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1. PREAMBLE

In the spirit of the Municipal Finance Management Act, (No.56 of 2003) “ to modernize budget
and financial management practices by placing local government finances on a sustainable
footing in order to maximize the capacity of municipalities to deliver services to all residents

customers, users and investors” and,

Whereas chapter 4 of the Municipal Finance Management Act, (No 56 of 2003) determines that
a municipality may, except where otherwise provided in the Act, incur expenditure only in terms
of an approved budget; and within the limits of the amounts appropriated for the different votes

in an approved budget,

Therefore the Stellenbosch Municipality revised its Budget Policy to give effect to the Budget

and Reporting Regulations as set out in this policy.

2. OBJECTIVES OF POLICY

The objective of the budget policy is to:

a) The policy sets out the budgeting principles which Stellenbosch Municipality will follow in
preparing each annual budget or adjustments budget). The policy aims to give effect to
the requirements and stipulations of the Municipal Finance Management Act in terms of

the planning, preparation and approval of the annual budgets.

b) The policy shall apply to all the relevant parties within the Stellenbosch Municipality that

are involved throughout the budget process.

c) A Budget Steering Committee will be established to guide the budget process.



3.

3.1

BUDGET PRINCIPLES

Capital Budgets

The capital budget refers to the allocations made to specific infrastructural projects and the
purchase of equipment and other forms of assets, as classified per the Stellenbosch Asset
Management Policy.
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a)

Basis of Calculation

The current three year MTREF budget, including two future planning years in terms of

the 5 year IDP, is the departure point in preparing the subsequent annual capital budget.

The annual capital budget shall be based on realistically anticipated revenue (capital
loans to be taken up will be deemed to be part of this), which should be equal to the

anticipated capital expenditure in order to result in a balanced budget.

The impact of the capital budget on the current and future operating budgets in terms of
finance charges to be incurred on external loans, depreciation of fixed assets,
maintenance of fixed assets and any other operating expenditure to be incurred resulting
directly from the capital expenditure, should be carefully analysed when the annual

capital budget is being compiled.

In addition, the council shall consider the likely impact of such operational expenses- net
of any revenues expected to be generated by such item- on future property rates and

service tariffs.



3.1.2 Financing

Own Financing Sources

The Council shall establish a Capital Replacement Reserve (CRR) for the purpose of financing

capital projects and the acquisition of capital assets. Such reserve shall be established from the

following:
a) unappropriated cash-backed surpluses to the extent that such surpluses are not
required for operational purposes;
b) further amounts appropriated as contributions in each annual or adjustments
budget; and
c) net gains on the sale of fixed assets in terms of the fixed asset management and

accounting policy.

Other Finance Sources

The Ad- Hoc capital budget shall be financed from external sources such as the following:

a) Grants and subsidies as allocated in the annual Division of Revenue of Act;

b) Grants and subsidies as allocated by Provincial Government;

c) External Loans;

d) Private Contributions;

e) Contributions from the Capital Development Fund (developer’s contributions);
and

f) Any other financing source secured by the local authority.

3.1.3 Process and responsible parties

The process to be followed in the compilation of the capital budget is as follows:

a. The current 3 year MTREF budget is the departure point in preparing the subsequent

annual capital budget.
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The CFO, in conjunction with the Senior Manager: Financial Management Services and
the Manager: Budget & Costing and after consultation with the Budget Steering
Committee sets the reasonable growth level of the capital budget to be financed out of

own and external sources and determines affordability.

The draft capital budget is compiled based on the projects that emanated out of the

engagements with the different stakeholders.

The CFO, together with the Senior Manager: Financial Management Services, engage
with the Directors and the Senior Managers in order to determine the priorities for a
particular financial year and to determine the ranking of projects based on these

priorities.

The draft capital budget is submitted to the Budget Steering Committee for perusal and

suggestions.

The draft capital budget is tabled in Council at least 90 days (31 March) before the start

of the new financial year.

After the draft budget is tabled in Council, it is advertised for public comment for a period
of 30 days.

Once the comments from the public have been received, noted and considered, any
amendments and the final budget are tabled in Council for final approval, at least 30

days (31 May) before the start of the financial year.

Implementation
The process to be followed in the compilation of the capital budget is as follows:

a) After the budget has been approved, the service delivery and budget
implementation plan (SDBIP) should be compiled.

b) The SDBIP must be tabled to the Mayor within 28 days after aforementioned
approval.

c) Each director has to indicate the intended spending patterns of both their capital

and operating budgets. (Cash flows)



d) These listed cash flows are consolidated into the Service Delivery and Budget
Implementation Plan of the organisation.

e) The SDBIP will be monitored on a monthly basis

f) Each directorate can use their respective vote numbers as indicated on the
capital budget

3.2 Operational Budget

The operational budget refers to the funds that would be raised in the delivery of basic services,
grants & subsidies and any other municipal services rendered. These funds are in turn used to

cover the expenses incurred in the day to day running of the organization.

3.2.1 Basis of Calculation

a) A zero based approach is used by budget holders in preparing the annual operating
budget, depending on the type of revenue or expenditure.

b) The annual operating budget shall be based on realistically anticipated revenue,
which should at least be equal to the anticipated cash operating expenditure in order
to result in a balanced budget.

c) An income based approach shall be used where the realistically anticipated revenue
would firstly be projected. The level of operating expenditure will then be based on

the projected revenue, thus resulting in a balanced budget.

3.2.2 Financing

The operating budget shall be financed from the following sources:

Agency Services - Compensation received by the municipality for cost to provide

the agency service should be recognised as receipts and not set-off against the
expenditure. This compensation maybe in the form of commission, agency fees, contract
fees, etc.



Interest, Dividend and Rent on Land - Consist of the income associated with
ownership of interest bearing financial instruments, such as bank deposits, loans
extended to others, and bills and bonds issued by others. Dividends come in the form of
receipts from shares and distribution of profits to the owner. Rent on land is the receipts

due to ownership of land.

Operational Revenue - Operational revenue refers to all other income not elsewhere
classified such as administrative fees, bad debts recovered, breakages, commission,

discounts and early settlements, etc.

Rental from Fixed Assets - Operating lease income received by the municipality from
external use. Distinction is made between rental income based on market related versus

non-market related rates.

Sales of Goods and Rendering of Services - This category consist of sales and
services rendered provided that the municipality produced or partially produced the good

or service.

Service Charges - This group of accounts provides for the basic services delivered by

municipalities.

Licences or Permits - Granting of licences or permits associated with a regulatory
function by government. Fees recognised under this category must result from a
principle agreement. If the municipality act as an agent on behalf of provincial or national
government the transaction need to be treated accordingly. Judgment need to

be applied in deciding whether the "licence or permits" need to be classified as

exchange or non-exchange revenue.

Fines, Penalties and Forfeits - This item consists of all compulsory receipts imposed
by a court or quasi-judicial body. Out-of-court settlements are also included in this
category. As with taxes, this item consists of unrequited, compulsory transactions. Thus,
the recipient municipality does not provide anything in return for these

receipts.



Property Rates - Property Rates means a municipal rate on property envisaged

in section 229 (1)(a) of the Constitution read with the Municipal Property Rate Act 6 of
2004 as amended by the Municipal Property Rates Amendment Act, 2014. Rateable
property means property on which a municipality may in terms of section 8 levy a rate

and excludes impermissible rates as per section 17 of the Act.

Transfers and Subsidies - This category provides for of all unrequited, voluntary
receipts from other parties. Thus an entry should be made under this item when the
municipality does not provide anything of similar value directly in return for the transfer
from the other party and the transfer is voluntary. {GRAP 23: Transfers are inflows of
future economic benefits or service potential from nonexchange transactions, other than
taxes.} This group of accounts provide for "operational and capital transfers and

subsidies" received "in-kind or in monetary value".

Interest, Dividend and Rent on Land - Consist of the income associated with

ownership non-exchange transactions.

3.2.3 Process

a. The CFO, in conjunction with the Senior Manager: Financial Management
Services and the Manager: Budget & Costing, and after consultation with the
Budget Steering Committee, sets the reasonable growth level of the operational
budget based on the current financial performance and the prevailing industry

growth levels. (i.e. CPI).

b. After the income has been determined, an acceptable growth level for the
operating expenditure is determined and the draft operating budget is discussed

with the relevant Directors for their perusal and amendments.

C. The draft operating budget is compiled based on the submissions from the

engagements with the different stakeholders.



3.2.4

The draft operating budget serves before the Budget Steering Committee for

perusal and suggestions.

The draft operating budget is tabled in Council at least 90 days (31 March) before

the start of the new financial year.

The draft SDBIP is tabled in Council at least 90 days (31 March) before the start

of the new financial year.

After the draft budget is tabled in Council, it is advertised for public comment for

a period of 30 days.

Once the comments from the public have been received, noted and considered,
the final budget (inclusive of any amendments) is tabled in Council for adoption,

at least 30 days (31 May) before the start of the financial year.

Sect 25(1) of the Municipal Finance Management Act (56 of 2003) states that

“if a municipal council fails to approve an annual budget, including revenue
raising measures necessary to give effect to the budget, the Council must
reconsider the budget and again vote on the budget, or on an amended version

thereof, within 7 days of the Council meeting that failed to approve the budget.”

Implementation

a)

After the budget has been approved, the service delivery and budget

implementation plan (SDBIP) is compiled.

The SDBIP must be tabled to the Mayor within 28 days after aforementioned

approval.

Each director has to indicate the intended spending patterns of both their capital

and operating budgets. (Cash flows)



d) These listed cash flows are consolidated into the Service Delivery and Budget

Implementation Plan of the organisation.

e) The SDBIP will be monitored on a monthly basis.

f) Each directorate can use their respective vote numbers as indicated on the

operating budget.

3.2.5 Adjustments Budgets

(@)

(c)

Each adjustments budget shall reflect realistic excess, however nominal, of current

revenues over expenses.

The Chief Financial Officer shall ensure that the adjustments budgets comply with the
requirements of the National Treasury, reflect the budget priorities determined by the
executive mayor, are aligned with the IDP, and comply with all budget-related policies,
and shall make recommendations to the executive mayor on the revision of the IDP and

the budget-related policies where these are indicated.

Council may revise its annual budget by means of an adjustments budget as regulated.

The Accounting Officer must promptly adjust its budgeted revenues and expenses if a

material under-collection of revenues arises or is apparent.

The Accounting Officer shall appropriate additional revenues, which have become
available but only to revise or accelerate spending programmes already budgeted for or
any areas of critical importance identified by Council in compliance with Item 2 of Section
10.

The Council shall in such adjustments budget, and within the prescribed framework,
confirm unforeseen and unavoidable expenses on the recommendation of the Executive

Mayor.



(@) Only the Executive mayor shall table an adjustment budget. Adjustments budget shall be

done once as part of the mid-year budget performance assessment.

(h)  An adjustments budget must contain all of the following:
I.  an explanation of how the adjustments affect the approved annual budget
Il.  appropriate motivations for material adjustments; and
. an explanation of the impact of any increased spending on the current and future

annual budgets.
(i)  Any unappropriated surplus from previous financial years, even if fully cash-backed, may
not be used to balance any adjustments budget, but may be appropriated to the

municipality’s capital replacement reserve.

(i)  Municipal taxes and tariffs may not be increased during a financial year except if required

in terms of a financial recovery plan and or per National Treasury Regulations.

(k) Unauthorised expenses may be authorised in an adjustments budget.

4, REVIEW OF POLICY

(a) This policy shall be reviewed on an annual basis to ensure that it is in line with the
municipality’s strategic objectives, good governance, prudent expenditure management

and with relevant legislation.
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