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Notwithstanding the review date herein, this policy shall remain effective until such 
time approved otherwise by Council and may be reviewed on an earlier date if 
necessary.  
 
PREAMBLE 
 
In an attempt to ensure that the municipal budget processes are effectively and 
efficiently followed by all Departments within the Merafong City Local Municipal area 
of jurisdiction, in order to ensure that basic services are delivered to the communities 
timeously as required by the Constitution of the Republic of South, Municipal 
Systems Act No. 32 of 2000, section 18 of the Municipal Finance Management 
Act No. 56 of 2003, other municipal policies, Budget and Reporting Regulations and 
other government regulations, the Merafong City Local Municipality hereby approves 
the Funding and Reserves Policy, has the meaning so assigned, and : 
 
“Creditor:- in relation to a municipality, means any person or service provider to 
whom money is owing by the municipality 
 
“Financial Statement” – Means statements consisting of at least 

(a) Statement of Financial performance;  
(b) Statement of financial performance; 
(c) A cash- flow statement; 
(d) Any other statement that may be prescribed 

 
1 INTRODUCTION 
 
The purpose of this document is to outline sound principles to be adhered to in 
managing the funds and reserves of the Municipality. The Local Government: 
Finance Management Act 56 of 2003 Municipal Budget and Reporting Regulations, 
2009 section 8 requires that Merafong City should have a Funding and Reserves 
Policy.  
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2 SCOPE 
 
This policy must be adhered to by all Councillors, management, staff and officials of 
the Municipality. Failure to comply with the policy will result in the institution of 
disciplinary proceedings against the parties involved. 
 
3 FUNDING OF BUDGET EXPENDITURE 
 
The annual budget must generally be funded for capital and operating expenditure or 
as may be prescribed from time to time by the national or provincial government.   
 
3.1 The municipality will only fund the budget from the following revenue streams: 
(a)  realistically anticipated direct revenues to be collected from tariffs, rates, taxes, 

levies, service fees and other charges; 
(b)  cash-backed accumulated funds from previous years’ surpluses not committed 

for other purposes;  
(c)  borrowed funds which may only be used for capital expenditure; and 
(d)  realistically anticipated revenues to be received from national or provincial 

government, other municipalities, donors or any other source with acceptable 
documentation in terms of regulation 10 2(a)(b) and (c) of the Budget and 
Reporting Regulations of 17 April 2009 No:32141  that guarantees funds.  

 
3.2  Revenue projections in the budget must be realistic and take into account: 
(a)  projected revenue for the current year based on collection levels to date; and 
(b)  actual revenue collected in previous financial years 
 
3.3 Budget preparation required certain estimates and assumptions to be made, 

with particular reference to the following: 
(a)  projected billings and collections 
(b)  estimating the amount if income that will be forgone 
(c)  the funds to be received by the municipality from its investments 
(d)  proceeds that the municipality will get from disposal of its assets 
(e)  borrowing requirements of the municipality and  
(f)  funds to be set aside as reserves. 
 
Section 19 of the MFMA also requires spending on capital project may only be 
commenced once the funding sources have been considered, are available and 
have not been committed for other purposes. Furthermore, Chapter 6 of the MFMA 
guides on the requirements of obtaining Short and Long Term Debt. 
  
4 RELIEF, CHARITABLE, TRUST OR OTHER FUNDS 
 
4.1  The municipality may set up a relief, charitable, trust or other funds for 

purposes of community development in terms of a deed constitution approved 
by the council.  All relief, charitable, trust other funds established in terms of 
this policy whether by a political structure or an office bearer may only be 
opened in the name of the municipality. Only the municipal manager may be 
the accounting officer of any such fund. 
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4.2  The municipality may open a separate bank account in the name of the 
municipality for the purpose of a relief, charitable, trust or other fund. 

 
4.3  Money received by the municipality for the purpose of a relief, charitable, trust 

or other fund must be paid into a bank account of the municipality, or if a 
separate bank account has been opened into that account. 

 
4.4  Money in a separate account opened in terms of this paragraph may be 

withdrawn from the account without appropriation in terms of an approved 
budget, but only: 

(a)   by or on the written authority of the accounting officer acting in accordance with 
decisions of the municipal council; and 

(b)  for the purposes for which, and subject to any conditions on which, the fund 
was established or the money in the fund was donated. 

 
4.5  Only donations, grants or funds appropriated in the budget for purposes of the 

relief, charitable, trust or other funds may be deposited into an account opened 
in terms of this paragraph. 

 
 
 
 
5 FUNDING OF CAPITAL PROJECTS 
 
Capital projects may only be funded if approved in terms of an Integrated 
Development Plan of the municipality or a council resolution. 
 
5.1 The 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; 
(b)  provisions relating to contracts having future budgetary implications in terms of  

section 33 has been complied with, to the extent that that section may be 
applicable to the project; and 

(c)  the sources of funding have been considered, are available with reference to 
acceptable documentation in terms of regulation 10 2(a) (b) and (c) of the 
Budget and Reporting Regulations of 17 April 2009 No: 32141 and have not 
been committed for other purposes. 

 
5.2  Before approving a capital project, the council 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 

revenue, expenditure   and long term budgetary implications. 
 
5.3  The council may approve capital projects below a prescribed value either   

individually or as part of a consolidated capital programme as captured in 
Tables A5 & SA 36 of the budget schedules. 

 
6 BUDGET FUNDING ASSUMPTIONS 
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6.1 The municipal budget is prepared on the basis of MTREF based accrual 
accounting, a system of accounting where transactions are brought to account 
in the financial year in which they occur; irrespective of whether cash is paid or 
received in respect of such transactions during the financial year concerned. 

 
6.2 Capital budget is the estimate of the capital expenses which will be incurred 

over the relevant financial year; and the sources of finance from which these 
expenses will be funded. 

 
6.3 Funding must therefore given the current global economic crisis affecting South 

Africa and the municipality in particular reflect on the following priorities:  

 Management  of  debt collection;  

 Commitment to the eradication of poverty;  

 Local Economic Development(LED) initiatives that foster micro and small 
business opportunities and job creation;  

 Optimisation of  asset base;  and  

 Expediting spending on capital projects that are funded by conditional grants. 
 
6.4 Further the municipality will fund its budget based on the endeavour to meet the 

following national objectives; being:- 

 Protect the poor.   

 Build capacity for long-term growth.  

 Sustain employment growth.   

 Maintain sustainable debt level.  

 Address sectoral barriers to growth and investment. 
 
6.5 The budget assumptions/parameters are determined in advance of the budget 

process to allow budgets to be constructed to support the achievement of the 
longer-term financial and strategic targets. The municipal fiscal environment is 
influenced by a variety of macroeconomic control measures. For instance the 

 National Treasury determines the ceiling of year on year increases in the total 
operating budget; whilst the National Electricity Regulator of South Africa 
(NERSA) regulates electricity tariff increases. Various government departments 
also affect municipal service delivery through the level of grants and subsidies. 

 
6.6  The following estimates and assumptions need to be considered when 

preparing the budget:  
  
6.6.1  CPI Projections over the MTREF 
 
6.6.2  Investment of Funds and Interest  
  The municipality will budget up to 3 % of its budget for reserves that will be 

used as cash for investments and this will indicated in Table A8 of Budget 
schedules. 

 
6.6.3  Tax Base Growth 
  The financial benefits of continued property and commercial development 

must be property audited and costed by projection. This is expected to 
increase municipal revenue as rates and tariffs base will grow.  
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6.6.4  Collection Rate 
 
6.6.5  Bulk Tariff Increases Electricity and Water 
  Water tariffs must be on aggregate fully cost-reflective – inclusive of bulk 

cost of water, the cost of maintenance and renewal of purification/treatment 
plants and network infrastructure, and the cost of new infrastructure; The 
increase of prices water for 2017/2017 year is necessitated by increases in 
maintenance of ageing infrastructure and provision of services to new areas 
developed. 

 
  Other factors that contributes to increases in levels of rates and service 

charges are; among others;  

 Increased maintenance of network and structures. 

 Provision for filling new vacant positions. 

 Infrastructure roll out and provision of basic services. 
 
Property rates rebates, exemptions and reductions are budgeted in 
compliance with Mscoa classification. 
 

6.6.6  Salary Increase 
 
A detailed salary budget is compiled on an annual basis. All funded positions are 
budgeted for in total and new and/or funded vacant are budgeted only of the total 
package considering the time for the recruitment process. 
 
6.6.7  Demand for Services 
  The demand for services if forever increasing with new commercial, 

industrial and residential centres developed. The new Low Cost housing and 
relocation are in particular expected to impact on the demand for services. 
Self funding of infrastructure may be a challenge to the municipality. The 
municipality must establish accurate figures for these purposes.   

 
  All of the above result in the demand for basic services like electricity; water; 

sanitation; refuse removal and cleansing increasing accordingly; together 
with the infrastructure developments like the construction of roads and storm 
water drainage. 

 
 
6.6.8  Free and Subsidized Basic Services 
  As a manner of taking care for the poor; the municipality through its indigent 

policy will subsidies indigent households. Cost of the Subsidy has an impact 
in the funding of the budget. Accurate figures of current and projected future 
indigent applications should be made based on the previous and current 
years’ subsidy patterns taking into account the economic meltdown effects 
on the local communities. 

 
6.6.9   Service Charges and Other Fees 
  There is currently no alternative mechanisms other than rates tariffs for 

generation of revenue to the municipality.  In terms of Municipal Systems 
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Act; the determination of tariffs is the sole responsibility of Council.   When 
determining rates and tariffs; the Council considers affordability by 
consumers. The municipality should investigate possibility of providing 
services to neighbouring municipalities as sources for funding its budget.   

 
6.6.10  Valuation of Properties per eh valuation roll   
 
Relationship with other policies 
 
This policy needs to be read in conjunction with other relevant adopted of the 
municipality, including the following: 

 Accounting Policy 

 Cash Management and Investment Policy 

 Long term Financial Plan Policy   
 
 
7. RESERVES 
 
7.1 Reserves are cash backed accumulated surpluses or portions thereof 

committed for specific purposes. All reserves are “ring fenced” as internal 
reserves within the accumulated surplus. The following reserves may, inter alia, 
be established provided they are cash backed 

 Capital Replacement Reserve 

 Developers Contributions Reserve 
 
7.2. Reserves must be invested and used in terms of the Investment policy of the 

municipality. These transfers from the net surplus may only be made if they are 
backed by cash. Interest earned on the reserves invested is recorded as part of 
total interest earned in the Statement of Financial Performance. Such interest 
may be used as revenue to fund the municipal budget. 

 
AUTHORITY 
 
Formulation Policy                             : Acting Chief Financial Officer 
Authorisation Policy   : Council 
Ownership    : Acting Municipal Manager 
Maintenance Manager  : Acting Manager:  Budget and Treasury 
     
 


