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1. POLICY TITLE
FUNDING AND RESERVES POLICY

2. .v‘lAIN PURPOSE _ .
The Fundmg and Reserves Pollcy is almed at ensurlng that the Mumcnpallty has 5ufﬁcrent

and cost- effectrve cash fundlng in order to achieve its objectlves through the
lmplementatlon ofits operatlng and capital budgets

3. SCOPE OF THE POL'CY
ThlS policy sets outs the assum ptlons and methodology for estlmatmg the following:-

9 PrOJected/estlmated revenue b|ll|ngs collectlons and all dlrect revenues
e The provision for revenue that will not be collected
e The funds the Municipality can expect to receive from investiments;
e The proceeds the: Munlclpallty can expect to receive from the transfer or dlsposal of
assets; S -
e The Mumcrpahty S borrowmg reqmrements and
- The funds to be set. asnde in reserves ‘
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o ";fared a credlble and funded budget to sustam |ts
o operatronal reqwrements and meet |ts Jservuce _ FIIVEFY targ}%ts in: terms of the Sou’%h Afncan'
o

Constltutlon Qi g
- 5. KEY PRINCIPLES ;
The. Fundlng and Reserves Pollcy is based on the followmg p‘}nncrples_:,—
. 'Affordabrllty, ¥ iy
. --{Flnancral sustamabmty,

i

e Equity;and
» 'EfflClenCy.s

6. GOVERNANCE ISSUES
e The Constitution of the Republic South Africa, 1996
e Municipal Budget & Reporting Regulations, 2008 — Item 8 of Part 2
e Municipal Finance Management Act, Sec 168 (Act 56 of 2003)

7. POLICY PROCEDURES _'

7 1. FUNDING OF THE ANNUAL BUDGET
7 1 1An annual budget may only be funded from
o realistically antrupated revenues to be collected A
e _cash backed accumulated funds from previous years surpluses and reserves not
:commltted for any other purpose, and =
° borrovved funds but only for the capital budget.



7.1.2 Realistic anticipated revenue projections must take into account:- O &
. aew  projected revenue fof theicurrént year based on collection levels to date; end

o actual revenue collected in previous financial years.

1.3 Spending on a capital project may only occur if:

e the money for the project, excludlng the cost of feasibility studies, has been
appropriated in the budget;

o the project, including the total cost, has been approved by Council;

e the sources of funding have been considered, are available and have not been
committed for other purposes;

e Council has considered:-
o the projected cost covering all financial years until the project is operational; and
o the future operations costs and revenue on the project, including municipal tax and

tariff implications.

7.2. DEBT MANAGEMENT -

7 2.1: Debtis managed in terms ofthe Council’s Credit Control Policy. -
7 2. 2 The estlmated revenue that will not be coIlected is adequately budgeted asan expense
and is based on the pro;ected annual non payment for servrces '
73.cAsH MANAGEMENT S ‘/[- i . "_‘ o [ S r
.:7 3 1 The avallablhty of cash is one ofthe most |mportant requnrements for fmancral
' sustamablllty and must be cIoser momtored to ensure a minimum cash days on hand
‘as may be determmed from time to time.
7.3.2 Changes in the mumcupal envrronment that may have an impact on the mumcrpal cash
- position mclude but not Ilmlted to the foIIowmg -
s changesin revenue Ievels asa result of changes in consumptlon patterns (water
restrictions, load sheddmg etc);
o reduced growth as a result of economic conditions;
- e -increase in non- payment rate due to economic conditions or political reasons; and .
g . :implementation of electrluty mdustry pricing policy (such as inclining block tarlffs)
-7.3.3 Surplus-cash not mmedrately,requrred for operation purposes is invested in terms of the
Council’s Investment andA-CashiManag’ement Policy so as to maximise the return on
investment. .
toah
7.4. OPERATING BUDGET
7.4.1 The operating budget provides fundin'g'to departments for their medium term
expendlture as planned The Munic;pallty categonses services rendered to the
community: accordmg to |ts revenue generatmg capablhtres as follows -
o - Trading services (servrces that generate predetermmed surpluses that can be used to
fund other services rendered by the Municipality);
i1 ;¢ - -Rates and General (serv_l ¥ that are funded by property rates, government grants or
v surpluses generated by the tradlng serwces)




t et noceesa: Bgonomic services (servicesthat should atleast break-eéven, but do ot ner.-essarliy? A RNECRE
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; . generate any surplusesto.fund other services rendered by the Municipalitsi; ¥
coafA.2 zhe operating budget is funded from the following main sources of revenue:-

s Property rates;

e Service charges;

e Gavernment grants and subsidies;

o Other sundry revenue, such as fines, interest received etc; and

e Cash backed accumulated surpluses from previous years not committed for any other
purpaoses.

7.4.3 The following guiding principles apply when compiling the operating budget:-

¢ The annual budget must be cash backed;

s Growth parameters must be realistic taking into account the current economic
conditions;

o Tariff adjustments must be realistic, taking into consideration affordability, bulk
increases and future pro;ected growth accordmg to the approved Integrated
Development Plan (lDP), . :

-, ® Revenue from government grants and sub5|d|es must be in lrne with allocatrons ’
gazettea in the Division of Revenue Act and Provmcral Gazettes;

.. Revenue from publlc contrlbutlons, donatrons or any other grants may only be
rncluded in the budget if there are acceptable documentatlon that guarantees the
transfer of funds such as R ‘-“ ' :

X (a) a srgned service level agreement :
(b) a contract or wrrtten conflrmatlon or ;
(c) any other legally b:ndlng document.
' e Property rates are Ievred according to the Mumcrpal Property Rates Act and Property
j .~ . Rates Pollcy based on market value. The budget is complled using the latest approved
. Valuatlon Roll and any Supplementary Valuatron Roll, consistent with current and past
i .. trends. Property rates and rebates are determmed annually as part of the tariff setting
process;
- Property rates rebates, exemptions and reductions are budgeted either as revenue
foregone or as a grant in a|d in terms of relevant legislation;
w0 -0 Projected revenue from servnce charges must be realistic based on current and past
trends with expected growth consndermg the current economic conditions.
The following factors must be considered for each service:-
(a) Metered services comprising of electricity and water:-
- the consumption trends for the previous financial years;
- envisaged water. restrrctlons or load shedding when applicable; and
- actual revenue collected in prevrous frnanual years
(b) Refuse removal servrces - v
- the actual number of households recelvmg the servnce per category; and
- actuaI revenue collected in prevrous financial years
(c) Sewerage services:-
- the actual number of erven recelvmg the service per category and/or
consumption trends per category, and



- actual revenue collecied in:previous financial years. @
»!-» Tariff rebates, exemptions or:reductions for service charges are budgeted either as 5
revenue foregone or as a.grant in aid i interms of relevant legislation;
. » Other projected revenue is charged in terms of the approved sundry tariffs and fines - & NIERRY
considering the past trends and expected growth for each category.

s Estimated revenue that will not be coilected will be expensed agamst the expendrture
item debt impairment and is based on the Credit Control Policy.

e Accumulated surpluses may be utilized to fund current year’s operating deficit.

e Interest received from actual long-term and or short-term investments are based on
the amount reasonably expected to be earned on cash amounts available during the
year according to the expected interest rate trends.

¢ Depreciation charges are fully budgeted for according to the asset register.

e The annual cash flow requirement for the repayment of borrowings must be fully
taken into consideration With the setting of tariffs.

¢ Adetailed salary budget is complled onan annual ba5|s AII f|IIed and funded vacant

B posrtlons are budgeted for in-total. DI e e 5

¢ To ensure’ ‘the health of the mumcupal asset base, sufﬁaent estrmates must be made.

. for the marntenance of existing and mfrastructure assets based on affordable levels.

S-jlndIV|dual expendrture Ilne |tems are to be revnewed each year when complllng the -

'Qbudget to; ensure proper control over operatlng expendlture Increases for these lme
' 'rtems must be linked to the average mflatlon rate and: tmacro- economlc mdlcators
unless a S|gned agreement or contract strpulates othervwse
' 8. CAPITAL BUDGET o
8.1 The capltal budget provrdes funding for the Munucrpahty s caprtal programme based on
the needs and objectives as |dent1f|ed through commumty consultatlve process,. whrch
finds express:on in the Integrated Development Plan , .
8.2 Provisions oh the capital budget will-be limited to avallabrhty of sources of funding and
affordability. The main sources of fundlng for capital expenditure are:-
o available own funds;
e horrowings;
e government grants and subsidies;
e public donations and contributions; and
o operatingrevenue. i - T
8.3 . The following guiding principles apply when considering sources of funding for the capital
budget:-
e Government grants and-subsidies:- - -
{a) only gazette allocations or transfers as reflected in the Division of Revenue Act or TR
allocations as per Provmcral Gazettes may be used to fund pl’OjeCtS RPN
(b) the conditions’ of the Specrﬁc grant must be taken into consrderatlon when
allocated to a speuflc prorect and
(c) Government grants and subsrdles allocated to specific capital projects are
provided for on the relevant department S operatmg budget to the extent that the'
conditions will be met dunng the financial year. .




wielibal in the case of public contributions, danations. and/or other grants, such capital

projects may only be included in the annual budget if the transfer of fundi.,o
guaranteed by means of:-

(a) a signed service level agreement

{b) a contract or written conflrmatlon and/or

(c) any other legally binding document.

Public donations, contributions and other grants are provided for on the relevant
department’s operating budget to the extent that the conditions will be met during
the financial year.

The borrowing requirements as contained in the borrowing policy are used as a basis
to determine the affordability of external loans over the Medium Term Revenue and

Expenditure Framework.

8.4 All capital projects have an effect on future operating budgets. The following cost factors
should therefore be considered before approval:-

PROVISIONS

additional personnel cost to staff new facilities once operational;

“additional contracted serwces such as securlty, cleamng etc.

addmonal general expendlture such as serwces cost, statlonery, telephones material

}."etc.

addltlonal other capltal reqmrements to operate the fac:llty, such as vehlcles plant
and equment furmture and ofﬁce equment etc ‘i B
addmonal costs to mamtam the assets R ' T .
addmonal mterest and redemptlon in the case of borrowmgs

addltlonal deprec-atlon charges .
addltlonal revenue generatlon ‘The |mpact of expendlture items should be offset by

additional revenue generated: to determme the real |mpact on tariffs.

AN

9.1A provision is recognised when the Municipality has a present obligation as a result of a
past event and |t is probable, more likely than not, that an outflow of resources
-embodying economic benefits or service potential will be required to settle the obligation
and a reliable estimate can be made of the amount of the obligation.

9.2 Provisions are revised annually and those estimates to be settled within the next twelve
(12) months are treated as current liabilities.

9.3 The Municipality has the following provisions:-

C e

Landfill rehabilitation provision

- The landfill site rehabilitation provision is created for the current operational site at

the future estimated time of closure. The value of the provision is based on the

. ‘expected future cost to rehabllltate the landfill site. Budget should be made available

on an annual basis to enable the ongomg rehabllltatlon of landfill sites.
Competence and Capacity to lmplement
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10. OTHER iTEMS TO BE CASH BACKED P
10.1. Donations, Pubiic Contributions, Unspent Condltlonal Grants Revenue received from

conditional grants, donations and funding is recognized as revenue to the extent that the
Municipality has complied with any of the criteria, conditions or obligations embodied in
the agreement.

Unspent amounts in relation to donations, public contributions and unspent grant funding
are therefore retained in cash and are not available to fund any other items on the
operating or capital budget other than that for which it was intended for.

11. IMPLEMENTATION AND REVIEW OF THIS POLICY

11.1. This policy shall be implemented once approved by Council.
11.2. In terms of section 17(1)(e) of the MFMA this policy must be reviewed on an annual
basis and the reviewed policy tabled to Council for approval as part of the annual

12, RELEVANT LEGISLATION APPLICABLE TO :I'HIS POLICY :

-ThlS pollcy glves effect to the provmon of the followmg leglslatlon

e The Constltutlon of the Republlc of South ‘Africa, 1996
e ._The Mun|C|paI Budget & Reportmg Regulatlons 2008 Item 8 of Part 2 [
é_- , The Local Govemment Mumcnpal Finance Management Act (MFMA) Sectlon 168 (Act

No. 560f2003) _ I b f
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