortributions &
donations

33

Copy of borsowing policy

Copies of lcan agreements

Details of expected horrowings and related projects

Copy of Council resolutior: authorising the proposed horrowing
Any documentation to the support the budget

Budge! calcuiaticn workings

Any other relevant documentation

Borrowing

34

Copy of the funding and reserves policy
Delaiis of the projects to be funded
Eviderce of available funds

udget calcuiation workings

Any other re:evant documentation

Intemnally generated
funds

V VM v v VIV VY VYV VY VIV Y VYV Y W

Capitaf Expenditure

Copy of draft/approved iDP

Copies of any policies dealing with infrastructure investment and capital projects
Listing of projects referenced to the IDP fogether with sources of firance

Copy of procurement/projects plan

Any documentation in support of the budgeted figures

Budget calculation workings

Any other relevant documentation

VOV VYV VY VYV

Loan Repayments

Copy of loans register

Copies of loan agreements

Copies of amortisation schedules for each ioan
Details of ary new anticipated loans

Budget calcuiation workings

> Any cther relevant documantation

VOV Vv

v

Compliance/Performance Informatfon

> Copy of the approved key deadlines for the preparation, tabling and approval of the Annual Budget {S.21(b} of the MFMA}

Copy of tha Council resolution approving stch

Copy of the resolution for the fabling of the annual budge? at least 90 days before the start of the budget year {S.16{2) of the MFMA)

Copy of the tabled budget in Schedule A

Coepy of the advertisement making public the annual budget and inviting the local community to make fo make representations in connection
with the budget (8.22(a)(i) and {ii) of the MFMA}

> Documentary praof that the Municipal Manager has submitted the annual budget in both printed and electronic forrmats to the National Treasury

and the relevant Provincial Treasury (8.22(b}i} and (i) of the MFMA}

Documentary proof that the municipal Council has consicerad the views of the local community, the Natioral and Provincial Treasury and any
provincial or national organ of state or municipality which has made submissions on the budget {5.23(1){a) and (b} of the MFMA)

Copy of the resolution for the consideration of the budget at feast 30 days before the start of the budaet year [S.24{1) of the MFMA)

Copy of the approved Schedule A

Documantary proof that witfin 10 working days after the municipal Courcil has appraved the annual budget of the municipality that the
Municipal Manager has in accordance with section 21A of the Municipal Systers Act made public the approved annual budget and supporting
documentation and the reselutions referred to in 5.24(2){c) of the Act {Regulation 18{1) of the MBRR)

Documentary proof that the Municipal Manager has submitted the approved annual budget to the National and Provincial Treasury (S.24{3) of
the MFIVA) within 10 warking days afier the municipal council nas approved the anr.ual budget (Regulation.20(2) of the MBRR)
Copies of all approved budget related policies

> Copy of approved tanifl of charges

1> Any other relevant documentation

L " T

v v

VoV

v

v

v

Service Delivery and Budget Implementation Plan (SDBIP)

> Copies of parformance agreements of seniar management

> Copies of any relevant gazettes, circulars, ele

> Copy of the draft SDBIP

'r Documentary procf that the municipality has submitted the draft SDB!P to the Naticnal and Provincial Treasury in both printed and elecironic
format (Regulation, 15{3)(b} of the MBRR)

> Copy of the approved SOBIP

> Algnment belween budgst and SOBIP

(> Documeniary proof that the municipaiity's SDBIP is approved by the mayor within 28 days after the approval of the bugget (S.53(c){il}

1> Documentary praof that the munigipal manager has in accordarce with section 21A of the Muricipal Systems Act made public the apprcved

SEBIP within 10 working days after the mayor has approved the plen in terms of 5.53{1)(c)(ii} of the Act (Regu!ation. 19 of the MBRR)

> Any other relevant decumentation







Annexure C

MBRR Schedule A ~ Annual budget and supporting documentation of a municipality

As per the Municipal Budget and Reporting Regulations, the following information should be included
as part of Schedule A:

PART 1 - ANNUAL BUDGET

Mayor’s Report
Resolutions

Executive Summary
Annual Budget Tables

PART 2 — SUPPORTING DOCUMENTATION

Overview of annual budget process

Overview of alignment of annual budget with Integrated Development Plan

Measurable performance objectives and indicators

Overview of budget related policies

Overview of budget assumptions

Overview of budget funding

Expenditure on allocations and grants programmes

Allocation and grants made by the municipality

Councilor and board member allowances and employee benefits

Monthly targets for revenue, expenditure and cash flow

Annual budgets and service delivery and budget implementation plans internal — departments
Annual budgets and service delivery agreements — municipal entities and other external
mechanisms

Contracts having future budgetary implications

Capital expenditure details

Legislation compliance status

Other supporting documents

Annual budgets of municipal entities attached to the municipalities annual budget

Municipal manager’s quality certification

Details on the contents of each of the above Sections are provided in the Schedules to the Municipal
Budget and Reporting Regulations, as published in Part 1 and 2 of the Government Gazette No. 32141

dated 17 April 2009.






