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MODULE V | MUNICIPAL FINANCE 
 

Overview of this module 

 

• A definition of municipal finance, and why proper controls are essential for effective, accountable local 

government. 

• The legal and regulatory framework for municipal government in South Africa, and how it fits into democracy and 

developmental goals. 

• The funding and division of revenue for municipalities. 

• The current state of municipal finances in South Africa. 

• Advice for journalists reporting on municipal finances. 

 

1. What is municipal finance? 
 

Local government finance is a key part of the three-tier democratic system of the Republic of South Africa – national, 

provincial, and local – established by the Constitution. 

 

“Interest in cities around the world is on the rise, in large part, because more and more people are living in cities in both  

developed and less developed countries. The rapid increase in the urban population has put pressure on local governments 

to provide a range of services from water and sewer infrastructure to social services and housing. To meet the rising 

demands of urbanization, municipalities need adequate revenue tools to pay for services and infrastructure.”1 

 

This quote from UN Habitat provides a compelling justification for the importance of municipal finance, and why it is an issue 

of social, developmental and political relevance. Municipal finance can be defined as the revenue expenditure decisions of 

municipal governments. This covers the sources of revenue, the financing of infrastructure, public-private partnerships, 

expenditures at the local level, and accountability for these decisions, including the budgeting process and financial 

management. 

 

Around the world, there have been some common trends in municipal finance in recent years, including:2 

 

• Fiscal decentralisation, the transfer of financial responsibility from central governments to local governments, 

particularly to deliver core services. 

• Growing emphasis on land and property taxation. 

• Increasing prevalence of public-private partnerships. 

• Increased demands for accountability and transparency at the local level. 

• Greater pressure for better municipal financial management. 

 

According to dominant economic theory, the primary role of municipal governments is to provide services to residents in a 

particular geographic area. Local governments do not, for example, substantially take on stabilisation policy or income 

redistribution because they do not have access to monetary tools, and because capital and labour flow freely across sub-

national borders, which would significantly complicate such efforts. In line with the “subsidiarity principle,” many economists 

argue that the efficient provision of services is best ensured when decision-making is carried out by the level of government 

that is closest to the individual citizen.3 

 

This provides a strong justification for the trend of fiscal decentralisation mentioned above, and is also relevant in the South 

African context where many core services have been devolved to municipal governments. Understanding municipal finance 

is therefore a crucial factor in evaluating the performance of government, interrogating service delivery, and uncovering 

corruption or misappropriation. 

 
1 UN Habitat, ‘Guide to Municipal Finance,’ (2009) p 1 (accessible here). 
2 Ibid, p 14-16. 
3 Ibid, p 17. 

https://www.local2030.org/library/65/Guide-to-Municipal-Finance.pdf
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Local government is envisaged in the 1998 “White Paper on Local Government” as being a form of decentralized government 

that is developmental, in pursuit of creating a “better life” for all South Africans.4 To enable this developmental purpose and 

roll back underinvestment in infrastructure in townships and rural areas designated as black areas under apartheid and 

‘bantustans’ or so-called ‘homelands’, the constitutional framework demands that an “equitable share” of all government 

revenue be set aside for provinces and local government, particularly to subsidise basic services. Municipalities can also cross-

subsidise between high and low-income consumers of services. The Municipal Systems Act of 2000 stresses in its preamble 

that the Constitution demands local government not just provide services to all citizens but "be fundamentally developmental 

in orientation".5 

 

2. Legal framework for municipal finance 
 

Much effort has gone into reforming and putting in place governance structures since 1996, and several pieces of legislation 

have been enacted specifically affecting local government finance. 

 

The primary law regulating the operations of municipalities in South Africa is the Local Government: Municipal Finance 

Management Act 56 of 2003 (MFMA). The purpose of the MFMA is to secure the sound and sustainable management of the 

financial affairs of municipalities and related entities, and to establish treasury norms and standards for the local sphere for 

government. Importantly, the MFMA aims to foster transparency by mandating budget and reporting requirements. The 

MFMA also aims to modernise budget, accounting and financial management processes to enable municipalities to deliver 

services to communities in the best possible way, and to clarify and separate the roles and responsibilities of the council, 

mayor and officials in the interest of good governance.6 

 

The five Principles of the MFMA are: 

 

• Promoting sound financial governance by clarifying roles; 

• Adopting a more strategic approach to budgeting and financial management; 

• Promoting cooperative government;  

• Modernise of financial management; and 

• Promoting sustainability. 

 

The MFMA principles aim to achieve a number of reforms, the most significant of which are the new budget process which 

is linked to the Integrated Development Plans (IDPs) — five year strategic plans to guide the governance of the municipality 

— as well as the new accounting standards and formats, the establishment of audit committees and other internal controls, 

improvements to procurement and supply chain management, performance measurement reporting, staff competency 

levels and new mechanisms to resolve financial problems and misconduct. 

 

It is also worth noting a number of government gazettes and regulations which support local government in interpreting and 

implementing the MFMA: 

 

• Gazette No 27431, April 2005: assists municipalities to implement Public-Private Partnership provisions for effective 

and efficient service delivery; 

• Municipal Supply Chain Management Regulations – Gazette 27636, 30 May 2005: assist municipalities to implement 

Chapter 11 of the MFMA on goods and services in an open, fair and transparent manner for an efficient and effective 

procurement system; 

• Municipal Regulations on debt disclosure – Gazette No 29966, 15 June 2007: assist municipalities to implement 

MFMA Chapter 6 on debt in a more efficient and responsible manner while ensuring that the municipality will sustain 

and maintain the debt incurred; 

• Municipal Regulations and Guidelines on Minimum Competency Levels – Gazette 29967, 15 June 2007: assist and 

guide municipalities to implement MFMA sections 83, 107, 117 and 119 on competency levels by appointing 

 
4 RSA, 'The White Paper on Local Government' (Republic of South Africa, 1998). 
5 RSA, 'Municipal Systems Act,' 21776 § (2000). 
6 National Treasury, 'MFMA,' n.d., http://mfma.treasury.gov.za/Pages/Default.aspx. 
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appropriately competent municipal officials charged with financial management responsibilities against key 

positions; 

• Municipal Asset Transfer Regulations – Gazette No. 31346, 22 August 2008: assist municipalities to manage and 

account for the asset transfer process in line with the issued reforms while ensuring that assets that are immediately 

needed for service delivery purposes are not disposed of unduly; 

• Municipal Budgeting and Reporting Regulations: assist municipalities to budget in line with MFMA Chapter 4, 

ensures that the budget is funded and maintains uniformity in the budgeting process of municipalities, and facilitates 

ease of interpretation across municipalities on similar areas of the budgeting process. 

• Municipal Regulations on Standard of Chart of Accounts: assist municipalities to have a functional financial 

management system that includes rigorous internal controls and improves transparency and accountability; 

• LG Regulations on Financial Misconduct and Criminal Proceedings: assist municipalities to implement MFMA 

Chapter 15, identify, process to manage and institute criminal proceedings for any financial management 

misconduct. 

 

The Intergovernmental Fiscal Relations Act (No.97 of 1997) (IFRA) manages intergovernmental relations, defined as the 

relationships between the three spheres of government. Assented to in terms of General Notice 1652 on 17 December 1997 

and published in the Government Gazette (Vol.390, No.18512) the same day, the IFRA took effect on 1 January 1998.  

 

The Intergovernmental Relations Framework Act (hereafter, IGRFA) was assented to on 15 August 2005. The intention of 

the act is to bring structure and form to the constitutional principles of cooperative government. The basis of cooperative 

government is a multi-sphere system of government within which each sphere exercises distinctive powers and functions 

operating with principles of interdependence and inter-relatedness. 

 

The IFRA prescribes the process for determining the equitable sharing and allocation of revenue raised nationally. Sections 

9 and 10(4) of the IFRA set out the consultation process to be followed, including considering recommendations made 

regarding the equitable division of nationally raised revenue. Part I provides for the establishment and functions of a budget 

council and Part 2 provides for the establishment and functions of a local government budget forum. Part 3 gives effect to 

section 214(1) of the constitution. This relates to revenue sharing among the spheres of government and to the Division of 

Revenue Bill which the Minister of Finance must introduce in parliament every year. 

 

The Division of Revenue Act (No.28 of 1998) (DORA) aims to give effect to section 214(1) of the constitution, which says 

that every year a Division of Revenue Act must determine the equitable division of nationally raised revenue between 

national government, the nine provinces and 257 municipalities. This budget process takes into account the powers and 

functions given to each sphere of government. 

 

The Purpose of DORA is to: 

 

• Determine the share of each sphere of government of the revenue raised nationally for the relevant financial year; 

• Determine any other allocations to the provinces, local government or municipalities from the national government’s 

share of that revenue, and any conditions on which those allocations are or must be made. 

 

The Local Government: Municipal Property Rates Act 6 of 2004 regulates the power of a municipality to impose property 

taxes, provides for valuation methods on properties, and for the system of exemptions, rebates and reductions. 

 

The Local Government: Municipal Systems Act 32 of 2000 (Municipal Systems Act) provides a framework for planning, 

performance management systems, effective use of resources, and organisational change. Notably, it establishes a system 

for municipalities to report on their performance, and a mechanism for residents to compare the performance of their 

municipality against others. It also regulates public-private partnerships. The Act requires municipalities to prepare and 

formally adopt IDPs, the five-year strategic plans that are reviewed annually in consultation with communities and other 

stakeholders with the objective of achieving service delivery and development goals in municipal areas.7 

 

It is also important to note that section 5 of the Municipal Systems Act gives local communities the right to contribute to the 

decision-making process of the municipality. Section 16 further requires municipalities to encourage and create the 

 
7 Municipalities.co.za, ‘The Local Government Handbook South Africa 2021,’ p 15 (accessible here). 

https://municipalities.co.za/
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conditions for community participation, and to establish the appropriate mechanisms, processes and procedures to enable 

local communities to participate in the affairs of the municipality. Furthermore, and of relevance to journalists, section 20 of 

the Municipal Systems Act provides for the admission of the public and the media to meetings of a municipal council, which 

may not bar members of the public or the media except in specific circumstances. 

 

The Local Government: Municipal Systems Amendment Act 44 of 2003 aims to align the systems of municipal administration 

and human resource management with those of the Public Service in national and provincial government. 

 

Finally, the Local Government: Municipal Structures Act 117 of 1998 provides for ward committees and their responsibilities. 

Ward committees are a mechanism for citizens to get involved in how their communities are governed, by providing a vital 

link between ward councillors, the community, and the municipality. They also play an important role in fostering relations 

between ward councillors and other stakeholders such as traditional councils and community development workers. The 

terms of ward committees are aligned to those of municipal councils.8 

 

Finally, various institutions play an important role in supporting local government and facilitating relationships between 

various levels of government. One of the most important in this regard is the Department of Cooperative Governance and 

Traditional Affairs (COGTA), whose mission is to “ensure that all municipalities perform their basic responsibilities and 

functions consistently by: 

 

1. Putting people and their concerns first; 

2. Supporting the delivery of municipal services to the right quality and standard; 

3. Promoting good governance, transparency and accountability; 

4. Ensuring sound financial management and accounting; and 

5. Building institutional resilience and administrative capability.”9 

 

COGTA’s mandate stems from Chapters 3, 7 and 12 of the Constitution, which deal with the system of cooperative 

governance, local government, and traditional leaders, respectively. COGTA runs numerus programs relating to municipal 

governance, such as the Integrated Urban Development Framework (IUDF), which “seeks to foster a shared understanding 

across government and society about how best to manage urbanisation and achieve the goals of economic development, 

job creation and improved living conditions for our people.” 

 

National Treasury also plays an important role in municipal finance, because it is empowered by the Constitution10 to 

determine the financial management framework of all organs of state in all spheres of government.11 Treasury not only 

implements the budget, but also plays an oversight role over municipal governments and is responsible, together with 

provincial treasuries, for administering the MFMA, the central piece of legislation regulating municipal finance. In terms of 

the MFMA, National Treasury may take appropriate steps, including the stopping of funds to a municipality if it commits a 

serious or persistent material breach of applicable legislation and regulations. Provincial treasuries, on the other hand, are 

responsible for monitoring compliance with the MFMA and assisting municipalities with preparing their budgets, among 

other things. 

 

National Treasury is the repository of a host of information about municipal finance, including both guidance about how best 

to achieve sound management and also of actual, up-to-date financial information. The Budget Review also contains essential 

information about the finances of local government. 

 

The Auditor-General (AG) likewise plays a crucial role in municipal financial management. The AG’s office is established by 

Chapter 9 of the constitution as the Supreme Audit institution of South Africa, and its purpose is to strengthen the country’s 

democracy by enabling oversight, accountability and governance in the public sector through auditing. Its auditors must do 

their work “without fear, favour, or prejudice on how government uses public assets”.12 In terms of the Constitution, the AG 

must audit and report on the accounts, financial statements and financial management of all municipalities as well as national 

 
8 Cooperative Governance and Traditional Affairs, ‘Municipal Ward Committees: What You Need to Know,’ (20 March 2020) (accessible here). 
9 Ministry of Cooperative Governance and Traditional Affairs, ‘About Cooperative Governance and Traditional Affairs,’ (accessible here). 
10 Sections 215 and 216 and other provisions of Chapter 13 of the Constitution. 
11 Municipalities.co.za, ‘The Local Government Handbook South Africa 2021,’ p 15 (accessible here). 
12 AGSA, '2019-20 Integrated Annual Report of the Auditor General of South Africa' (2020) at p 11 (accessible here). 

http://www.iudf.co.za/
http://mfma.treasury.gov.za/Pages/Default.aspx
http://www.treasury.gov.za/documents/national%20budget/2021/review/FullBR.pdf
https://www.cogta.gov.za/index.php/2020/03/20/municipal-ward-committees-need-know/
https://www.cogta.gov.za/index.php/about-cooperative-governance-traditional-affairs/
https://municipalities.co.za/
https://www.agsa.co.za/Portals/0/Reports/AR/2019-20%20Integrated%20Annual%20Report.pdf
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departments and other entities as required by law.13 It issues audit reports on municipalities every year as well aggregated 

reports on the outcome of its audits of municipalities annually. 

 

Finally, the South African Local Government Association (SALGA), is a listed public entity established in terms of Section 21 

of the Companies Act 61 of 1973. SALGA serves to represent local government on intergovernmental forums, such as the 

Budget Forum and the National Council of Provinces (NCOP). SALGA is funded through various channels, including a national 

government grant, membership fees from provincial and local government associations, and donations from the 

community.14 

 

 

INTEGRATED DEVELOPMENT PLANNING (IDPS) 
Municipalities.co.za, ‘The Local Government Handbook South Africa 2021,’ p 15 (accessible here). 

 

IDPs are important components of municipal accountability and transparency. They also provide opportunities for residents 

and affected stakeholders to input into local governance and understand how to participate in local decisions that affect 

them. 

 

According to section 26 of the Municipal Systems Act, IDPs must include the following aspects: 

 

• The municipal council’s vision for the long-term development of the municipality. 

• An assessment of the existing level of development in the municipality and an identification of communities that do 

not have access to basic municipal services. 

• The council’s development priorities and objectives, including its local economic development aims and its internal 

transformation needs. 

• The council’s development strategies, which must be aligned with any national or provincial sectoral plans and 

planning requirements. 

• A spatial development framework. 

• The council’s operational strategies. 

• Applicable disaster management plans. 

• A financial plan and budget projection for the next three years. 

• Key performance indicators and performance targets. 

 

 

OVERSIGHT PROCESSES 

 

Tool/Mechanism Time-Frame 

IDP 5-year plan 

Budget 3-year plan 

Service Delivery and Budget Implementation Plan (SDBIP) Annual plan 

Implementation Monitoring In-year reporting 

Accountability Reporting Annual Financial Statements 

Annual Report Annually 

 

3. Municipal revenue 
 

The freedom of municipalities to set their own budgets – with input/guidelines/supervision from central government – 

should be what gives effect to the popular will at the local government level, along with passing bylaws and planning. 

Municipalities should be able to spend on what the residents of the municipality deem important to the extent that it is 

affordable in terms of the revenue-raising ability of the municipality. While municipal officials are responsible for budgeting 

and reporting on budgets, the municipal councillors are responsible to the electorate through regular elections for how the 

money is spent or misspent. 

 
13 “Constitution of the Republic of South Africa” (1996). 
14 Municipalities.co.za, ‘The Local Government Handbook South Africa 2021,’ p 16 (accessible here). 

https://municipalities.co.za/
https://municipalities.co.za/
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The freedom to set budgets is not absolute and in any case most municipal treasuries face similar demands, for public 

facilities like sports centres and housing, but most importantly for infrastructure — roads, pipes for reliable and affordable 

running water and sewerage, distribution stations and reticulation for electricity supply and trucks and dumps for refuse 

removal. A new infrastructure demand is internet connectivity. Municipalities must also make provision for free basic 

services for indigent residents, and must pay the wholesalers of services, for instance Eskom for electricity, to pass on to the 

residents — to which municipalities add their own mark-up to raise revenue. 

 

Municipalities are responsible for delivering basic services such as water, electricity, sanitation and solid waste removal, and 

for the provision of public road networks, and some public transport services.15 They also manage some planning and 

regulatory systems related to land use, infrastructure roll-out, and economic activity. Other services they are responsible for 

include firefighting, parks and recreational areas and libraries, and other facilities. 

 

The municipality has to raise revenue to supply these services, pay its workers and managers, and shoulder other 

responsibilities, part of which is obtained through constitutionally-mandated divisions managed through the Division of 

Revenue Bill, which is tabled each year with the national budget.16 Local government receives transfers through the equitable 

share and through conditional grants. The equitable shares are determined through formulas based on demographic and 

developmental factors — such as the size of its low-income population, the cost of basic services and how much of its own 

revenue it can raise17 — with input from the Financial and Fiscal Commission and in consultation with municipalities, 

provision for which is made in the Constitution. Conditional grants are designed to meet specific objectives, and are — as 

indicated by the name — conditional on municipalities meeting certain objectives,18 and on an accepted business plan for 

the grant's use.19 In the 2019/20 year, transfers to municipalities accounted for roughly 8,5% or R125 billion of nationally 

raised revenue.20 

 

There are a number of different ways to classify the revenue that municipalities receive from national government. For 

example, there is a differentiation between current transfers for financing current expenditures — which includes the 

equitable share, capacity-building grants, the Expanded Public Works Programme (EPWP) Integrated Grant, and disaster 

relief or emergency grants — and infrastructure grants intended to finance capital works — such as the Informal Settlements 

Upgrading Partnership Grant and Public Transport Network Grant. It is important to note that the way transfers are reflected 

on the financial statements of municipalities can differ, and can make quite significant changes to those statements. For 

example, the general fuel levy is one item that is often treated differently by municipalities in their financial reporting, and 

which may therefore affect the appearance of revenues and transfers.21 

 

There are generally four types of conditional grants that municipalities receive: 

 

1. General grants to supplement numerous programmes partially funded by municipalities; 

2. Grants that fund certain responsibilities and programmes implemented by municipalities; 

3. Grants that provide in-kind allocations through which a national department implements projects in municipalities; 

and 

4. Grants that allocate and transfer funds to help a municipality deal with a disaster or housing emergency.22 

 

 
15 Ibid. 
16 Section 227 of the Constitution. 
17 Lungile Penxa, ‘The Appropriate Use of the Equitable Share Allocation,’ NPO, Public Service Accountability Monitor (2018) (accessible here). 
18 Municipalities.co.za, ‘The Local Government Handbook South Africa 2021,’ p 16 (accessible here). For more on how equitable shares are calculated, see p 
58-64 of the South African Cities Network report ‘State of City Finances 2020,’ (2020) (accessible here). 
19 Fritz Jooste and Alison Tshangana, 'Engaging with Government Budgets - An Activist’s Guide to South African Government Budgets at Local, Provincial and 
National Level,' Centre on Budget and Policy Priorities, (2012) at p 8 (accessible here). 
20 Ibid. 
21 South African Cities Network, ‘State of City Finances 2020,’ (2020) p 16 (accessible here). 
22 Ibid, at p 18. 

https://psam.org.za/news/the-appropriate-use-of-the-equitable-share-allocation/
https://municipalities.co.za/
https://www.sacities.net/wp-content/uploads/2021/03/SOCF-2020-Report.pdf
https://www.internationalbudget.org/wp-content/uploads/Budget-Book-1.pdf
https://www.sacities.net/wp-content/uploads/2021/03/SOCF-2020-Report.pdf
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Source: StatsSA, ‘An Update to Municipal Spending and Revenue (March 2020)’, accessible here. 

 

Municipalities can be allowed to roll over grant amounts that are not spent in a municipal year if the unspent allocations are 

committed to identifiable projects. Otherwise, conditional grants not spent at the end of the municipal financial year must 

go back to the National Revenue Fund. Recently, Treasury has become uncompromising about grants. In March 2020 

Treasury stopped grants to 47 municipalities for not spending grants or not complying with grant conditions and reallocated 

the funds to municipalities which can spend them.23 

 

Municipalities spent only 68% of the R32-billion in specific purpose conditional grants in 2019/20, mainly because Covid-19 

restrictions limited construction and maintenance work. The percentage was 80% the previous year. However, in normal 

times underspending or not spending grant money, or spending money on what was not allocated for, is an indicator of poor 

financial management and should be investigated as a possible story.24 

 

Local governments also raise revenue through property rates, user charges for municipal services rendered, and other local 

taxes. Only about a quarter of municipalities’ revenue comes from the division of revenue, though this proportion is lower 

in rural and poorer areas where municipalities have much lower tax bases. As a result, these rural and poorer municipalities 

receive a higher per-capita share of transfers. In fact, “the most rural municipalities receive around twice the allocation per 

household that metros do.”25 On the other side of the spectrum, eThekwini generated the highest proportion of earned 

revenue out of total revenue in 2020, at 83%.26 In recent years, as the growth rate of revenue from services has slowed, the 

proportion of property rates as a share of municipalities’ earned income has increased. 

 

 
23 Reg Rumney, 2021. 
24 Ibid. 
25 National Treasury SA, 'The State of Local Government Finances and Financial Management as at 30 June 2019 - Audit Outcomes of the 2018/19 Financial 
Year, Analysis Document,' National Treasury, Republic of South Africa, (2020) at p 6. 
26 South African Cities Network, ‘State of City Finances 2020,’ (2020) p 9 (accessible here). 

http://www.statssa.gov.za/?p=13503
https://www.sacities.net/wp-content/uploads/2021/03/SOCF-2020-Report.pdf
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Source: StatsSA, ‘How financially independent are municipalities?’ (28 March 2019) accessible here. 

 

Most of the equitable share still goes to national and provincial government, with local government receiving 4% to 5% of 

national revenue in the equitable share and a further 4% to 5% in conditional grants, so that local government receives in 

total 9% to 10% every year of all available revenue. 

 

 
Source: Division of Revenue Bill 2020/21 accessible here. 

 

As the South African Cities Network (SACN) points out, “[c]ities are finding it increasingly difficult to raise sufficient revenue 

to cover their mandates, mainly as a result of structural issues within the local government fiscal framework (LGFF) and the 

National; 
R1 153 bn; 65%

Provincial; 
R538 bn; …

Local; R75 bn; 4%

http://www.statssa.gov.za/?p=12033
http://www.statssa.gov.za/?p=12033
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deteriorating macro-economic environment in which they operate – both matters over which cities have little control.”27 

SACN is a network of South African cities (currently numbering 8 member cities) and partners (including national government 

departments and SALGA) that encourages the exchange of information, experience and best practices on urban development 

and city management. SACN notes that while fiscal space has been shrinking for some years as a result of demographic shifts, 

reduced margins, and the economic downturn, the COVID-19 pandemic has only accelerated these challenges for 

municipalities in 2020 and 2021, the consequences of which are likely to linger for some years. 

 

Cities have to raise revenue, through national government transfers and rates and taxes, in order to cover operating 

expenditure incurred by their constitutional responsibility to provide services to households and businesses within their 

boundaries. According to section 15 of the MFMA, municipalities may only spend in terms of an approved budget, as 

spending outside the budget constitutes unauthorised expenditure. 

 

4. Municipal expenditure 

 

While the fiscal environment for municipalities continues to shrink, as detailed above, operating expenditure is predicted to 

increase over the short term as local governments attempt to respond to the COVID-19 pandemic. Bulk purchases of 

electricity from Eskom and water from the various water boards continue to be the largest expenditure items for most 

cities.28 Municipalities make money from the difference between the costs of buying electricity from Eskom and the price 

charged to consumers. They also have to maintain the municipal grid and administer sales. The cost of electricity has surged 

as the wholesaler Eskom has pressed the regulator for the maximum price increases. Eskom argues that electricity is 

relatively price inelastic. From 2007 to 2019, it points out, real electricity prices rose by a cumulative 143%, but sales dropped 

by only 4.2%. Eskom argues that a number of reasons lie behind the decline, including low economic activity and substitution 

by, for example, solar power.29 

 

The South African Cities Network (SACN) however contends that higher prices have led to lower sales. “Between 2009/10 

and 2017/18, Eskom electricity prices trebled, resulting in customers reducing their use of electricity through energy 

efficiency, theft or switching to alternative energy sources (e.g. solar).” This, SACN adds, has hit  the electricity sales revenue 

– residential customers account for a big proportion of the decreases in electricity. Municipalities are the biggest single 

customer for Eskom’s electricity.30 

 

Whatever the reason, falling electricity demand means that electricity prices have to rise to garner the same income or the 

money has to be made elsewhere. SACN notes that the rapid increase in the wholesale cost of electricity and water, the bulk 

tariffs, is “squeezing out the surpluses that cities have historically used to cross-subsidise other services …”31 It adds that 

cities, in particular, use electricity sales to cross-subsidise low-income residents.32 Some municipalities have introduced fixed 

charges for supplying electricity, which amounts to a regressive tax. 

 

Employee costs are another big ticket item for municipalities, constituting roughly 25-40% of municipalities’ expenditure. 

While municipalities have some control over these costs, salary increases for local government employees are determined 

by the South African Local Government Bargaining Council (SALGBC). Negotiated salary increases have consistently been 

above inflation in recent years, and are a key cost driver for municipalities.33 

 

 
27 Ibid, at p 4. 
28 Ibid, at p 21. 
29 Eskom, '2019/2020 Integrated Report' (2020) at p 49 (accessible here). 
30 Eskom, '2019/2020 Integrated Report,' (2020) (accessible here). 
31 SACN, 'The People’s Guide to the State of City Finances 2018' (2018) at p 4 (accessible here). 
32 SACN, 14. 
33 Ibid, at p 22-23. 

https://www.eskom.co.za/IR2020/Pages/default.aspx
https://www.eskom.co.za/IR2020/Pages/default.aspx
https://www.sacities.net/wp-content/uploads/2020/02/Peoples-Guide-to-the-SOCF-2018.pdf
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Source: StatsSA, ‘An Update to Municipal Spending and Revenue (March 2020)’, accessible here. 

 

 

OPENING UP MUNICIPAL FINANCES 
 

In order to provide greater transparency and clarity on municipal performance, SANEF, in collaboration with OpenUp, has 

developed a new dashboard which provides municipal data on service delivery, demographic and economic datasets, 

municipal finance data as well as previous election results. The new dashboard integrates data from National Treasury and 

OpenUp’s existing data platform, Municipal Money. 

 

One can also review municipal audit outcomes in table form in the Local Government Handbook South Africa 2021, published 

on municipalities.co.za (accessible here). 

 

 

Municipalities provide a minimum amount of electricity, water and sanitation to households that qualify as indigent according 

to a means test, and which the municipality judges sufficient to cater for the basic needs of a household. Municipalities 

identified 3,6 million such indigent households in 2018. Of these, 2,8 million received free water, 2,0 million received free 

basic electricity, 1,8 million indigent households received free sewerage and sanitation, and 2,3 million indigent households 

received free refuse removal.34 

 

Municipalities have discretion to decide to what degree they will subsidise indigent households, which may be up to 100%. 

In general, each indigent household should receive 6kl of free water a month, 50kWh of free electricity a month, and up to 

R50 a month or 100% of the cost for basic sewerage and sanitation.35 The level of household income that determines indigent 

status also varies from one municipality to another. In 2017 most municipalities (147 out of 257) classified an indigent 

household as a family earning a combined income of less than R3 200 per month. Eleven municipalities (nine local 

municipalities and two district municipalities) adopted a lower income poverty threshold of R1 600 per household per 

month.36 

 

 
34 StatsSA, 'Non-Financial Census of Municipalities, 2018 Media Release' (2019) (accessible here). 
35 StatsSA, 'Four Facts about Indigent Households | Statistics South Africa', (2018) (accessible here) and COGTA 'How Do I Access Free Basic Municipal 
Services?', (2021) (accessible here). 
36 StatsSA, 'Four Facts about Indigent Households | Statistics South Africa', (2018) (accessible here). 

http://www.statssa.gov.za/?p=13503
https://municipalmoney.gov.za/
https://municipalities.co.za/
http://www.statssa.gov.za/?p=12457
http://www.statssa.gov.za/?p=11722
https://www.cogta.gov.za/index.php/2021/02/28/how-do-i-access-free-basic-municipal-services/
http://www.statssa.gov.za/?p=11722


14 | SANEF Municipal Elections Training Modules 2021 — Module 5 
 
  

 

 

The way the income threshold for indigent status is applied can differ. The city of Cape Town, for example, has a threshold of 

R7 000, but a scale of discounts down to completely free services for those households earning R4 500 or less.37 

 

In a concerning development, it has been reported that cities are increasingly diverting some of the equitable share to 

expenditures other than free basic services due to financial pressures.38 Other municipalities, such as Msundizi Municipality, 

have reportedly been losing out on their equitable share grants due to their inability to register indigents.39 

 

5. The current state of municipal finances 
 

It is a widely known fact that many municipalities are struggling to managing their finances effectively, and misappropriation 

at local government level is pervasive. As a result, in 2014 the Back to Basics approach was adopted “as an urgent action plan 

to strengthen local government by getting the basics right.” The Back to Basics review found that while a third of 

municipalities are getting the basics right and functioning well, a third are dysfunctional and a further third are fairly 

functional with average performance and room for improvement.40 As part of Back to Basics, municipalities have to report 

monthly on a set of indicators that measure the five ‘basics’: putting people and their concerns first; supporting the delivery 

of municipal services to the right quality and standard; promoting good governance, transparency and accountability; 

ensuring sound financial management and accounting; and building institutional resilience and administrative capability.41 

 

In some sense, municipalities resemble businesses, and the comparison has been made. “Running a municipality is a fairly 

simple business, compared to most businesses in the private sector,” remarked Mark Barnes in 2013.42 His argument was that 

they provide services and charge for those services – and do so as a monopoly. The municipal annual report resembles that 

of a company with an income statement, balance sheet and cashflow statement. Indeed, municipalities can and do go 

bankrupt, such as the Amathole district municipality.43 One difference is that residents cannot easily change suppliers as 

customers do – though migration to better managed municipalities is an option for wealthier residents. Another is that 

though they may be bankrupt they cannot simply be replaced, as one business can replace another. The biggest and most 

important difference, however, is that they are part and parcel of the country’s democratic system and their boards, in the 

form of councillors, are directly responsible to the citizens. 

 

According to the SACN, a municipality’s operating surplus (or deficit) is “a key indicator of financial performance” and “one 

of the first things that lenders, for example, consider when appraising financial sustainability and creditworthiness.”44 

Between 2015/16 and 2018/19, the average annual increase in operating surpluses of nine of South Africa’s major cities was 

4.2%, a positive sign overall.45 However, the onset of the COVID-19 pandemic has thrown into doubt municipalities’ ability 

to continue this trend as a result of reduced revenues, higher expenditures, and increased non-payment for services. 

 

Because of the limited resources available, municipalities have eagerly sought out innovative methods of finance, especially 

for infrastructure projects.46 An example is municipal pooled financing, a method wherein municipalities cooperate to jointly 

borrow money, and public-private partnerships.47 

  

 
37 City of Cape Town, ‘City of Cape Town Indigent Benefits,' (accessible here). 
38 Siphelele Dludla, ‘Covid-19 takes its toll on SA’s largest municipalities’, IOL, (2021) (accessible here). 
39 Estelle Sinkins, ‘Msunduzi Municipality to try again to register indigent residents’, (2021) (accessible here). 
40 Ministry of Cooperative Governance and Traditional Affairs, ‘Back to Basics,’ (accessible here). 
41 Ibid. 
42 Mark Barnes, 'Municipalities Must Be Able to Do Better than This,' BusinessLIVE, (2013) (accessible here). 
43 Malibongwe Dayimani, 'No Money to Pay Workers: EFF Wants Administrator to Take over Bankrupt Amathole Municipality,' News24, January 12, 2021, 
accessible here. 
44 South African Cities Network, ‘State of City Finances 2020,’ (2020) p 25 (accessible here). 
45 Ibid. 
46 SALGA, ‘Municipal Innovative Infrastructure Financing Unlocking Infrastructure Financing to Accelerate Service Delivery Conference 2018’ (2018) (accessible 
here). 
47 SALGA , ‘Municipal Pooled Financing Mechanisms in South Africa’ (2017) (accessible here). 

https://www.capetown.gov.za/local%20and%20communities/financial-relief-and-rebates/financial-support-services/indigent-benefits
https://www.iol.co.za/business-report/economy/covid-19-takes-its-toll-on-sas-largest-municipalities-341f9fc8-250e-4d15-a57e-36ce6c07fffc
https://www.news24.com/witness/news/pietermaritzburg/msunduzi-municipality-to-try-again-to-register-indigent-residents-20210308
https://www.cogta.gov.za/index.php/back-to-basics/
https://www.businesslive.co.za/bd/opinion/columnists/2013-08-19-municipalities-must-be-able-to-do-better-than-this/
https://www.news24.com/news24/southafrica/news/no-money-to-pays-workers-eff-wants-administrator-to-take-over-bankrupt-amathole-municipality-20210112
https://www.sacities.net/wp-content/uploads/2021/03/SOCF-2020-Report.pdf
https://www.salga.org.za/dev/miif/Document/Municipal%20Innovation%20infrastructure%20BOOKLET.pdf
file:///C:/Users/wtrott/Nextcloud/210223%20-%20SANEF%20-%20Local%20Government%20Elections/Draft%20Chapters/such%20as%20municipal%20pooled%20financing
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PUBLIC-PRIVATE PARTNERSHIPS (PPPS) 
 

As government infrastructure budgets have come under increased pressure in recent years, PPPs have been viewed as an 

effective way to deliver much-needed infrastructure. The National Treasury clarifies the difference between a PPP and 

traditional government infrastructure projects:48 

 

“A PPP is defined as a contract between a public-sector institution and a private party, where the private party performs a 

function that is usually provided by the public sector and/or uses state property in terms of the PPP agreement. Most of the 

project risk (technical, financial and operational) is transferred to the private party. The public sector pays for a full set of 

services, including new infrastructure, maintenance and facilities management, through monthly or annual payments. In a 

traditional government project, the public sector pays for the capital and operating costs, and carries the risks of cost 

overruns and late delivery.” 

 

Since PPPs were introduced in South Africa in 1998, the value of projects completed has risen to over R89,6 billion. In 2019, 

2% of the total public-sector infrastructure budget was estimated to go toward PPP projects.49 A prominent example of a 

recent PPP in South Africa is the Gautrain Rapid Rail Link project. 

 

 

In the run-up to the 2021 local government elections, there appears to be a need to rethink how the third layer of 

government in South Africa is financed. Widespread failures in financial reporting in the 2018-19 year pointed to the stresses 

on municipalities – before the economic shock of the Covid-19 crisis. In addition, there are continuing pressures on cities 

from urbanization, all of which points to the potential extreme challenges facing municipal finance, and the essential role to 

be played by journalists in reporting on municipal finance as a vital element of decentralised democracy enabling citizens to 

make political decisions. 

 

6. Reporting on municipal finances 
 

At any level of government, budgets provide journalists with a way to prise open local government finance to find compelling 

and important stories. However, municipal budgets have not come under the same intense scrutiny as national budgets. This 

is unlikely to be a result of an urban bias, since the level of interest applies as much to metros — which host the HQs of big 

news media organisations — as to rural municipalities with little and decreasing news coverage. Partly, at least, the lack of 

detailed budget coverage could be laid at the door of the legendary fear many reporters have of figures. Even financial 

journalists are primarily interested in national budgets because of their ability to move markets, and the same cannot be 

said of individual municipal budgets. However, the implications of municipal budgets cannot be over-stated, as they have 

very real and direct consequences for residents, organisations and businesses in the region. 

 

To report on government budgets requires understanding that they have two key features: (i) targeted amounts for raising 

revenue, and (ii) the sources of that revenue and details of what the money will be spent on. 

 

The budget is divided into an operational and a capital budget. Operational expenses refer to spending on items consumed 

during the year, such as staff costs and bulk supplies of water and electricity for sale to residents. Operational revenue refers 

to, among other things, property rates, transfers from government, the surplus or profit of sales of water, electricity and 

refuse, and sanitation services to residents. 

 

The municipal budget should be the expression of the will of the residents, and they should be able to check whether the 

municipality is budgeting for what they want and hold their councillors accountable if not. On the other hand, the budget 

process set out by treasury is multi-year, complex and tied to a pre-determined planning and consultation process around 

the Integrated Development Plan (IDP).50 Focusing on the minutiae of the process is tedious and unlikely to yield front-page 

news, but crucial for journalists to keep track of. Certain parts of the budgeting process — such as consultation meetings 

 
48 National Treasury, ‘Public-private Partnerships’ (2019) p 151 (accessible here). 
49 Ibid. 
50 National Treasury, ‘A Guide to Municipal Finance Management for Councillors’ (2006) (accessible here). 

http://www.treasury.gov.za/documents/national%20budget/2019/review/Annexure%20E.pdf
http://mfma.treasury.gov.za/Guidelines/Pages/default.aspx
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with residents — can be more helpful to journalists, for example in hearing what citizens want and whether they are being 

heard. 

 

The Municipal Budget and IDP Process 
Source: National Treasury, ‘A Guide to Municipal Finance Management for Councillors’, (2006) at pg. 64-67 accessible 

here. 

Step Process Date 

1 Planning Schedule key dates, establish consultation forums, 

review previous processes, and table the proposed 

schedule in the municipal council. A simplified 

version of the schedule should also be made 

public. 

The mayor must table the budget process 

plan for council to adopt by 31 August, 10 

months before the next budget year begins. 

2 Strategising Review IDP, set service delivery targets and 

objectives for next 3 years, consult on tariffs, 

review indigent policy, credit control, and free 

basic services. Consider local, provincial and 

national issues, the previous year’s performance, 

and current economic and demographic trends. 

 Ideally should occur from August to 

November 

3 Preparing Prepare budget, revenue and expenditure 

projections; draft budget policies; consult and 

consider local, provincial and national priorities. 

January and February should be used for 

preliminary consultation and discussion on the 

budget. 

 Early December 

4 Tabling Table budget, IDP, and budget-related policies 

before council; consult and consider formal local, 

provincial and national inputs or responses. 

The mayor must table the budget before 

council by 31 March.  

5 Consultation The municipal manager must now make the 

budget documentation public, and submit it to 

National Treasury and the relevant provincial 

treasury, and any other government departments 

where necessary. The local community must be 

invited to submit representations in response to 

the budget. 

April and May should be used to cater for 

public and government comment, and to do 

any necessary revisions. 

6 Revision After considering all comments and submissions, 

revisions must be made and amendments tabled 

for tee council’s consideration. 

This step must be completed by 31 May so 

that the council can start considering it. 

7 Approving Council approves budget and budget-related 

policies, and any changes to the IDP. The approved 

annual budget must also be submitted to the 

National Treasury and Provincial Treasury 

immediately. 

If the budget is not approved, it must be reported 

to the MEC for Local Government and appropriate 

provincial intervention must be recommended by 

the Mayor. 

The Budget must be approved by 30 June, 

before the start of the budget year on 1 July. 

8 Finalising Within 14 days after approval of the budget, the 

draft SDBIP must be submitted. The SDBIP must 

then be approved within 28 days after budget 

approval, and published with budget and annual 

performance agreements and indicators. 

Throughout the year, there is an ongoing 

monitoring role played by the mayor and the 

Quarterly reports are submitted to the 

municipal council on implementation of the 

budget within 30 days after the end of a 

quarter. 

The annual report is tabled in the municipal 

council within 7 months. 

The mid-year performance assessment is 

submitted by 31 January. 

http://mfma.treasury.gov.za/Guidelines/Pages/default.aspx
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council and adjustments may be considered by the 

council if necessary. 

 

To interrogate local government budgets, journalists should seek to find out what is important and interesting to as wide a 

range of people as possible. In what can be dense and complex material, a journalist’s role is to understand the issue and 

explain it to the audience in a simple yet compelling manner. As with all technical and possibly complex knowledge areas, it 

is helpful to enlist the aid of experts in interpreting figures and surfacing questions for the municipal management to answer. 

 

BUDGET AND REPORTING PROCESS 

 
Source: Reg Rumney 

 

It has been suggested that one way of looking at a budget is to check to what extent it is aligned with the priorities of the 

Integrated Development Plan. However, IDP priorities are abstract and South African citizens are rightfully plan-weary. IDPs 

do not attract much attention, as a Google search will quickly illustrate. Moreover, in practice citizens tend to be interested 

in issues such as the rates and taxes they pay and the level of service they are receiving. 
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FINDING THE STORY IN MUNICIPAL BUDGETS 
 

Some aspects to keep in mind when conducting budget analysis: 

 

• History and context are important. What are the most important spending priorities for citizens? Does the budget plan 

to increase spending on those priorities? If so, by how much? If not, why? Where will the money for increased spending 

come from? For instance, if councillors have identified having a reliable water supply as an important demand from the 

citizens, how will the municipality deal with this? 

 

• Look for inconsistencies between the narrative of the budget document and the figures and within the figures 

themselves. If the municipality has identified replacement of old and leaking water pipes as the way to fix recurring 

water losses, money must be earmarked for this replacement. How it will be funded, by the municipality’s own revenue 

or a grant from government? 

 

• The figures are not the story. The effect of the figures on the lives and livelihoods of people is. For instance, how will 

an increase in property rates affect businesses and residents? Is the increase in line with, or below inflation? What is 

the effect of above-inflation increases of the wage bill on the municipality’s need to raise revenue from residents? 

 

• “Names make news.”51 This can be extended to those who head municipalities. Hence, the salaries of the municipal 

executives and councillors, and the increases of those salaries, are of public interest. In some municipalities, the City 

Manager may have earned up to R3,9 million a year in 2019.52 That may sound like a lot but is modest for what is 

effectively the CEO position of a large business with a turnover of billions of Rands. 

 

• While the municipality’s annual report and annual financial statements are backward looking, the annual budget is 

forward-looking, and the assumptions about expected income and spending are what municipal authorities need to 

explain. National and local governments produce three-year rolling budgets. Generally, the focus is on the coming year 

only, but the outer years tell a story too. Makana municipality residents may have wondered when the budget was 

tabled at the end of June 2020 what justified the increase in pay for senior managers of almost 14% in the Budget for 

2020/21 - especially after around 16% in 2019/20, 29% in 2018/19 and 22% in 2017/18, particularly when taking into 

account the municipality’s past financial management performance. They may be sceptical of the forecast moderation 

in the senior managers’ salary bill of around 6% each year in the 2021/22 and 2022/23 municipal years. 

 

 

The Auditor-Generals reports likewise contain a wealth of information for journalists to probe. Year after year the Auditor 

General has weighed the municipalities and found their governance and accountability wanting. Former AG, the late Kimi 

Makwetu, expressed his view of municipal finances by titling the 2018/19 report on the audit outcomes for local government 

“Not much to go around, yet not the right hands at the till”. 

 

Like commercial auditors, the AG’s office is paid by those it audits to assess the quality and reliability of the financial 

statements of the entities it audits. Crudely, the purpose of an audit is to examine financial statements to be able to express 

an opinion about their "fairness or compliance with an identified financial reporting framework and any applicable statutory 

requirements”.53 The AG’s audits go further than this, assessing “the stewardship of public funds, implementation of 

government policies and compliance with key legislation.”54 The Public Audit Act prescribes the scope of the annual audit of 

each entity, including giving the usual auditor assurance that the financial statements are free from misstatements but also 

reporting on the quality of the information in the annual performance report and “material non-compliance with key 

legislation”. The AG also identifies the key internal control failings that need to be fixed to achieve a clean audit.55 

 

 
51 Matthew Winkler and Jennifer Sondag, 'The Bloomberg Way: A Guide for Reporters and Editors', 25th anniversary edition, [13th edition] (Hoboken, New 
Jersey: John Wiley & Sons, Inc, 2014), 2. 
52 Loyiso Sidimba, ‘Municipal managers to earn more than Ramaphosa’, (2018) (accessible here). 
53 RSA, “Auditing Profession Act No. 26 of 2005 Amended by the Auditing Profession Amendment Act, No. 2 of 2015” (Republic of South Africa, January 12, 
2006). 
54 Ibid. 
55 AGSA, 'Audit Process | AGSA,' (accessible here). 

https://www.agsa.co.za/AuditInformation/Audit101.aspx
https://www.iol.co.za/news/politics/municipal-managers-to-earn-more-than-ramaphosa-17857709
https://www.agsa.co.za/AuditInformation/AuditProcess.aspx
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One common misunderstanding is that it is the AG’s job to detect incidences of corruption. The AG as an auditor does not 

do the work of a detective or investigative journalist. Importantly, the AG does not set out to detect fraud – though fraud 

may be detected in the course of the audit. Similarly, they do not evaluate service delivery, only that the annual performance 

report is “useful and reliable”.56 However, questions have been raised about whether the AG’s office is doing its job properly. 

 

The newly amended Public Audit Act has recently amended the AG’s powers to include the following: 

 

 
Source: Auditor-General, ‘Introducing the concept of material irregularities’, accessible here. 

 

7. External audit 
 

An external audit must assure management about the accuracy of financial information reported in the financial statements. 

The most important requirements for effective external auditors are independence and authority. In general, their authority 

is reinforced by the power they are given to access all information they want and to determine the nature of audit they want 

to perform (e.g., financial, compliance or value for money audits). The AG acts as the external auditor for all state organs in 

South Africa. The office is established in terms of section 188 of the constitution. 

 

The AG issues five main types of audit opinion: 

 

1. A clean audit outcome: a financially unqualified audit opinion with no findings on reporting on targets or non-

compliance with legal requirements) 

2. A financially unqualified audit opinion: the financial statements contain no material misstatements, but the AG has 

made findings on either reporting on targets or non-compliance with legislation, or both. 

3. A qualified audit opinion: the AG finds that the financial statements contain material misstatements of specific 

amounts, or they have insufficient evidence to decide that specific amounts are not materially misstated. 

4. An adverse audit opinion: the financial statements contain significant and numerous material misstatements. 

5. A disclaimer of audit opinion: the municipality provided documentation with insufficient information on which to 

base an audit opinion. 

 

 
56 Ibid. 

https://www.groundup.org.za/article/lottery-corruption-has-auditor-general-been-missing-action/
https://www.agsa.co.za/Portals/0/PAA%20-%20Key%20Ammendments.pdf
https://www.agsa.co.za/Portals/0/PAA%20-%20Key%20Ammendments.pdf


20 | SANEF Municipal Elections Training Modules 2021 — Module 5 
 
  

 

 

 
Source: Auditor-General, ‘MFMA Report 2018/19’, accessible here. 

 

Lastly, it is important for journalists to understand the difference between irregular, unauthorised and fruitless and wasteful 

expenditure. 

 

• Fruitless and wasteful expenditure is spending done in vain and which could have been avoided. This can be as 

simple as needlessly incurring interest because of not paying suppliers on time. 

• Unauthorised expenditure is spending not budgeted for, including overspending of budgets.  

• Irregular expenditure is spending which does not comply with laws on municipal finances and procurement. Irregular 

spending can be, but is not necessarily, fraud. 

 

A municipality must recover unauthorised, irregular or fruitless and wasteful expenditure from the person liable for the 

spending. Unauthorised expenditure can be authorised in an adjustment budget or written off after investigation shows it 

to irrecoverable. 

 

Municipal councillors must ensure that audit reports, supplied by the municipal audit committee is comprehensively studied 

and the proposals implemented. The municipal council can then be assured that the municipality is ready for the external 

auditing process. Take care that the municipality has appropriate performance management systems, processes and 

frameworks in place and adhered to. Also monitor the development and implementation of mechanisms, systems and 

processes for auditing the results of performance measurements as part of the administrations internal auditing processes 

(MFMA Regulation 14(1)(a)). With performance audits, the municipal council must play an enhanced role as a policy-maker 

and as an oversight body of the municipality. 

 

8. Internal audit 
 

The MFMA requires each municipality and each municipal entity to have an internal audit unit. This must be established as 

an independent section within the municipal council that takes direction from and provides support to the audit committee 

and municipal manager/accounting officer. It is generally established with the appointment of professional internal audit 

staff as employees of municipal council, although small and medium-sized municipal councils may choose to share the 

function with the district and other municipalities. 

 

The head of the internal audit function is accountable functionally to the audit committee and administratively to the 

municipal manager and should report regularly on the following: 

 

• An assessment of the adequacy and effectiveness of internal control processes and risk management; 

• Significant issues relating to such controls, including potential improvements to established structures; 

• The status of the annual audit plan in relation to its milestones. 

 

Internal audit, through its powers to assess internal control systems, needs to do a thorough job that will complement what 

external auditors do. That is, external auditors must feel confident to rely on the work done by internal auditors in doing an 

https://www.agsa.co.za/Portals/0/Reports/MFMA/201819/GR/MFMA%20GR%202018-19%20Final%20View.pdf
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internal audit and in expressing an opinion on the financial statements and performance of the municipality. For this to 

happen. The staff of an internal audit unit must be competent and must have done relevant and quality work. 

 

An audit committee is an independent advisory body formed in terms of Section 166 (1) and (2) of MFMA, to advise the 

municipal council, political office bearers, the accounting officer and the municipal management (or the board of directors, 

the accounting officer and the management of the municipal entity. 

 

The audit committee reviews and analyses reports received from the municipality’s internal audit unit. It is also required to 

audit the performance measurements of the municipality on a continuous basis and submit quarterly reports on their audits 

to the municipal manager and the performance audit committee. The audit or performance audit committee must also 

report their findings at least twice a year to the municipal council. 

 

Finally, the Municipal Public Accounts Committee (MPAC) performs an oversight function on behalf of the municipal council. 

Its role is to assist the municipal council to hold the executive and municipal entities to account, and to ensure the efficient 

and effective use of municipal resources. By so doing, MPAC helps to increase the municipal council and public awareness of 

the financial and performance issues of the municipality and its entities. MPAC reports directly to the municipal council 

through the Speaker of the municipality and interfaces with the other committees of the municipal council through the 

Speaker, where relevant. 

 

There are various reports that are submitted which provide a detailed insight into the state of municipal finance, including: 

 

• Monthly (MFMA Section 71) budget statements; 

• Mayoral quarterly (MFMA Section 52(d)) reports; 

• Mid-year (MFMA Section 72) performance assessments and other ad-hoc financial and non-financial reporting; and 

• Municipalities are required to submit an annual report for each financial year. This includes its annual performance 

report, audited annual financial statements and a discussion of results. The municipal council must then produce a 

responsibility report on the annual report. 

 

9. Suggested resources 
 

• South African Cities Network, ‘State of City Finances 2020,’ (2020) (accessible here). 

• Municipalities.co.za, ‘The Local Government Handbook South Africa 2021,’ (accessible here). 

• UN Habitat, ‘Guide to Municipal Finance,’ (2009) (accessible here). 

• South African Cities Network, ‘State of Cities Report,’ (2016) (accessible here). 

• IEC, ‘Municipal elections handbook’, (2016) (accessible here). 

• StatsSA, ‘Quarterly financial statistics of municipalities, March 2020,’ (accessible here). 

• National Treasury MFMA (accessible here). 

• Municipal Money (accessible here). 

• Vulekamali (accessible here). 

• Public Affairs Research Institute, ‘Local Government’, (accessible here). 

 
  

https://www.sacities.net/wp-content/uploads/2021/03/SOCF-2020-Report.pdf
https://municipalities.co.za/
https://www.local2030.org/library/65/Guide-to-Municipal-Finance.pdf
https://www.sacities.net/wp-content/uploads/2020/09/SoCR16-Main-Report-online.pdf
http://www.sanef.org.za/wp-content/uploads/2019/02/IEC-Municipal-elections-handbook-2016.pdf
http://www.statssa.gov.za/?page_id=1854&PPN=P9110&SCH=7767
http://mfma.treasury.gov.za/Pages/Default.aspx
https://municipalmoney.gov.za/
https://vulekamali.gov.za/
https://pari.org.za/local-government/).
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