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Foreword

The Municipal Finance Management Act MFMA) aims to modernise budget and financia
management practices in municipalities in order to maximise the capacity of municipalities to
deliver services to al their residents, customers and users. It also aims to put in place a sound
financial governance framework, by clarifying and separating the roles and responsibilities of
the executive mayor or committee, norn-executive councillors and officias.

The Act empowers the mayor (or executive committee) to provide political leadership by taking
responsibility for policy and outcomes, and holds the municipal manager and other senior
managers responsible for implementation and outputs. Non-executive councillors are
empowered to play a key policy-approval and monitoring role through the municipa council.
The Act aims to enable managers to manage, but to make them more accountable.

All these various roles are possible because of the stringent reporting requirements of the Act —
the challenge facing all stakeholders is their capacity to use the management information
produced in terms of the Act to improve the efficiency and effectiveness of the municipdity.

The Act is required by the Constitution, which obligates all three spheres of government to be
transparent about their budgets and financial affairs. It also forms an integral part of the broader
reform package for loca government outlined in the White Paper on Local Government in
1998. The Act must be read together with other local government legidation, particularly the
Municipa Systems Act, to ensure aignment of IDPs, budgets, performance systems and
governance across municipa entities.

The Act takes effect on 1 July 2004, and replaces al other legidation that governs municipal
financia management; details of the legidation to be replaced will be outlined in future
Government Gazettes Given the fundamental transformation of current practices required, the
Act will be phased in over the next three years, taking into account the capacity of
municipalities. The implementation of the Act is a unique opportunity for each municipality to
reap great benefits for all dakeholders if it is done properly. To ensure this, | want to urge
municipalities not to rush to implement the Act as a once-off event and to comply nominally
with rules rather than the underlying principles. It would be better to phase in the Act in a way
that leads to sustainable and continuous improvement each year. There are no easy answers to
how best to implement the Act, and the solutions cannot be found in the National Treasury or
even in the private sector — it is the practitioners in every municpality who can and must find
ways to do so, and | would therefore like to encourage innovative municipalities or officials to
provide information on their best practices. The National Treasury (not being a municipal

practitioner) will facilitate these collective or peer-learning approaches by promoting such best
practices. Such transformation is necessary even for the many private sector and teaching

ingtitutions that want to provide management, budgeting, financial or accounting services for

municipdities.

This Guide is the first in a series of publications developed by the National Treasury to help
municipdities and other important stakeholders implement the changes brought about by the
introduction of the Act, not only the letter of the law but also its spirit. Its title, “Modernising
Financial Governance...” represents the core thinking behind the legidation.

| wish you well in your reform programme.

Trevor Manuel
Minister of Finance
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The purpose of the Guide

The purpose of this Guide is to provide practitioners, and others interested in local government,
with an initial understanding of the context and content of the MFMA.

It provides mayors, councillors, municipal officials, communities and other stakeholders with a
first point of reference in familiarising themselves with their new responsibilities in municipal
financial management.

The Guide provides readers with a thorough understanding of the intent of the legislation and its
implications for local government and for the elected members and officials that serve within it.

How to use this Guide

The Guide is not a legal document, nor does it provide legal opinion or interpretation on any
matter contained in the legislation. It should therefore be used only to obtain general advice and
assistance to help practitioners develop their broader understanding. It should not be read in
isolation of the Act or acted upon without legal advice.

Disclaimer

This Guide is compiled using the latest information available from departmental and other
sources. Some of this information may be subject to further amendment.







PART ONE

VISION AND UNDERLYING PRINCIPLES






Chapter 1. Vision

Background

The Municipal Finance Management Act MFMA) ams to modernise budget and financial

management practices in municipalities in order to maximise the capacity of the municipalities
to deliver servicesto al their residents, customers and users. It also gives effect to the principle
of transparency as required by sections 215 and 216 of the Constitution.

The MFMA must be read together with three other critical pieces of legidation: the Municipa
Structures Act, the Municipal Systems Act and the Property Rates Act. All four of these Acts
have been designed to give effect to the 1998 White Paper on Local Government, which ams to
transform municipalities to become more participatory, transparent and accountable.

Past practices

The Act replaces the current antiquated system of local government finance inherited from the
previous rules-bound dispensation in 1994, which focused on rules and procedures rather than
on sound outcomes. These practices included one-year, detailed line-item budgets, which did
not allow for forward-planning or long-term strategic planning. Previous practices were one-
dimensional, financial processes that were generadly centrally controlled by prescribed
bureaucratic rules and regulations that stifled manageria efficiency, inhibiting innovation and
information and often resulting in poor decison-making and a passive approach to financia
management generally.

Financia planning within municipalities tended toward short-term outputs that were not
necessarily integrated into long-term outcomes. Budgets typicaly catered for immediate
demands with little or no view to future needs or the future consequences of particular
decisons. This often resulted in councils allocating resources based on historical commitments
rather than looking at current priorities and future community needs.

Municipal practices were not rooted in a culture of performance and regular reporting. Reports
were often irregular or inaccurate, or contained too much or too little information, with alack of
proper analysis to guide the council. Executive mayors/committees did not receive monthly
budget reports from the municipa manager. Municipaities did not publish annua reports with
non-financial performance information and did not submit their financial statements for audit on
time or in some cases a al. The lack of effective monitoring and reporting systems often
resulted in councils finding out too late about any financial problems that had arisen.
Councillors could not play a leadership or oversight role, and neither could the community
participate due to an opaque and non-strategic budget process.

New approach in modernising financial management

The Act therefore supplements conventional procedura rules with a performance-based system
focusing on outputs and measurable objectives, to enable municipalities to maximise their
capacity for service delivery.

The principles behind the reforms aim to improve financia affairs in local government and
develop a more strategic approach to local service delivery. The Act establishes requirements



for municipalities to consult effectively with their local communities, to work with other
spheres of government and to focus on more sustainable means to deliver services.

The Act empowers councillors to play their constitutional role as politically elected
representatives of the community and residents by approving policies and budgets proposed by
the executive mayor or committee and then overseeing the performance of the municipdity in
implementing these policies and budgets. For this reason, the Act assumes a separation between
councillors serving on the executive (i.e. mayor or executive committee) and non-executive
councillors. The executive mayor or executive committee are expected to provide the
municipality with politica leadership, by proposing policies, budgets and performance targets
for the municipality and its officials.

The Act dso differentiates between the role of executive councillors and their officias by
making the executive mayor or committee responsible for policy and outcomes and the
municipal manager and other senior managers for implementation and outputs The executive
mayor or committee is expected to oversee the performance of its officials, using the service
delivery and budget implementation plan and monitoring performance through monthly
progress reports. Non-executive councillors are expected to hold both the executive mayor or
committee and the officials accountable for performance, on the basis of monthly, quarterly and
annual reports.

This separation of responsibilities between executive councillors, non-executive councillors and
officids is important for good governance and is in line with modern practices of effective
public management. The aim of the Act isto alow managers to manage, but to make them more
accountable.

All these various roles are possible only because of the reporting requirements of the Act, asthe
Act recognises that effective service delivery is possible only with good-quality and timely
management information. Such information alows management to be proactive, identifying and
solving problems as they arise. The challenge facing al stakeholdersis their capacity to use the
information produced in terms of the Act to improve the efficiency and effectiveness of the
service delivery of the municipality.

Maximising service delivery and continuous improvement

The Act aims to assist municipalities to maximise their capacity to deliver services. It will be a
powerful tool to assist the executive mayor or committee, municipa manager and senior
managers to achieve this objective. However, the benefits will materidise only if the
municipdity genuingly transforms itself, commits itself to making a fundamental break from
past practices and focuses its efforts on a performance-driven approach to service ddivery.

The transformation is quite fundamental, requiring some sections of the Act to be phased in
over the medium term, commencing on 1 July 2004. Certain key sections will have to take
effect immediately, owing to the importance of the provisions and their underlying principles
for good financial management practices. The key point is that all municipdities must start to
implement the Act in a sequenced and prioritised manner, recognising the need to reform
internal processes, practices, policies and documentation. This will assist the municipdity to
prepare for full and qualitative implementation over the next three years. For this reason,
municipalities need to adopt an approach of CONTINUOUS IMPROVEMENT over the next
few years. This means that municipalities should strive to improve the content and quality of
their financial management each year, measuring their progress in this regard after the end of
each financia year.

The changed practices will affect al stakeholders, but particularly the municipal manager, other
senior managers and finance officials. The municipal manager, senior managers and finance



officials will require further training to ensure that the quality of management improves with the
implementation of the Act. The mayor and councillors will benefit from attending workshops
designed to assist them to reap the benefits of this Act read in association with the Municipa
Systems Act. Most affected, however, will be the chief financial officer and al other finance
officials, who will need more intensive training than other officials.

Improvement in skills and qualifications

Most current finance officials lack the broader skills to fully implement the MFMA, as do
current municipal treasuries, since they have largely been accustomed to operating within a
rules-driven environment, often steeped in a bean-counting culture out of step with modern
management practices. The establishment of a Budget and Treasury Office provides a once-off
opportunity to break with these past practices by setting up a new structure comprising highly
qualified and competent professionals and a new culture that provides the municipality with
fiscal and financia leadership. For this reason, the Minister of Finance has encouraged treasury
and finance officias to form a new professional body to support and develop such officias — in
this respect, given the similar approach of the Public Finance Management Act (PFMA) and the
need for mobility between different spheres of government, the Minister has urged the merging
of current bodies into a single new professiona body. This call will require the promotion of a
new corps of public sector finance and budget professionals — going beyond current narrow
gudlifications, which are not adequate in modern organisations or in the public sector. It will,
however, aso require a specific public sector approach, embracing the principles of “Batho
Pele’ and sdfless service delivery to the public, which differ from current public sector
practices and private sector professional associations.

Implementation of the Act will be an exercise of collective learning, and the National Treasury
will promote peer-learning approaches developed by innovative municipalities to provide an
opportunity to learn from current best practices. The National Treasury will recommend
different courses for training both senior managers and treasury/finance officials. Mandatory
courses will be phased in over the next three years and municipalities must ensure that relevant
officials successfully complete these courses. The National Treasury strongly advises
municipalities NOT to send their officials on courses that are not approved by the Treasury —
many such unapproved courses lack a proper understanding of the reforms and they often train
officias incorrectly.

Summary

This guide ams to assist municipal councillors and officials to implement the Act by planning a
comprehensive programme for implementing the more demanding provisions and processes
envisaged in the Act. Given that the Act is to be phased in over the next three years,
municipalities are encouraged to develop their own capacity to implement the Act over this
period and to refrain from resorting to the use of external consultantsin order smply to comply
NOMINALLY.

The key policy theme is to enable managers to manage, but to make them more accountable.

The long-term vision is to create a sector that has—

sound financial systems and processes, producing the necessary information for managers,
transparent budgeting processes,

effective management of revenue, expenditure, assets and liabilities;

unqualified financia statements, prepared on the accrual basis and on time.

In the short term, progress towards this vision will require each municipal manager to address
immediate steps set out in the following chapters.






Chapter 2. Five underlying principles

The five underlying principles in the MFMA, which form the basis of the key reforms envisaged in the
Act, are consistent with the other legidation on local government. It is anticipated that these principles
and the specific reforms that flow from them will encourage a stronger, better managed and more
accountable local government sphere, one that is better placed to meet the emerging demands and
new challenges of the different communities that it serves in a more consistent and sustainable
manner. The following principles are discussed:

Promoting sound financial governance by clarifying roles

A more strategic approach to budgeting and financial management
Modernisation of financial management

Promoting co-operative government

Promoting sustainability

The Act also gives effect to the constitutional principle that recognises that the local sphere of
government is “distinctive’” and “independent”, with the power to determine its own budget and
policies. It aso recognises the approval and oversight role of the municipa council, as alegidaturein
its own right.

Being a distinctive government, each municipality has the right to determine its own budget with its
own priorities and to collect property taxes, municpal levies and user charges. Given that the three
spheres of government are aso “interrelated”, the provincia or national sphere can, in terms of
section 139 of the Constitution, intervene in a municipality only when there is an executive failure or
a budget or financia criss. The MFMA brings greater responsibility, as it requires greater
accountability to the municipal council and local community.

Promoting sound financial governance by clarifying roles

The MFMA and the Municipal Systems Act are central to developing the governance framework
within a municipality, clarifying and separating the roles of mayors, councillors and officials, and the
system of accountability and oversight.

Empowerment, accountability and oversight

One of the most important dojectives underpinning the MFMA is that of developing sound financial
governance within every municipality. This means developing a comprehensive system clarifying
(and separating) the responsibilities of mayors, councillors and officials. This framework s built
around the responsibilities of accountability and over sight, which are in turn possible only if thereis
a culture of transparency and regular reporting in that municipality.

Confusing or duplicating responsibility tends to weaken accountability and oversight mechanisms,
hence the need for separating responsibilities. The executive mayor or committee is responsible for
providing the municipality with political leadership, proposing policy and overseeing its
implementation. The council retains responsibility for approving policy and exercising oversight over
its mayor, and the administration is accountable to the council via the mayor. Officias are
responsible for implementation and for providing the executive mayor or committee with professional
advice.



The council holds the mayor responsible for promised outcomes and the municipa manager for
specific outputs. The mayor is expected to oversee and manage the municipal manager to ensure
delivery on the agreed outputs, and the council must exercise oversight over the executive mayor or
committee to ensure they fulfil this responsibility of oversight. The mayor must ensure that such
outputs form part of the municipa manager’s performance agreement, which must be revised at the
start of the financial year so as to be consistent with the budget and service delivery and budget
implementation plan (SDBIP).

For these reasons, the Act stipulates certain procedures and assigns specific responsibilities to the
council, the mayor, councillors and municipal officials, in particular the municipal manager and chief
financia officer.

The financial governance framework is summarised in Table 1 below:

Table 1: The Financial Governance Framework

Responsible for Oversight over Accountable to
Council Approving policy and Mayor Community
budget
Mayor Policy, budgets, Municipal manager Council; public

outcomes, management
of/oversight over
municipal manager

Municipal manager Outputs and Administration Mayor; council; public
implementation
Chief financial officer Outputs Financial management Municipal manager

A more strategic approach to budgeting

By adopting three-year budgets linked to longer-term IDPs, municipalities can adopt more forward-
looking and better-informed approaches and make better judgements about the future priorities
for capital development and service delivery in their communities.

Forward-looking and long-term planning

In the past, budgets were incremental (one-year) and backward looking, as they were based on the
previous year's budget. The budgeting and planning processes were not integrated, often operating
completely separately (with an iron wall between them). Budgets were presented in considerable
detail, hampering effective policy and planning processes and making consultation unwieldy; revenue
and capital estimates were unredlistic, resulting in poor service-delivery performance and
disappointing community expectations; and there appeared to be little or no linkage to a
comprehensive long-term fiscal or financial strategy.

The reforms of the Municipal Systems Act could not be properly implemented with such antiquated
budgeting practices. After 2000, municipalities therefore adopted long-term integrated development
plans (IDP) that were not linked to budgetary resources based on unrealistically high revenue
projections. Municipalities were unable to implement such IDPs, as there were not sufficient fundsin
their budgets.

The MFMA addresses these deficiencies by requiring all councils to adopt new approaches to budget
preparation, monitoring and implementation. These approaches must be considered in conjunction
with the provisions of the Municipal Systems Act and the Property Rates Act, as the budget and the
IDP must be digned every year and al taxes and revenues must be adopted with the budget.



Though not legidated as a requirement, municipalities should strive to prepare a long-term ten to
twenty-year vision and prepare an IDP covering at least five years. Such a long-term vision and IDP
must be based on redlistically projected revenue, and the IDP must be revised every year so that both
are consistent with each other. In developing a long-term vision and future priorities, municipalities
must not neglect or under-estimate the cost of current services and priorities, unless specific services
or priorities are explicitly terminated.

Three-year budgets by vote (function) and programme (sub-function)
As with the national and provincia governments, municipaities will have the opportunity to table

three-year budgets, by vote or function, i.e. eectricity, water, etc., subdivided into programmes, and
to manage their finances across a three-year timeframe, through a continuous cycle of forecasting,
implementation and review. This approach will promote a performance management culture.
Together with the Service Delivery and Budget Implementation Plan, these are important reforms and
when implemented will ensure that an accountable and performance-driven service delivery culture is
introduced. This key reform initiative will be a subject of a comprehensive budget guide to be issued
shortly.

Like al governments, municipalities often focus on three different budgets covering five years. This
is because the municipality prepares the budget for the next three years, it is still implementing the
current year’s budget and it is also closing off and preparing financial statements and annual reports
for the previous financia year.

By taking a more strategic approach to budgeting and financial management, municipalities are
required to consider the impact of their decisions into the longer term.

Modernisation of financial management

The MFMA recognises that financial management systems, processes and policies in local
government must be modernised to help strengthen the municipality’s ability to function effectively.

Financial management system improvements
Rather than nationally prescribed rules and procedures, the Act sets local government national norms

and standards. This approach is similar to the King Il corporate governance practices (the second
King Committee on Corporate Governance, released in March 2002, updated the original and adds a
specific reference to local government), which recognise that such best practices can be implemented
only through an ethical and performance-based culture, and not by a purely rules-based culture. Hence
mayors and managers are expected to take the national norms and standards into account when setting
internal procedures, processes and mechanisms. These standards help to facilitate better performance,
measurable outcomes, reformed accounting practices, improved disclosure and reporting, and best
practice management techniques and prescribe certain actions for the prudent management of a
municipality’s assets and liabilities and other initiatives.

The legidation advocates a separation of roles and clearly describes the fiduciary and other
responsibilities of the various stakeholders in order to develop reasonable operationa accountability.
It demands more accurate and timely financial reporting to better inform councils and communities of
decisions and progress toward planned objectives. The Act also promotes a more strategic approach to
financial management, linking the municipal budget, IDP and finances, and calls for in-year reporting
on performance and implementation.

The reforms aim at building the ingtitutional structure of an organisation by placing emphasis on the
following three key objectives.



To encourage a disciplined approach to financial management and service delivery (this
includes having redlistic revenue expectations when passing a budget to ensure that outcomes
are achieved)

To assign resources in line with strategic priorities, linking plans and budgets to long-term
goas and providing a process that alows resources to be reallocated as policy objectives
change

To encourage operational efficiency where managers are given the authority to run their
operations, subject to clear statements of procedure and strategy and clarity of roles, and are
held accountable for the results produced

Promoting co-operative government

In addition to the Consgtitution, the Municipa Structures Act, the Municipal Systems Act (MSA) and
the annual Division of Revenue Act, other legidation — the Property Rates Act (when promulgated),
the National Land Transportation Act, the Housing Act, the Electricity Act and the Water Services
Act — aso has an impact on the MFMA Section 10 of the Water Act allows the Minister of Water
Affairs to cap municipa water tariffs; section 94(c) of the MSA smilarly allows the Minister for
Provincial and Local Government to cap the tariff for property rates.

In order to provide investors with comfort regarding guaranteed revenue streams, the MFMA allows
exemption from the relevant provisions of these Acts if the municipality consults with the relevant
national government departments before entering into long-term contracts and pledging their revenue
streams.

The chapter of the MFMA on co-operative government seeks to promote co-operative approaches to
fiscd and financiad management within sectors as well as forging links with other spheres of
government and organs of state. For example, it requires bulk providers of services to consult on
pricing policies that impact on municipal services and sets a procedural framework for resolving
financial disputes between organs of state.

Working together (working with other governments in the three spheres)

The MFMA fosters a greater level of co-operation across (and within) the different spheres of
government, based on systems of mutual support, information sharing and communication and co-
ordination of activities — each aiming to add value to the others’ constitutional responsibilities with a
view to improving outcomes for all.

National, provincial and local government

Municipalities and other organs of state must promote co-oper ative gover nment; municipalities must
meet their financial commitments and provide other municipalities and provincial and nationa
government with budget and financial information as required. They must inform neighbouring
municipaities and provincia or nationa organs of state about any material financia and budget
matters that may impact on them directly or indirectly (e.g. on their planning processes for related
services).

The district municipality hes a role in the overal planning and co-ordination of al local municipal
budgets. It will also help facilitate the strategic planning process across municipalities within the
district by receiving al IDPs with three-year budgets and annua performance reports for
consolidation and forwarding to the relevant province. The provincia treasury can, in turn, co-
ordinate such plans with provincial and national infrastructure and service plans.



National and provincia treasuries will assist and support a municipality’s compliance with the
MFMA, notwithstanding the municipality’s own responsihilities in this regard, and will help to build a
municipality’s capacity and help identify and resolve its financia problems where necessary. National
and provincial governments have to publish three-year loca government grant alocations per
municipality with their budgets, to allow municipalities to devise strategic plans for their activities.
The Act aso establishes a timeframe for national departments to advise municipalities of any tax and
tariff capping policies and provides for national or provincial departments that supply bulk resources,
like electricity and water, to municipalities to consult those municipalities about their price-setting
policies.

The Act also requires the mayor to report to national and provincial government any instance in which
the municipality does not comply with the Act. It describes the consultative process required by
municipalities on various financial matters and lays out the process for provincia interventions to
resolve financial problems.

Co-operative government
A summary of the framework for co-operative government is provided in Table 2 below:

Table 2: Co-operative Government

<> NATIONAL GOVERNMENT <>
Assists and supports municipalities with compliance where appropriate, assists in building capacity by providing
financial or technical assistance, issues guides, manuals and regulations and provides three-year grant allocation
details

<> PROVINCIAL GOVERNMENT <>
Plays a co-ordinating role in rollout of the MFMA, assists and supports municipalities where appropriate,
intervenes when financial problems become evident in municipalities

<> LOCAL GOVERNMENT <>
Provides the other spheres of government with appropriate financial and service-delivery information, liaises with
other municipalities and districts on strategic budget issues, provides provincial and national government with
budget and financial information

Promoting sustainability

Sustainable local government is built on the basis of balanced budgets, as unfunded deficits are
not allowed. Municipalities will have to take full responsibility for their actions and should not expect
national or provincial government to bail out badly managed municipalities. Prioritising the level of
service delivery and ensuring costs that are affordable to ratepayers as well as the continuation of
routine maintenance will guarantee the sustainability of the service offered by the municipality.

Sustainability and the MFMA
The purpose of the MFMA is not to introduce a regime of control over local government, but rather to

establish the basis for improved financial management, which is essential to improve service delivery
and sustain municipal services into the future. Only badly run municipalities that fail to fulfil their
executive obligations or are in a financia crisis will face intervention from provincia or national
government.

Once municipalities receive their national and provincial grants, they must not expect additiona
resources to bhail them out. Each municipality must act responsibly, and national and provincia




government will not provide any guarantees on behalf of a municipality, nor reward badly managed
municipalities with more funds every time they spend beyond a balanced budget.

Without compromising or impeding a municipality’s right to exercise its powers or perform its
congtitutional functions, the MFMA regulates matters in a manner that crestes a more sustainable
local government sphere. Municipalities will have to pass budgets that are fully funded and borrow
only for current and capital expenditure. Municipalities will therefore be allowed to spend only from
money they have collected, as no borrowing for current expenditure may be carried over to the next
financia year.

The issues of further strengthening accountability, oversight, transparency, clarity regarding roles and
responsibilities and communication and empowerment remain central to the legidation.

An early warning system

The MFMA requires more regular and accurate financial reporting to the council in order to facilitate
an environment in which potentia or real financial problems are reported in atimely and appropriate
manner that will alow council to remedy the Situation.

The municipal manager must now submit monthly budget progress reports to the mayor and
provincid treasury and a mid-year budget report and performance assessment to the mayor, the
provincia treasury and the National Treasury by 31 January each year. The mayor must table the
quarterly report to Council.

The municipal manager must aso report to council on prescribed withdrawals from bank accounts
each quarter and on unforeseen or unavoidable expenditure or expenditure that is deemed to be
unauthorised or irregular or fruitless and wasteful.

Analysing the financial implications of decisions

Councils must adopt credible budgets with redistic revenue and expenditure estimates. Deficit
budgets are no longer permitted and budgets must accommodate al operational and maintenance costs
anticipated by the municipality.

Capital projects must be budgeted for and must be evaluated with due consideration of their projected
and future operational costs. Long-term borrowing or debt must be more closely examined, together
with contracts that exceed three years in duration and proposals to participate in amunicipal entity or
public-private partnership.

Municipalities must put in place robust systems of internal control and actively review their financia
management systems to improve the efficiency and effectiveness of their processes. More regular and
current financia reporting is required and must be made available to the community and other spheres
of government.

Financial accountability

Councillors now have a greater responsibility d oversight over municipa finances and are therefore
required to exercise greater diligence in the financia affairs of the municipality through quarterly
monitoring and annual reports. There is a more disciplined role for al councillors to account to their
communities for service delivery and financia performance.

Summary

The five underlying principles of the MFMA set the strategic focus of the reform agenda, which, when
completed over the next three to five years, will usher in a new era in municipa financia
management.

10



Chapter 3: The MFMA, the MSA and other
national legislation

The Municipa Finance Management Act must be read with other national legidation, particularly
close linkages and alignment between the Municipal Finance Management Act and the Municipal
Systems Act. This should be recognised early on for a better understanding, correct interpretation and
application of the two pieces of legidation. These two Acts are complementary to each other in many
areas, and should therefore be read together. For example, chapter 5 of the MSA deals with IDPs and
the preparatory process, whilst chapter 4 of the MFMA deals with budgets and their preparatory
process. These two processes are however ONE process, and not two separate processes, as the IDP
and budget must be fully aligned and consistent with each other.

The earlier chapter draws attention to these linkages with other legidation that sets foundation of the
system and structure of loca government but also important is the sector specific focus in other
different legidation. These include, the Constitution of the Republic, Intergovernmental Fiscal
Relations Act, Structures Act, Demarcation Act, Property Rates Act, Water Services Act, Electricity
Act, Transport Act, annual Division of Revenue Act and their supporting regulations. Below we
discuss only some of the main areas of linkages and alignment that must be considered.

Constitutional amendments

Aresas of significance include recent amendments to the Constitution. The first relates to section 230A
on borrowing, providing that loans may be raised for capital or current expenditure, with loans for
current expenditure limited to use for bridging purposes during the fiscal year, and binding current
and future councils to honour this decision. The other significant amendment relates to section 139
and deals with provincid interventions in a municipality. This allows the provincial executive to take
appropriate steps in the event of a municipality’s failure to fulfil an executive or legidative obligation,
including the power to dissolve a council. The legidative obligation relates to the approva of a budget
or other revenue-raising measures. This includes the imposition of a recovery plan in the case of an
emergency when there is a persistent material breach of its obligations to provide basic services or to
meet financial commitments.

The above matters will be dealt with in detail in a supporting guide to be issued later this year.

The MFMA and the Municipal Systems Act

Both the Municipa Systems Act and the MFMA ded with the internal processes, consultative
processes, performance systems and reporting and accountability mechanisms. Parliament devoted a
great deal of effort to ensure that the two Acts are totally consistent with each other, leading to
amendments to the MSA. It is important to ensure that the MSA is read with the two sets of
amendments, as per the Loca Government Laws Amendment Act (Act 51 of 2002) and the MSA
Amendment Act (Act 44 of 2003). An amended version of the MSA will be made available on the
Department of Provincial and Local Government website.
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Definitions
The first point to note is that the definitions in both the MSA and MFMA are similar, and there is

much cross-referencing in the MFMA to definitions in the Municipal Systems Act. This appliesto key
definitions on municipal services, service delivery agreements, local community etc.

IDP and budgets
Mention has already been made about the need to see the process of annual revision of the IDP as the

same process as that for preparing the next budget. This will ensure that the planning and budgeting
processes are integrated as ONE process. For the same reason, the process leading to the adoption of
the budget and IDP should be incorporated into one process, together with the process for approving
or revising taxes, levies and user charges, and property rates and taxes (“budget-related policies’).
Thiswill ensure credible plans and budgets that can be implemented.

Further to the above, the MFMA and the Municipa Systems Act also contain more practical synergies
that relate to good governance, consultation and accountability issues. A direct interrelationship exists
when amunicipality contemplates its processes with regards planning and budgeting. The amendment
to the Municipal Systems Act and the MFMA chapter on budgeting require that a revised IDP be
adopted at the time of adopting the budget. It follows that, in practice, the planning and budgeting
processes will commence together at least 10 months before the start of the municipal financial year,
when the mayor announces the process for revising the IDP and preparation of budget. Also, the
alignment of policies through the adoption of the budget and other related policies such as the levying
of fees for municipal servicesis made more explicit at the time of drafting and adopting the budget.

Performance systems and annual reports
Both the MFMA and MSA are built on the adoption by the municipality of a performance system. The

budget of the municipality must contain performance targets and measurable objectives, which are set
out at the beginning of the financial year (section 17 of the MFMA). Linked to these performance
targets are the adoption of the annual service delivery and budget implementation plan (SDBIP) and
annua performance agreement between the mayor (or executive committee) and municipal manager
(refer to section 57 of the MSA as amended, and sections 53 and 69 of the MFMA).

At the end of the financia year, the municipality must publish an annua report, reporting on both its
financial and non-financial performance. Whilst the MFMA focuses on financial performance (chapter
12), the MSA focuses on non-financia performance (section 46 of MSA as amended). The annua
report will be considered by the municipal council using the process outlined in chapter 12 of the
MEMA.

Procurement, supply change management and external providers

Whilgt it is the MFMA that deals with the procurement of goods and services (procurement), the MSA
is relevant when such procurement involves outsourcing of a municipal service to an externa service
provider. The first point to note is that the MFMA modernises procurement practices within the
framework of the broader concept of supply chain management. Note that chapter 11 on supply chain
management applies to all goods and services, including municipal services, but does not apply to
recruitment or employment of staff.

The MSA only applies to municipal services, and it is important to note the definition of municipal
services (MSA as revised by the LGLAA Act 51of 2002). Thus whilst the provision of services like
electricity, water, sanitation and refuse removal are clearly municipa services, out-sourcing functions
like collecting revenue or the provision of IT services are not municipal services. Hence chapter 8 of
the MSA only applies to municipa services, and not to goods or services that are not municipal
services. Note that chapter of the MFMA aso applies to the procurement of municipal services. In
addition, if an external provider is to be contracted to provide a municipal service on behalf of the
municipdity, both the MSA and MFMA apply.
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All long-term contracts (i.e. longer than three years) have to comply with sections 33 and 116 of the
MFMA, and in addition, the following sections will also apply:

a) If it isa PPP, section 120 of the MFMA
b) If it isacapital project, section 19 of the MFMA
c) Ifitisacontract with an externa service provider, section 80 and 81 of the MSA (as amended)

Note that since new supply chain management system will be phased in over the next three years, an
interim procurement system and regulations will apply for the first two to three years of implementing
the MFMA.

It should be noted that procurement practices aso have to comply with other nationa legidation like
the Preferential Procurement Policy Framework Act and Broad-Based Economic Empowerment Act,
etc.

In addition to the above, the linkages in section 46 of the Municipal Systems Act with the MFMA
continue with regards annual performance reports and the need to ensure that these form part of the
reports in terms of chapter 12 of the MFMA. In an effort to improve performance accountability and
to reward excellence, section 57 of the Municipa Systems Act, which deals with performance
contracts of the municipa manager, has been referenced to the MFMA provisons on the
responsibilities of the accounting officer and further only awards bonuses at the end of the financia

year after a performance assessment has been concluded and approved by the municipal council.

Municipal entities
Both the MSA and MFMA deal with the process to set up municipd entities, the type of entities and

the governance arrangements for such entities. It is therefore important that municipalities not only
comply with both Acts when setting up or governing municipal entities, but that the both Acts are
seen to refer to one process for their establishment, and to one system of governance.

A whole new chapter 8A on municipal entities has been added to the MSA. The new chapter limits
the type of entities a municipality may establish to only three types (private company, service utility
or multi-jurisdictional service utility), and imposes a dtricter establishment process for the
establishment and acquisition of private companies, conditions for co-ownership etc. Before an entity
is established a feasibility study should be conducted (section 84 of the MFMA), and if an entity is
jointly owned with another organ of state, that organ of state should also conduct afeasibility study to
determine impacts on budgets and staff placement and to assess commitments and liabilities.

In order to allow for proper governance arrangements, the Act prohibits councillor representation on
the boards of municipal entities, and allows for appointment of non-executive directors in line with
the King governance principles. In future, the performance of the entity against its service delivery
agreement and specific performance objectives and indicators need to be determined for annual
performance review. If the entity does not perform satisfactorily, or if it experiences serious or
persistent financia problems, the municipaity may disestablish the entity.

The MSA aso sets out the responsibilities of the parent municipalities who have an ownership share
in amunicipa entity. Chapter 10 of the MFMA sets out strict rules of financial governance for the
CEO of the municipa entity, and the financia management arrangements with regard to banking
accounts, monthly reporting and fiscal powers of entities.

The financial management of all entities will in future be regulated by the MFMA, unless the mgjority
share in an entity is held by a national or provincial organ of state, in which case the Public Finance
Management Act (PFMA) applies.

Municipalities should take all steps necessary to convert non-compliance structures like section 21
companies, trusts and other forms. The implementation of provisions relating to entities will take
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effect from 1 July 2004 and al municipalities are required to report within three months on the name
and address of a corporate entity, the extent, participation and particulars of the municipality’s interest
and whether the municipality has sole ownership and control over the entity. The chief executive
officer of the entity is the accounting officer for the assignment of all MFMA duties and the board of
directorsis responsible for the governance over municipal entities.

Consultative processes

Both the MSA and MFMA require extensive consultations with the local community for important
decisions like budgets, borrowing, IDPs, performance systems, annual reports, etc. The process of
consultation is set out in the MSA, in chapter 4. To facilitate such consultations, municipalities are
encouraged to set up websites, and to post al key documents on their websites.

There is a close link between the provisions of the MFMA and section 21 of the Municipal Systems
Act with regard to the publishing of documentation. Publications must be displayed in the municipal
head office and satellite offices and libraries. With technological advances, the information is aso
required to be published on an officia municipal website.

Roles of mayor, councillors and officials

Both the MSA and MFMA make common assumptions about the role of various stakeholders in the
municipaity. Such roles also inform the code of conduct for councillors and officias as set out in
Schedules 1 and 2 of the MSA. In addition, if there are financia transgressions, financial misconduct
provisions and crimina sanctions apply in terms of chapter 15 of the MFMA. Where councillors or
officials transgress their role or code of conduct, strict provisions apply.

Assignment of functions
Cooperation between governments is strengthened through these Acts, and when there is an

assgnment of a function or power to a municipality there must be comment by the Financia and
Fiscal Commission and consultation with the Minister of Finance on the assignment, including
possible liabilities. This aspect strengthens co-operative government and links with chapter 5 of the
MFMA and directly impacts on the Division of Revenue Act. The other area of cooperation relates to
the provision of services through service delivery agreements and the use of externa mechanisms. An
important area of aignment relates to the process of establishing an externa mechanism to provide
municipal services. The community consultation, assessments, capacity, feasibility studies, value for
money, measurement of risk, projected borrowing and fiscal implications are al linked to the IDP and
budget process.

National Treasury will issue a comprehensive guide on municipal entities.

Other legislation and the MFMA

The earlier sections draw attention to those linkages with other legislation that set the foundations of
the system and structure of loca government, but also important is the sector-specific focus. Apart
from the Congtitution and Municipa Systems Act and other national local government legidation like
the Local Government: Municipal Structures Act, Property Rates Act and Municipa Demarcation,
there are a number of national Acts of Parliament that impact on the MFMA These include the
following:

Financial legidation like the Constitution of the Republic, Intergovernmenta Fiscal Relations
Act, Financial and Fiscal Relations Act, Preferential Procurement Policy Framework Act and
the annual Division of Revenue Act

Other loca government legidation like the Municipal Structures Act, Demarcation Act and
Property Rates Act

Sectoral legidation like the Water Services Act, Electricity Act, Transport and Environment
Acts
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The Remuneration of Political Office-bearers Act

Planning legidation like the Land Development Objectives Act

Labour legidation, including the Labour Relations Act, Skills Development Act, as well as
pension and medical aid legidation

The Intergovernmental Fisca Relations Act establishes the process of consultation for budget
dlocations, including the role of the Budget Forum. The annual Division of Revenue Act is one of the
important pieces of budget legidation for local government, as it provides national allocations for the
local government sphere by municipality, for each of the coming three years.

The Financial and Fisca Commission Act (FFC) is also important for the local sphere. Not only does
it spell out the process for filling vacancies to the FFC, but also includes rigorous provisions in the
revised section 5 on the role of the FFC before any new function is shifted to any municipality. This
assignment clause should also be read with section 10 of the amended MSA.

Some of the other pieces of legidation that impact on and should be read with the MFMA are the
sectoral legidation relating to water and electricity and transport.

The Water Services Act, Act 108 of 1997, contains provisions relating to norms of standards, the
development of plans and tariff mechanisms. Whilst the Electricity Act, Act 41 of 1987 (as amended),
also contains provisions relating to the electricity regulator, it deals with aspects of licensing, the sale
and supply of electricity within municipalities and tariffs. Note that where there is any conflict
between such nationa legidation and the MFMA or MSA, it is the latter two Acts that take
precedence, depending on the issue.

Particular note should be made of sections 42 and 43 of the MFMA, which take precedence over
section 94(1)(c) and section 10 of the Water Services Act if a municipality properly consults (in terms
of sections 33 and 46) with the relevant nationa departments when setting tariffs for long-term
contracts. The applicability of these provisions and those in the MFMA especially that relating to
budget preparation and consultation in chapter 4, co-operative government and pricing of bulk
services in chapter 5 will assist in better management of processes whilst offering a mechanism for
dispute resolution between organs of state. The MFMA requires that a structured process be followed
to ensure that consultation is appropriately addressed. The improvement in the content and quality of
municipal budgets will aso assist. These provisions promote co-operative government between the
national and local spheres in the tariff setting process. Sector departments will have to monitor the
achievement of sector priorities.

The Property Rates Act contains further related provisions that deal with the adoption and contents of
a rates policy, increases and their timing and documentation that must accompany the budget as
outlined in the MFMA. It also requires alignment with community participatory processes and
specifically publication of information with the budget. The period for which rates are levied is the
same as the budget, unless imposed as part of arecovery plan. The limitation on increases in rates is
directly aligned with the MFMA. There are aso linkages with the supply chain management
framework when securing the services of private providersin the execution of the municipal valuation
exercise.

Summary

The above brief explanation should not be considered as exhaustive, but it highlights the linkages and
synergies with the MFMA and other legidation. It also attempts to clarify the policies of government.
It should serve as an illustration of the extent to which other pieces of legidation impact on the
applicability of the MFMA and vice versa.
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PART TWO

IMPLEMENTATION
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Chapter 4. IMPLEMENTATION

Phased implementation

The MFMA will be phased in to allow municipdities adequate time to fully implement the
reforms envisaged in the Act. Whilst some clauses will be delayed or exempted (in terms of
sections 177 and 180), most sections of the Act will take effect on 1 July 2004. Thisis because
nominal compliance with these sections will not be very difficult — the real challenge will be to
implement the qualitative improvements envisaged by such sections, which will take longer to
implement. An implementation document of the effective dates of all sections of the Act has
been placed on the National Treasury website.

Implementing the MFMA is a collective learning exercise for al municipdities, and
municipalities are encouraged NOT to rush implementation by contracting consulting
companies. The National Treasury does not want municipaities to spend more funds on
consultants for immediate compliance — rather the National Treasury is more concerned that
municipalities prepare to build their own internal capacity, and do so on a more sustainable
basis, without incurring unnecessary costs. Municipalities will therefore be given a reasonable
period to fully comply with the Act, taking into account their current capacity, and the need to
improve such capacity over the medium-term.

In implementing the MFMA, municipalities should also regard implementation of the 2004
Divison of Revenue Act as part of the same process. This is because the 2004 Division of
Revenue Act contains many transitional arrangements to assist municipalities to fully comply
with the MFMA theresfter.

The Nationa Treasury has conducted a survey amongst all municipalities, and classified them
into three categories (i.e. high-, medium- or low-capacity) for the purpose of implementation.
Due regard has aso been given to capacity developed through participation in programmes
supported by the Financial Management Grant and Municipa Infrastructure Grant. There will
be three different dates of implementation for some reforms, with the shortest times for highly
capacitated municipalities, and longer times for low-capacity municipdities. Note that the high-
capacity municipalities will benefit by receiving all national grants directly in future, whilst
many grants (eg MIG grants) to low-capacity municipalities may be provided indirectly, via a
district municipality or even a province. A list of the three capacity-type municipdities is
provided as an annexure to this document — note that as the MFMA is implemented, the
capacity-type of a municipaity will be reviewed every year, so that non-performing
municipalities will be downgraded, whilst well-performing municipalities will be upgraded. The
next review will take place in February 2005, as al municipalities will be expected to report by
31 January 2005 on their implementation progress as at 31 December 2004.

The first task for al municipaitiesis to prepare a three- to five-year implementation plan, with
deadlines set by the municipality for itself. The deadlines must be redlistic for the plan to be
implemented. This chapter outlines the urgent and short-term steps that a municipality should
prioritise when preparing its implementation plan.

The twelve URGENT steps are generally those that have to be implemented immediately,
between now and 31 October 2004. These steps need to be implemented by ALL municipalities,
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irrespective of their capacity. Note that the only exception is compliance with section 8 of the
2004 Division of Revenue Act, where medium- and low-capacity municipalities are given more
time to comply than high-capacity municipdities. It is aso important that the implementation of
the MFMA be done with the recent Municipa Systems Act amendments, particularly those
related to the new chapter 8A on entities.

Given the need to assist municipalities, the more stringent financial misconduct and criminal
sanction sections of the Act will not be applied in the first two years of implementation, except
where there is deliberate or negligent non-compliance.

Twelve urgent steps for implementation

All municipalities, irrespective of their capacity, will need to comply with the following
priorities:

Preparing an implementation plan

The municipal manager must be the accounting officer responsible for all funds managed
by the municipality (implementation of chapter 8)

Establishing a top management team with a person responsible for the duties of the chief
financid officer (CFO) and appropriate del egations

Implementing chapter 3 to ensure effective cash management and the control of al

banking accounts by the CFO, including the primary bank account

Meeting of financial commitments to other parties

Monthly reporting revenue and spending for the 2004/05 budget

Revising supply chain management policies

Implementing the MSA amendments and MFMA for al corporate or municipal entities,
PPPs, long-term contracts and borrowing

Completing past financiad statements and advising National Treasury (for 2003/04
financial year and before)

Submitting 2003/04 financia statements to Auditor-General by 30 September 2004 and
tabling an annual report by 31 January 2005.

Complying with the membership provisions for tender committees and boards of entities
by 1 July 2004

Comply fully with the 2004 Division of Revenue Act, including section 8 on completing
negotiations with Eskom or Water Boards as external mechanisms

Step 1: Preparing an implementation plan
The municipality must prepare a basc MFMA implementation plan, focusing on what the

municipality intends to implement and achieve over the next three to five years. Targets should
be set for each of the next five financial years. The implementation plan should be submitted to
the National Treasury and relevant provincia treasury by 1 October 2004. The National

Treasury is preparing a draft format for the preparation of an implementation plan.
Municipalities are free to utilise this format to guide implementation. Drafts will be available on
the Treasury website.

Step 2: The municipal manager must be the accounting officer responsible for all funds
managed by the municipality (implementation of chapter 8)
The responsibility of the municipal manager as accounting officer will take effect from 1 July

2004 for ALL municipalities. It follows that no mayor or councillor or official can be
responsible for any funds, or authorise the spending of funds. This is the most important role
reserved only for the municipal manager, and any official delegated by the municipa manager
to act on his or her behalf. Most of the provisions of chapter 8 will apply from 1 July 2004,
though some may be delayed, and sanctions under chapter 15 will not be enforced for initial
transgressions due to capacity weaknesses. However, such sanctions will be applied for any
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deliberate or negligent omissions or actions on the part of the municipa manager or any other
official.

Step 3: Establishing a top management team with a person responsible for the duties of
the CFO and delegations

Municipal managers are encouraged to formally establish a top management team if they have
not done so aready. This should be completed by 1 July 2004, and should include all those
senior managers who are responsible for a department (or vote) or the budget of a department
(or vote) or major activity. One of the critical steps is to appoint a CFO — however, given that
such skills are not easily available, municipalities are encouraged to appoint their current head
of treasury or another senior manager in an acting capacity of CFO, before attempting to appoint
a permanent CFO. Note that given the management responsibilities of the CFO envisaged in the
Act, municipalities should not assume that their current head of treasury should be appointed the
CFO — the municipality should open up the process for appointing a CFO, to ensure that the
municipality attracts the best skills possible for this post. Refer to the later chapter that spells
out more detail on the CFO post, and the setting up of the Budget and Treasury Office.

The municipal manager should therefore complete delegations for specific responsibilities to the
senior management of the municipality, to ensure effective implementation and accountability
mechanisms are in place. The annexure supporting this document provides a list of delegations
and describes the provisions that may be delegated.

Step 4: Implementing chapter 3 to ensure effective cash management and the control of
all banking accounts by the CFO, including the primary bank account

This is one of the most urgent reforms that must be implemented by a municipdity. This is to
end the practice whereby any department or officia of amunicipaity can set up a bank account,
without the knowledge of the municipal manager or council. All bank accounts must be put
under the responsibility of the chief financia officer (even if such person is the acting CFO),
following a delegation to this effect by the municipal manager. Priority should therefore be
given to implementing chapter 3 of the Act, on the management of banking accounts, and cash
management and investments. Note that the primary bank account is also a requirement in terms
of the 2004 Divison of Revenue Act and that al grants from nationa and provincia
government can only be paid into the primary bank account, in accordance with both the MFMA
and the 2004 Division of Revenue Act. Non-compliance with this provision will transgress
section 5 of the 2004 Divison of Revenue Act, and may result in the withholding of the
equitable share grant.

Step 5: Implement systems to ensure that all financial commitments are met

Municipalities must ensure that they take the appropriate steps to implement effective systems
of expenditure control, and meet their financial commitments to other parties promptly and in
accordance with the Act.

It is up to the accounting officer to take these steps, and ensure that al monies owing by the
municipality are paid within 30 days of receiving an invoice or statement. Steps must be taken
to resolve forma disputes between the municipality (or municipa entity) and another organ of
state.

Step 6: Monthly reporting revenue and spending for the 2004/05 budget
Though the monthly reporting sections in the Act will be delayed to 1 July 2005 for high

capacity and 2006 for low capacity municipalities, all municipal managers must take immediate
steps to ensure that they report on the implementation of their 2004/05 budget, by submitting
monthly reports to the mayor and on revenue collected and total spending, shortly after the end
of each month. These reports should aso be submitted to the council on a quarterly basis. Such
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reporting practice will ensure that the municipality isin a position to fully comply with section
71 once it takes effect on 1 Juy 2005.

These reporting practices will allow both the mayor and council to exercise an oversight role
over implementation. Reports should be debated, published and used to continuoudly ensure
performance improvement.

Step 7: Revising supply chain management policies

The Nationa Treasury will be issuing procurement regulations along the lines of the current
procurement system in municipalities, to take effect from 1 December 2004 for high capacity
municipalities. Full implementation is delayed for medium capacity municipalities until 30 June
2006 and until 30 June 2007 for low capacity municipalities. In the interim, councils should
commence a process of review of its existing supply chain management policies and report at
least monthly to the council and a least quarterly to the mayor on progress toward
implementation of the new palicy.

Step 8: Implementing the MSA amendments and MFMA for all corporate or municipal
entities, PPPs, long-term contracts and borrowing
All municipalities need to comply with section 178(2), by providing the National Treasury by

30 September 2004 with alist of:

a)  al corporate entities under the municipality’s sole control, or in which it has a share;

b)  al public-private partnerships with a value of more than R1 million in totd;

c) dl other existing long-term contracts going beyond 1 January 2007 and over a value of
R1 million.

All borrowing, PPPs, long-term contracts and new entities must be in terms of the MFMAand
chapter 8A of the Systems Act after 1 July 2004. Note that these provisions will generally apply
mainly to high- and medium-capacity municipalities who utilise these mechanisms, but will aso
apply to those low-capacity municipalities who want to use these mechanisms. Municipalities
forming new entities, borrowing or signing long-term contracts after 1 July 2004 must comply
with the approach of the MFMAand MSA as amended.

Priority 9: Completing past financial statements for submission to Auditor-General by 30
April 2004

All municipalities and their corporate municipal entities must ensure that al financial statements
for past years (2002/03 and before) have been completed and submitted to the Auditor-Genera
for audit no later than 30 April 2004. This is a deadline in terms of the 2004 Division of
Revenue Act, and the National Treasury intends delaying the equitable share grant to any
municipality that has failed to comply with this deadline. Municipalities that have failed to meet
this deadline must apply for an exemption to the Nationa Treasury, outlining their reasons for
this failure, and the date by which they will submit all past financial statements for audit to the
Auditor-General .

Step 10: Submitting 2003/04 financial statements to Auditor-General by 30 September
2004 and tabling of annual reports
All municipalities and their corporate municipal entities are expected to comply with this

provision to submit their 2003/04 financia statements to the Auditor-Genera by 30 September
2004, unless specifically exempted by the National Treasury. The Nationa Treasury has
extended the normal 60 days requirement to 90 days only for the 2003/04 financial statements.
Non-compliance with this provision will transgress section 5 of the 2004 Division of Revenue
Act, and may result in the withholding of the equitable share grant. Municipalities are aso
expected to table an annua report, which will include audited financia statements for the
2003/04 financia year, by 31 January 2005.
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All financid statements of municipalities and municipa entities for financial year 2002/03 and
before were due to be submitted to the Auditor-General no later than 30 April 2004. Any
statements that have not been submitted may result in punitive measures outlined in the Division
of Revenue Act.

Step 11: Complying with the membership provisions for tender committees and boards
of entities by 1 July 2004
In order to strengthen the oversight role of councillors and prevent conflicts of interest,

councillors will not be allowed to serve on any bid/tender committee or board of a municipal
entity from 1 July 2004. Note that this prohibition on boards of entities aso applies to other
elected representatives in Parliament and provincial legidatures. Further, all boards of entities
should comply with sections 93E, 93F, 93D and 93l of the MSA (as amended) by 1 July 2004,
and ensure that the board consist of at least one third of the directors and the chairperson should
be independent and not officials.

Step 12: Comply fully with the 2004 Division of Revenue Act, including section 8 on
completing negotiations with service providers in relation to electricity distribution and
water supply

Municipalities are reminded that they have to comply immediately with the 2004 Division of

Revenue Act, as fallure to do so will lead to a delay or withholding of nationa grants. The
Divison of Revenue Act contains similar requirements (as a trangitional arrangement) to the
MFMA, on the designation of primary bank accounts, submission of past and 2003/04 financia
Statements etc.

A further requirement of the Act empowers municipaities to take political responsibility for the
provision of servicesto al their residents and small businesses (but excluding services to major
industrial or mining operations). This is affected through the Municipal Systems Act provisions,
which require Eskom and Water Boards to provide such services on behalf of a municipality as
an externa service provider only, in terms of section 80 of the Systems Act. All high capacity
municipalities are expected to have completed an agreement with such providers, by 30
November 2004. Medium- and low-capacity municipalities will be expected to complete such
agreements by 30 November 2005.

Short and medium-term priorities for implementation

The SHORT to MEDIUM-TERM priorities are generaly those that have to be implemented
during the next financia year and between 1 July 2004 and 30 June 2006. However, many of
these must be completed by high-capacity municipalities by 30 June 2005, with the later
deadline of 30 June 2006 and 2007 applying to medium- and low-capacity municipalities.

In addition to the above URGENT STEPS, municipalities will be encouraged to prioritise the
following reforms over the next two to three years.

Municipalities to implement chapter 4 for their 2005/06 budget:

Establish Budget and Treasury Office and appoint CFO

Conduct an audit of al corporate or municipal entities, to harmonise with chapter 8A of
the Municipa Systems Act

Establish internal audit unit and Audit Committee

Addressing audit queries raised in 2003/04 and past audits

Priority 1: Municipalities to implement chapter 4 for the 2005/06 Budget
All municipalities will be expected to apply chapter 4 budget process to prepare their 2005/06
Budget, athough certain sections will be phased. This means that al mayors will have to table
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their process for revising their IDPs and preparing their 2005/06 budget by 1 September 2004.
Municipalities will be expected to table three-year functional budgets, and to ensure that their
IDP and budgets are consistent with each other, and ensure that their revenue projections are
redistic. A detailed budget manual and programme of training courses will be made available
by Nationa Treasury.

Priority 2: Establish Budget and Treasury Office and appoint CFO

High-capacity municipalities will be expected to comply with this provision by 30 June 2005.
Medium- and low-capacity municipalities will have to comply by 30 June 2006. Note that these
changes in organisational structure are meant to be more than cosmetic, so municipalities should
ensure that they attract the new skills required to implement the Act. In the meantime, the
current treasury head or another senior manager can be appointed as CFO in an acting capacity.
Refer to alater chapter in this guide for more information.

Priority 3: Conducting an audit of all corporate or municipal entities, to harmonise with
chapter 8A of Systems Act . _ _
The MFMA and Systems Act (as amended) provide a framework to enable sound financial

governance over municipal entities. Given the need for better accountability, chapter 8A of the
Systems Act (as amended) permits only private companies, service utilities and multi-
jurisdictional service utilities. Though existing entities are alowed to continue, it is important
that every municipaity conduct a feasibility study to explore whether, or when, to convert
existing entities into one of the three forms of entities by the new legidation. An update on
progress in this regard will be required later in the year.

In addition, any entity must have the same financial year as the municipality by 1 July 2005 so
that financial statements and budgets can be consolidated into those of the parent municipality.

Priority 4: Establish internal audit unit and Audit Committee
All high-capacity municipalities will be expected to establish best practice interna controls

(including the establishment of internal audit units and audit committees, preparation of risk
management plan) by 1 July 2006. Medium-and low-capacity municipalities will be expected to
comply by 1 July 2007. Municipalities are urged not to rush to comply nominally with these
provisions, but rather spend more time to ensure that appropriate persons are recruited for these
committees. The National Treasury will provide a guide to assist municipalities in setting up
these committees, and for the preparation of risk management plans. The guide will also explore
how municipalities can share audit committees given the relative shortage of appropriate skills.

Priority 5: Addressing audit queries raised in 2003/04 and past audits
The opinion issued by the Auditor-General on the financia statements and performance report

of amunicipality provides an opportunity for the municipality to institute corrective measures to
address any concerns raised in the audit report. Municipalities will be expected (when tabling
their 2003/04 annua report) to also table its response to the audit outcome, including the
corrective steps it intends to take.

Medium to long-term priorities for implementation

Note that all of the supply chain reforms will be implemented by 1 December 2004 for high
capacity municipalities and the Act will be delayed to 30 June 2006 and 2007 for medium- and
low-capacity municipalities. Therefore, these municipalities will be expected to prepare interim
policies for such implementation from 1 July 2005, to give effect to the spirit of the MFMA.
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Summary

Although Nationa Treasury will provide support and host regular workshops, the
implementation of the Act should be considered a learning process through which best practices
may be shared between municipalities through a process facilitated by National Treasury. A
dedicated website is available for publications and a MFMA email address will dea with
implementation queries. Municipalities should provide their latest email addresses to National
Treasury to receive updated information, especially where Internet accessis unavailable.
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Chapter 5. Chapter-by-chapter implementation

The implementation of the MFMA will be accommodated by a phased-in strategy that is based upon
municipal capacity. The effective dates of the MFMA,, in terms of section 180, have been published in
Gazette number 26510, notice number 772, on Friday 25 June 2004. The Gazette announces that the
MFMA takes effect on 1 July 2004; however certain provisions have been delayed to take effect on
later specified dates. An additional Gazette, number 26511, notice number 773, was published on 1
July 2004 and ligts certain sections that have been delayed or exempted in terms of section 177. The
period of time of the delay or exemptions is based upon the capacity of each municipality.

The delays and exemptions are based on whether a municipality has been determined as having alow,
medium or high level of capacity to implement the MFMA. Municipalities with a higher capacity will
be required to comply sooner than those with lower capacities. The chart below presents a high leve

summary of the phased-in implementation strategy:

High level Summary of I mplementation Strategy

Description

Effective Date

Comments

Role of the provincial treasuries
Sections 5(3), (4) and (8)

Delayed for 1 year
Applies from 1 July 2005

NT will undertake this role
during interim

Municipal Budget — multi-year, new
formats and process, performance
measures and long term capital plans
Section

Phased in according to capacity
High — 2005/06
Medium — 2006/07
Low — 2007/08

Linked to phase-in
provisions for financial
reporting;

Regulations under
development.

Financial reporting
Section 122, 126

Generally the 2004/04 financial year
Phase in new accounting standards
according to capacity

High — 2005/06

Medium — 2006/07

Low —2007/08

Accounting standards issued
by the ASB

Annual reporting
Section 121, 123-125, 127-134

Phased in according to capacity
High — 2004/05
Medium — 2005/06
Low — 2006/07

Guidelines developed

Supply Chain Management, Public and
Private Partnerships

Generally 1 December 2004
Phased for certain provisions

Regulations to be finalised
for consultation in

according to capacity September
High — 1 December 2004
Medium — 1 July 2006
Low — 1 July 2007
Financial interventions Delayed to 1 July 2005 Chapter 13

Chapter 13

Audit committees and internal units

Phased in according to capacity
High — 1 July 2005
Medium — 1 July 2006
Low — 1 July 2007

Guidelines under
development.

Competency levels for officials
Sections 83, 107 and 119

Delayed to 1 July 2006

Unit standards submitted to
SAQA

Bank account details report
Section 9.

Delayed to 1 April 2005

The phased-in implementation strategy establishes the outside boundaries of when sections of the
MFMA must be in place. Municipalities that have the capacity are encouraged to implement the

sections earlier.
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The following chapter-by-chapter implementation outline provides a summary of the phased
implementation strategy. Further information on implementation dates and the Gazettes have been
place on the Nationa Treasury website.

Chapter 1 — Interpretation, Object, Application and Amendment
The entire chapter is applicable from 1/7/2004.

Chapter 2 — Supervision over Local Government Finance Management

This chapter is applicable from 1/7/2004 with the exception of provisions that require further capacity
to be built in the relevant organ of state prior to implementation.

Chapter 3— Municipal Revenue

This critical chapter is applicable from 1/7/2004 except for where the DoRA applies. In this case the
MFEMA will apply on 1/4/2005 and the DoRA appliesin the interim.

Chapter 4 — Municipal Budgets

The provisions of this chapter apply mainly to the 2005/06 budget. The main exceptions include the
following:

Provisions relating to multi-year budgets are delayed until the 2006/07 budget for medium and
2007/08 for low capacity municipalities.

Provisions relating to measurable performance objectives are delayed until 2006/07 budget for
high, 2007/08 budget for medium and 2008/09 budget for low capacity municipalities.

Capital projects and contracts having future budgetary implications are delayed until the
2006/07 budget for medium and 2007/08 for low capacity municipalities.

Chapter 5— Co-operative Government

This chapter covers responsibilities of the three spheres of government in terms of information
sharing, support and monitoring.

Responsibilities of municipalities take effect for the 2005/06 budget process and include consulting
other municipalities. The process leading up to the 2005/06 budget will, however, need to be
implemented in high-capacity municipalities from August 2004.

Support responsibilities of the national and provincia governments take effect for the 2004/05 budget.
Monitoring responsibilities and publishing of municipal alocations take effect for the 2005/06 budget
to alow the national and provincial government spheres to devel op appropriate capacity.

Provisions relating to the stopping of allocations to municipalities take effect from 1/4/2005 and are
covered by the DoRA in the interim.

Chapter 6 — Debt

All provisions relating to municipal debt take effect from 1/7/2004 except for section 45(4)(a), which
requires municipalities to pay off short-term debt within the financia year. This provision will be fully
enforced in four years (by 1/7/2008) and in the meantime municipalities are required to gradualy
reduce their short-term borrowing, by at least 25 percent each year.
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Chapter 7 — Responsibilities of Mayors

All reporting responsibilities, except those relating to the service delivery and budget implementation
plan and measurable performance objectives, are generdly effective from 1/7/2004. Exceptions are
applicable based on capacity.

All responsibilities in relation to the budget process, except those relating to the service delivery and
budget implementation plan and measurable performance objectives, are generally applicable to the
2005/06 budget process. Exceptions are applicable based on capacity.

Chapter 8 — Responsibilities of Municipal Officials

Where the provision requires the accounting officer to take all reasonable steps to ensure that various
systems and controls are in place, the provision is delayed until the 2006/07 budget for medium and
2007/08 for low capacity municipalities.

Accounting officers of high-capacity municipalities must comply by 1/7/2004 and should therefore
ensure that they have plansin place to review dl relevant systems and are able to justify that they have
taken al reasonable steps. For medium and low-capacity municipalities, the accounting officer has
some time to ensure that systems are reviewed and plans are put in place. The accounting officer’s
responsibilities for revenue management take effect immediately for all municipalities owing to the
critical importance of this for the survival of the municipality. The accounting officer’s responsibilities
for monthly reporting are delayed according to capacity.

Where the provisions relate to responsibilities of other top management they take effect on 1/7/2004.

Chapter 9 — Municipal Budget and Treasury Offices

Establishment of a budget and treasury office is delayed according to municipal capacity to alow for
structures to be put in place.

Competency levels are currently being developed and therefore the relevant provisions are delayed
until 1/7/2006 to ensure that professiona finance officials can satisfy these requirements. If the
relevant officias do not meet the competency levels as at the effective date, municipalities should take
steps to replace them with appropriately qualified professionas.

Chapter 10 — Municipal Entities

The mgjority of the provisions in this chapter will apply from 1/7/2004, with budget-related provisions
applying to the 2005/06 budget. Provisions relating to competency levels will apply from 1/7/2006 in
line with other provisions on competency.

Chapter 11 — Goods and Services

Stand-alone provisions will apply from 1/7/2004, including provisions relating to unsolicited bids and
the preclusion of councillor representation on tender committees.

Provisions relating to the implementation of prescribed policy and procedures will be delayed
according to municipa capacity. An interim framework will be released in 2004 to enable high-
capacity municipalities to implement for the 2005/06 year.
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Provisions relating to competency levels will apply from 1/7/2006 in line with other provisions on
competency.

Chapter 12 — Financial Reporting and Auditing
Provisions relating to annual reports are delayed according to municipal capacity.

Some disclosure requirements will take effect on 1/4/2005 as the DoRA currently covers them.

Disclosures concerning councillors, directors and officials and other compulsory disclosures apply
from 1/7/2004.

Auditor-Genera responsibilities will generally apply from 1/7/2005 for the 2004/05 financial year.

Chapter 13 — Resolution of Financial Problems

Chapter 13 takes effect on 1/7/2005 to alow for capacity to be built in the relevant departments.
However, in the interim, interventions will be guided by section 139 of the Congtitution of the
Republic.

Chapter 14 — General Treasury Matters
This chapter generally takes effect on 1/7/2004.
Provisions relating to internal audit units will take effect from 1/7/2006 for high, 1/7/2007 for medium

and 1/7/2008 for low capacity municipalities. Provisions relating to audit committees will take effect
on 1/7/2006 for al municipalities, as municipalities may share audit committees.

Chapter 15 - Financial Misconduct

This chapter takes effect on 1/7/2004. However, before any party attempts to take action against any
person under the provisions of this chapter, they must first consult with the National Treasury.

Chapter 16 — Miscellaneous
The chapter takes effect on 1/7/2004. The Municipal Accountants Act will be repealed as at 1/7/2005.
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PART THREE

ORGANISATIONAL REFORMS
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Chapter 6: Clarifying roles and responsibilities

New roles and responsibilities

The MFMA together with the Municipal Systems Act and the Municipa Structures Act provides clear

guidance on the roles and responsibilities of councillors and officials.

The diagram below illustrates certain aspects of governance and accountability and the political and
administrative structures required for accountability.

Political and Administrative Accountability
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Oversight and clear lines of authority

In accordance with the financial governance principles discussed, the MFMA clearly establishes a
separation of roles and responsibilities between the mayor and council and between the mayor and
the municipal manager and other senior officials.

It thus creates a clearer and single line of authority between the council, which must approve council
policy; the mayor, who must provide political leadership and manage the implementation of the
policy; and the municipal manager, who is accountable to the mayor and council for implementing

those policies.
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Role of the council

The MFMA recognises the municipa council as the highest authority in the municipality and
strengthens the power of the council by vesting it with significant powers of approval and oversight.

A council delegates its executive authority to the executive mayor or committee, but does not delegate
its legidative powers and aso retains its power to approve policy and budgets and to exercise
oversight over the mayor in the implementation of policy, budgets and by-laws. As the representative
body of the residents that it serves, it remains accountable to residents and to other stakeholders like
businesses, customers and users of its services.

Role of the non-executive councillor

Apart from the Speaker, non-executive councillors generally function in a part-time capacity and are
expected to play a political role in representing residents and other stakeholders in the municipality.
Councillors provide the critica political linkage between the executive (mayor or executive
committee) and the community. Councillors can therefore facilitate the consultative processes
envisaged in both the MFMA and the Municipal Systems Act, particularly with regard to budgets,
IDPs, budget-related policies, tariff-setting for services, indigency policies, longterm borrowing and
C contracts.

The Municipa Systems Act and the MFMA aso provide non-executive councillors with important
recommendation and approval roles: they are expected to review, debate, modify and approve the
policies recommended by the executive (mayor or committee). These include by-laws and policies on
priorities that impact on council service delivery.

Both the Municipal Systems Act and the MFMA aso expand the role of councillors to include an
oversight role through council (or committee) meetings. Councillors ensure the establishment of
effective operationa and financial policies and procedures that will produce desired outcomes. To be
effective in their role, councillors need to fully understand their oversight responsibilities. As
overseers, they must refrain from involvement with the implementation of policies, procedures and
directions that they have determined necessary for the community. Councillors cannot have an
operational role, as this would interfere with the role of the executive (mayor or committee) and also
weaken the accountability of officials to the council (since councillors cannot be both players and
referee). This is in line with the role of elected representatives in Parliament and the provincia
legidatures, who do not become involved in the day-to-day activities of the executive.

The oversight role of councillors may be summarised as¥a

setting the direction for municipal activities;

setting policy parameters to guide these activities;

setting strategic objectives and priorities stating what outcomes and outputs are to be
achieved;

monitoring the implementation of policies and priorities by evaluating reports of outputs and
outcomes,

ensuring that corrective action is taken where outputs deviate from plans; and

accounting back to the community for performance in terms of objectives.

Given the importance of this oversight role, both the Municipal Systems Act and the MFMA protect
the councillors policy-making role by separating it from the implementation role played by officials.
Councillors are therefore not alowed to be members of either the boards of entities (section 93F of
the Municipal Systems Act), audit committees (section 166(5) of the MFMA, or a tender or bid
committee (section 117 of the MFMA). Previous legidation was inconsistent in this regard, and it is
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expected that where such legidation and regulations are out of line with the approach of the MSA and
the MFMA they will be amended over the next two years. Government will also amend other planning
legidation to the extent necessary to ensure that councillors do not serve on planning tribunals and
other approval forums either, as participation in such forums fals within the implementation
responsibilities.

The MFMA & so anticipates that each municipal council will strengthen its oversight role by forming
portfolio committees within the council to facilitate the oversight role councillors can play through
such committees. The Municipa Structures Act can be utilised in this respect, through sections 79 and
80, which allows a council to form a budget and finance committee, a public accounts committee, a
municipal services committee (to cover water, eectricity, refuse removal), etc.

Under the MFMA, the council is expected to undertake a number of financial management tasks to
fulfil its oversight function. These include the following:

Considering and approving the annual budget and ensuring the budget and IDP are aigned
Approving budget-related policies on appropriate taxes, user charges, indigency policies, credit
control and supply chain management

Considering the views of the community and government regarding the budget and in
establishing a municipal entity

Reviewing the budget and performance of entities under council control

Dedling with audit and annual reports, and adopting an oversight report once the report is
received

Considering capital projects and contracts with financial implications of more than three budget
years

Taking responsibility for incurring debt and determining security over debt (although some
aspects of this may be delegated for short-term debt, subject to certain conditions)

Considering the sale, disposal or transfer of all capita assets (although this may be delegated to
the municipal manager to a vaue determined by the council)

Reviewing unauthorised and unforeseen expenditure and reporting on unauthorised, irregular
and fruitless and wasteful expenditure

Investigating allegations of financial misconduct and taking appropriate action where necessary

The council is primarily responsible for avoiding, identifying and resolving its own financial
problems as they arise.

Role of the executive mayor or committee

As the executive authority of the council, the executive mayor or committee must provide political
guidance over the policy, budget and financia affairs of the municipdity and must ensure that the
municipality complies with its obligations under the legidation. Without interfering in the day-to-day
administration of the municipality, the mayor should monitor and oversee the municipal manager and
senior managers to ensure that they are carrying out their duties in an appropriate manner. The key
tools for doing so are the annua service delivery and budget implementation plan (SDBIP) and the
performance agreement with its clear measurable outputs.

The mayor remains accountable to council for proposing and implementing policy and overseeing the
implementation of this policy by the administration. The following are some of his or her specific
responsibilities:

Providing political guidance on the budget process
Co-ordinating the budget process with the municipal manager
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Reviewing IDP and budget-related policies and ensuring consistency with the budget

Ensuring that the municipality complies with the legidative deadlines for the tabling and

gpproval of the budget

Approving the service delivery and budget implementation plan within 28 days after the
approva of the budget, and approving the performance agreements of the municipal manager
and senior management

Monitoring the financial performance of the municipality through monthly financial reports
submitted by the municipal manager

Providing council with quarterly budget reports and taking action where necessary

Reporting instances of potential or real non-compliance with the budget chapter of the MFMA
or in relation to issues that may necessitate provincia intervention

Tabling an adjustments budget

Reporting instances of unforeseeable or unavoidable expenditure

Guiding the municipality in its dealings with its municipal entities

Tabling the annual report to council each year

The approach of the MFMA is also consistent with the Code of Conduct set out in Schedule 1 of the
Municipal Systems Act, which clearly requires councillor disclosure of conflicts of interest and
prohibits councillor involvement in tender boards or the boards of municipal entities.

Role of the municipal manager (the accounting officer)

The municipal manager is the accounting officer and the administrative authority for the municipality
and is responsible for the implementation of approved council policy and the achievement of the
objectives set out by the mayor. In the first instance the municipal manager is accountable to the
mayor for the implementation of specific agreed outputs. In the second instance the municipal
manager is accountable to the council for the overall administration of the municipality.

The municipal manager is therefore the key officer responsible to the mayor and council for the
successful implementation of the legidation. In this capacity, the municipal manager must be fully
aware of the reforms required in order to provide the mayor, councillors, senior officials and
municipal entities with the appropriate guidance and advice on financial and budget issues. Whilst the
municipal manager may delegate many tasks to the chief financial officer or to other senior officials,
this must be done carefully to ensure that al tasks are completed appropriately.

The municipa manager must project manage at the highest level the change management process,
establishing appropriate objectives for senior staff, project milestones, timeframes and responsibilities
whilst managing those outputs effectively and regularly reporting back to the mayor and council on
progress. A skilled and well-rounded senior management complemented with some financial
management background and knowledge is desirable, since their roles and responsibilities, depending
on the extent of delegations by the municipa manager, will greatly support the expeditious
implementation of good financial management and governance. It is also appropriate to have the
chief financia officer regularly update senior management on finance-related policies and areas of
relevance. The delegation of financial management tasks to junior officials should be avoided.

The municipal manager is now required to take on a number of specific responsibilities, including
certifying the correctness of the reports, under the MFMA, which include, but are not limited to, the
following:

Budget preparation role

0 Assigting the mayor in preparing the budget

0 Assisting in conducting community participation meetings
0 Making public the draft budget
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0 Assisting the mayor in preparing the adjustment budget
0 Asssting in the preparation of budget-related policies

Budget Implementation and other administrative roles

Making public the approved budget

Implementing the approved budget

Developing and submitting the service delivery and budget implementation plan
Ensuring revenue collection and expenditure is in line with the budget

Certifies where necessary to shift funds across budget years

Administering al municipa bank accounts

Submitting annual performance agreements for al senior managers

Developing and implementing a supply chain management policy

Providing an assessment of municipa performance for inclusion in the annual report

OO0 O0OO0O0O0OO0OO0O0o

Reporting and publishing role

Reporting unauthorised, irregular or fruitless and wasteful expenditure

Reporting impending shortfalls or overspending, and any overdraft position

Reporting on monthly and mid-year budget progress

Reporting other matters as prescribed, including staff expenditure

Making public and inviting comment on draft contracts with a term greater than three years
Ensuring information is supplied to council and the public on debt proposals

Making public any proposal to establish or participate in amunicipa entity

Preparing the annual financial statements for audit, verifying salaries and benefits paid
Making public the annua report and the council’ s oversight report

Monitoring entities to ensure that their reporting obligations are met

O O0OO0OO0OO0O0O0OO0OO0OO0OOo

The municipal manager is responsible for the financial management of the municipality, ultimately
ensuring that all financial systems are in place and are properly maintained.

Misconduct

Municipalities are requested to operate in an accountable and transparent manner. Good governance
requires that any municipa council or manager instituting disciplinary action should follow the legal
prescripts in spirit and to the letter. Hence, in order to ensure appropriate applicability of the relevant
misconduct sections in the MFMA it is recommended that actions undertaken should be clearly within
the bounds of “grosdy negligent or wilful transgressions’ and the National Treasury should be
consulted on with respect to any action in this regard.

Summary

This chapter attempts to set out and delineate the role and responsibility of councillors and officiasin
the financial management of a municipality. In so doing, it highlights the policy-making and oversight
role that councillors play on the one hand and the administrative and implementation role that the
officials in amunicipality are employed to play on the other.
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Chapter 7. Top management and delegation of
accounting officer responsibilities

Background

The MFMA establishes a major role for the municipal manager, who is the accounting officer of the
municipality. Chapter 8 of the Act spells out the accounting officer’s fiduciary and other
responsibilities. These responsibilities are additional to al the other management responsibilities
expected of the municipal manager as head of the administration, including the responsibilities
outlined in the Municipal Systems Act.

Sharing of responsibilities

The MFMA expects the municipal manager to share these responsibilities with other senior managers
and anticipates a senior management structure in section 77 of the Act. The top management team
under the municipal manager comprises the chief financia officer and al the senior managers who
head various functions or departments and are responsible for the budget of that function or
department (e.g. water and sanitation, electricity, roads and transport, housing, etc.).

Delegations and accountability

Where an accounting officer delegates any of the accounting officer responsibilities to such senior
managers, and where they are properly qualified AND have the necessary experience to play thisrole,
senior managers will be held primarily accountable for any transgressions in exercising these
accounting officer responsibilities. The liability of the accounting officer will be limited provided that
the delegation is reasonable and appropriate, on condition that the accounting officer actively
monitors the performance of the senior managers, including acting in terms of the monthly budget
monitoring system based on section 71 of the Act, as the accounting officer is not divested of the
responsibility for the exercise of a delegated power.

The municipa manager may delegate tasks alocated to him or her under the MFMA to the chief
financia officer, except those of maintaining municipa bank accounts and developing the municipal
budget. The chief financial officer may in turn delegate certain tasks to other senior officias.

Delegations to be in writing

In al instances, delegations must be in writing and may be subject to change or amendment. The
official delegating the task should always ensure that appropriate systems are in place to guarantee
that proper control and accountability remain with him or herself. Delegations should be limited and
any delegation to junior officials should be avoided.

The supporting annexure provides a detailed schedule of the responsibilities that may be delegated by
the municipal manager to other senior officials in the municipality.
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Performance agreements

The Service Déelivery and Budget |mplementation Plan (SDBIP) is to be drafted and adopted with the
multi-year budget and made public by the mayor no later than 14 days after its approva. Thiswill be
one of the tools to measure the performance of senior managers. The performance agreement between
the mayor and the municipal manager will contain key strategic and delivery outcomes trandated into
clear outputs. These will aso cascade into the performance agreements of the top management team
in the first instance and flow into the operational plans and agreements of other managers and staff. It
is expected that the SDBIP will contain details on the execution of the budget, and include
information on programmes and projects broken down by ward. It will provide commencement,
phases and completion dates, revenue and expenditure, quarterly service ddivery targets and
performance indicators. Moreover, there should be regular reporting on progress on the programme or
projects, which will assist in facilitating better non-financial and financial reporting. The intention of
the SDBIP is aso to empower councillors to perform their oversight responsibilities better.

A guide will be issued containing more information on the contents of a SDBIP.

Monitoring, reporting and staff performance agreements

The primary oversight mechanism for a mayor to ensure that the council’ s requirements are being met
by the municipal manager is the municipa manager’s annual performance agreement, detailed in
section 57 of the Municipa Systems Act and referred to in sections 53 and 69 of the MFMA.

It is important that councils recognise the importance of the performance-based management process
in managing their affairs. Individual employee performance contracts should be based on measurable
outputs and relate to the achieving certain objectives and outcomes set by the Council.

The success or otherwise of the municipality meeting these objectives should bear a direct relation to
an employee's success or otherwise.

This should inform council decisions relating to the payment of employment bonuses and other
contract conditions.
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Chapter 8: Budget and treasury office

One of the key ingtitutional and organisational reforms required by the MFMA is the establishment of
a budget and treasury office (BTO) and the appointment of a chief financia officer (CFO) to head the
BTO. This organisational reform must be seen as part of the creation of a top management team in
terms of section 77 of the Act. This chapter provides municipalities with some guidance on how to go
about setting up the BTO and appointing an appropriately quaified CFO and their link to the senior
management team.

The chief financial officer

The chief financial officer is the administrative head of the budget and treasury office. The CFO has
an essential function in assisting the municipal manager to carry out his or her financial management
responsibilities, in areas ranging from budget preparation to financia reporting and the devel opment
and maintenance of internal control procedures.

The CFO plays a central role in implementing the financid reforms at the direction of the municipal
manager with the assistance of appropriately skilled finance staff.

Establishing a BTO

Municipalities should NOT see the establishment of a budget and treasury office (BTO) merely as a
cosmetic change and simply rename their current treasury department as a BTO. Similarly, it would
be wrong to assume that the current head of the treasury will be the new CFO heading the BTO. For
this reason, the establishment of the BTO in terms of section 80 has been delayed until 30 June 2005
or 2006 according to capacity.

The BTO has many more powers than current municipal treasury departments, as its responsibilities
go beyond traditional accounting or treasury functions like operating bank accounts, cash
management, collecting revenue or overseeing revenue collection, authorising or making payments
and preparing financial statements. In addition, the role involves playing a more drategic advisory
role to the accounting officer and other senior officials, one that is forward-looking and takes the lead
in the budgeting and planning processes. It is also expected to take on both a management (rather than
adminigtrative) role and an oversight role. The BTO will have a critical function in producing monthly
management information for the municipal manager and mayor.

Similarly, the CFO is expected to be part of the top management team under the municipal manager,
together with all the dher senior managers who are heads of department (and responsible for key
budget programmes or votes like water and electricity), in terms of section 71 of the Act. Although
Chapter 7 of the Act vests responsibilities in the municipal manager as the accounting officer, the Act
anticipates that such responsibilities will be shared with the top management team. The CFO therefore
has to be a professiona with strong management and leadership skills. Providing leadership for the
budget and planning process does not necessarily require accounting skills. Hence not al officias in
the BTO will have financia skills and, conversely, not al financial staff will be in the BTO - in many
large municipalities, most major departments (e.g. water and sanitation) will need to have financial
officias in those departments, outside the BTO.

For this reason, section 83 of the Act requires the CFO to undergo training and to meet minimum
standards of qualification and experience. The National Treasury is assisting in preparing courses that
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al CFOs will be required to attend (and pass). CFOs failing to pass these courses may not be digible
for appointment. Though the courses will be made compulsory for CFOs only from 1 July 2006, it is
strongly recommended that all municipalities make the passing of these courses a condition of
employment. The courses will have to be taken annualy, with all CFOs required to accumulate a
minimum number of points each year. This should be enforced as part of employment contracts and
form part of performance agreements.

Note that appropriate courses are being designed and will also be compulsory for al other officiasin
finance and supply chain activities, and similarly for al non-financial senior managers.

A further important objective is to facilitate and promote the mobility of finance officias between all
three spheres of government. The underlying approach of both the MFMA and the PFMA (Public
Finance Management Act) is similar, and it is hoped that finance or treasury officials will generally
have the expertise to implement both pieces of legidation. The Minister of Finance has called on
finance officials from both spheres to break from the current traditions and form one professional
body that includes finance officials from al three spheres of government.

The Minister of Finance mentioned in a speech delivered to SALGA in November 2002 that —

“... the creation of an association of budget and finance professionals is needed to facilitate mobility
of such professionals between the three spheres of government. | have made calls on the leader ship of
the two main professional bodies representing public finance professionals in SA, the Institute of
Municipal Finance Officers (IMFO — local government) and the Ingtitute for Public Finance and
Auditing (IPFA — provincial and national government), to form a single association. | want to
volunteer the National Treasury to assist in this process. Such a single body must reflect the
transformation sweeping our country. It must lead the fight to create a new type of professional, ready
to implement the spirit of the MFMA and reform agenda. Such a body must champion better
management in the public sector. It must strive to be more representative of our society. | would like
to see more opportunities offered to new entrants in the finance arena, and better schooled and
trained staff that can help find solutions to the challenges facing local government.”

Summary

The chapter highlights the importance of a well-structured organisation with appropriately skilled
personnel, including the head of the BTO. It also points out the weaknesses and raises the need for
ongoing skills development. The National Treasury will play a facilitation and guiding role by
issuing supporting material in this regard.
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PART 4

KEY BUDGET AND REPORTING REFORMS
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Chapter 9. Three-year budgeting and
planning

The budget preparation process

The mayor must lead the budget preparation process through a co-ordinated cycle of events
that commences at least ten months prior to the start of each financial year.

Overview
A central element of the reforms is a change to the way that municipalities prepare their
budgets.

The MFMA requires a council to adopt three-year capital and operating budgets that take into
account, and are linked to, the municipality’s current and future development priorities (as
contained in the IDP) and other finance-related policies (such as those relating to free basic
service provision).

These budgets must clearly set out revenue by source and expenditure by vote over three years
and must be accompanied by performance objectives for revenue and expenditure, a cash flow
statement and particulars on borrowing, investments, municipal entities and service delivery
agreements, grant allocations and details of employment costs.

The budget may be funded only from reasonable estimates of revenue and cash-backed surplus
funds from the previous year and borrowings (the latter for capita items only).

Budget preparation timetable
The first step in the budget preparation process is to develop a timetable of all key deadlines
relating to the budget and to review the municipality’s IDP and budget-related policies.

The budget preparation timetable should be prepared by senior management and tabled by the
mayor for council adoption by 31 August (ten months before the commencement of the next
budget year).

Budget preparation and review of IDP and policy
The mayor must co-ordinate the budget preparation process and the review of council’sIDP and
budget-related policy, with the assistance of the municipa manager.

The mayor must ensure that the IDP review forms an integral part of the budget process and that
any changesto strategic priorities as contained in the IDP document have realistic projections of
revenue and expenditure. In developing the budget, the management must take into account
national and provincia budgets, the national fiscal and macro-economic policy and other
relevant agreements or Acts of Parliament. The mayor must consult with the relevant district
council and al other local municipalities in that district as well as the relevant provincia
treasury and the National Treasury when preparing the budget, and must provide the National
Treasury and other government departments with certain information on request.
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This process of development should ideally occur between August and November, so that draft
consolidated three-year budget proposals, IDP amendments and policies can be made available
during December and January. This alows time during January, February and March for
preliminary consultation and discussion on the draft budget.

Tabling of the draft budget
Theinitial draft budget must be tabled by the mayor before council for review by 30 March.

Publication of the draft budget
Once tabled at council, the municipa manager must make public the appropriate budget

documentation and submit it to both the National Treasury and the relevant provincial treasury
and any other government departments as required. At this time, the loca community must be
invited to submit representations on what is contained in the budget.

Opportunity to comment on draft budget

When the draft budget is tabled, council must consider the views of the local community, the
National Treasury and the relevant provincial treasury and other municipalities and government
departments that may have made submissions on the budget.

Opportunity for revisions to draft budget

After considering all views and submissions, council must provide an opportunity for the mayor
to respond to the submissions received and if necessary to revise the budget and table
amendments for council’s consideration.

Following the tabling of the draft budget at the end of March, the months of April and May
should be used to accommodate public and government comment and to make any revisions
that may be necessary. This may take the form of public hearings, council debates, formal or
informal delegations to the National Treasury, provincial treasury and other municipalities, or
any other consultative forums designed to address stakeholder priorities.

Adoption of the annual budget

The council must then consider the approval of the budget by 1 June and must formally adopt
the budget by 30 June. This provides a 30-day window for council to revise the budget severa
times before its final approval.

If a council fails to approve its budget at its first meeting, it must reconsider it, or an amended
draft, again within seven days and it must continue to do so until it is finally approved — before
1 Jduly.

Once approved, the municipa manager must place the budget on the municipality’s website
within five days.

Budgets of municipal entities

The board of directors of amunicipal entity must submit a proposed budget to the municipality
by 31 January, or earlier if agreed. The municipality must consider the budget and return any
recommendations to the board of directors, who may submit a revised budget not later than the
middle of March.
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Entity budgets to be considered with municipal budgets
The revised budget must then be tabled by the mayor at the same time as the municipa budget

is tabled. The board of directors must approve the budget by 1 June, and it must then be made
public. The board of directors may revise the budget with the approval of the mayor.

Budget implementation

Implementation management — the service delivery and budget implementation plan
The municipal manager must within fourteen days of the approva of the annual budget (by 14

July at the latest) submit to the mayor for approva a draft service delivery and budget
implementation plan and draft annual performance agreements for al pertinent senior staff.

A service delivery and budget implementation plan is a detailed plan for implementing the
delivery of municipal services contemplated in the annual budget and should indicate monthly
revenue and expenditure projections and quarterly service delivery targets and performance
indicators.

The mayor must approve the draft service delivery and budget implementation plan within 28
days of the approval of the annua budget (by 28 July at the latest).

This plan must then be monitored by the mayor and reported on to council on aregular basis.

Managing the implementation process
The municipal manager is responsible 