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Adjustment Budget 

 

1.1 Mayor’s Report 

 

The Executive Mayors report will be handed out during the Budget meeting. 

 

1.2 Purpose of the Report 

 

The purpose of this report is to table in Council the Adjustment budget for the 

2025/26 financial year to Council for approval in terms of Section 28 of the 

MFMA. The adjustment budget emanates from the mid-year performance 

assessment as per Section 72 of the MFMA. 

The adjustment will: 

 

• adjust the revenue and expenditure estimates downwards where there 

is material under-collection of revenue during the in year;  

• appropriate additional revenues that have become available over and 

above those anticipated in the annual budget, but only to revise or 

accelerate spending programs already budgeted for; 

• authorize the utilization of projected savings in one vote towards 

spending under another vote; and 

• correct any errors in the annual budget;  
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1.3 Legislative Background 

 

Section 72 of the MFMA stating that “the accounting officer of a municipality 

must by 25 January each year, assess the performance of the municipality 

during the first half of the financial year, taking into account: 

• The monthly statements referred to in section 71 for the first half of the 

financial year; 

• The municipality’s service delivery performance during the first half of the 

financial year, and the service delivery targets, and performance 

indicators set in the service delivery and budget implementation plan; 

• The past year’s annual report and progress on resolving problems 

identified in the annual report; and  

• The performance of every municipal entity under the sole or shared 

control of the municipality, taking into account reports in terms of section 

88 from any such entities”. 

• Furthermore, “the accounting officer must, as part of the review, make 

recommendations as to whether an adjustments budget is necessary; 

and recommend revised projections for revenue and expenditure to the 

extent that it may be necessary”.  

The mid-year performance assessment review was tabled in Council on 30 

January 2026 and Council approved its recommendations.  

On the 11 February 2026, Provincial Treasury as part of its oversight role as 

per section 5 of the MFMA organised the mid-year budget bilateral where it 

invited, National Treasury, Provincial COGTA, SALGA and SARS. The purpose 

of bilateral was to provide a high-level overview of the municipality’s 

performance for the first 6 months of the 2025/26 financial year on compliance, 

financial performance and challenges. Recommendations made in the bilateral 

meeting have been considered when preparing the adjustment budget. 
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1.4 Summary of Operating Revenue Excluding Capital Transfers 

 

 

 

Total revenue, excluding capital transfers and contributions, increased from 

R773 million in the original budget to R774.5 million in the adjustment budget, 

reflecting a net growth of R1.4 million. 

This increase is primarily driven by higher collections from water, waste, and 

wastewater service charges. However, the positive impact was partially offset 

by a notable reduction in budgeted interest earned on receivables. 

A review of the monthly Section 71 reports highlights a consistent favourable 

variance between budgeted and actual revenue for water, waste, and 

wastewater service charges. In light of this sustained performance, the budgets 

for these line items were revised upward to better align with actual revenue 

trends. 
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1.5 Summary of Operating Expenditure by Type 

 

 

Operating expenditure decreased from R894.6 million in the original budget to 
R879.7 million in the adjustment budget, representing a reduction of R14.9 
million, or 1.6%. 

• Employee-related costs rose slightly from R282.7 million to R284 
million, reflecting performance outcomes during the first half of the 
financial year. In contrast, Remuneration of Councillors declined by 
R999,000 (5%). 

• Bulk electricity purchases decreased from R150.2 million to R148.2 
million, a reduction of 1%. 

• Inventory consumed increased by R5.3 million (9%), driven by higher 
demand for consumables such as water and sewerage treatment 
chemicals, road maintenance materials, and electricity-related supplies. 

• Contracted services rose significantly by R16.4 million to R64.7 million, 
largely due to increased expenditure on professional and security 
services. 

• Transfers and subsidies were adjusted upward to accommodate 
indigent support programs. 

• Operational costs declined by R7.0 million to R53.7 million, reflecting 
the implementation of cost containment measures, particularly in 
catering, travel, subsistence, and other non-essential expenditure 
categories. 
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1.6 Summary of Revenue and Expenditure by Vote 

 

 

The above table depicts the revenue by vote including capital transfers and 

subsidies and expenditure by vote. The increase in revenue is mainly on the 

operating revenue since there were no additional transfers and subsidies 

received and roll-overs of capital grants. 

The adjustment budget appropriate funds mainly in service delivery votes such 

as Technical services and Development Planning and Social Security, the two 

votes takes approximately 79% of the appropriated expenditure budget whilst 

the supporting votes shares 21%. 
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1.7 Capital Budget 

 

 

 

The capital budget increased from R287.5 million in the original budget to R290 

million in the adjusted budget. Trading services takes 79% of the appropriated 

capital expenditure budget followed by economic and environmental services 

with 15% appropriation. 

 

1.8 Funding credibility on cash flow 

 

The importance of tabling funded budgets is emphasized in the Municipal 

Finance Management Act (MFMA) and its associated Circulars, where it is 

identified as one of the key “game changers” in strengthening local government 
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financial management. A funded budget ensures that municipalities operate 

within their means, aligning planned expenditure with realistically anticipated 

revenue. This principle is critical to maintaining financial sustainability, avoiding 

unfunded mandates, and ensuring that service delivery commitments can be 

met without creating structural deficits. 

 

A funded budget is not merely a compliance requirement; it is a cornerstone of 

credible financial governance. By ensuring that all expenditure is supported by 

confirmed revenue streams, municipalities safeguard against liquidity 

challenges, reduce reliance on short-term borrowing, and build confidence 

among stakeholders, including communities, oversight bodies, and investors. 

 

Determining a Realistic and Credible Budget 

To establish whether the budget is both realistic and credible, a calculation 

was undertaken that compares: 

• Projected operating revenue against operating expenditure, ensuring 

that core services are adequately funded. 

• Cash flow forecasts to confirm that the municipality can meet its short-

term obligations. 

• Collection rates and historical trends in revenue streams such as 

service charges, property rates, and grants, to validate assumptions. 

• Cost containment measures and efficiency gains, ensuring that 

expenditure projections are not inflated or misaligned with actual 

performance. 

• Funding of non-cash items (e.g., depreciation) and provisions, to 

ensure the budget reflects the true financial position. 

•  

This calculation provides assurance that the municipality’s budget is not only 

legally compliant but also financially sustainable, credible, and aligned with 

actual revenue-generating capacity. 
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With the necessary financial discipline, the municipality will be able to maintain 

the basic service delivery. 

 

 

 

 

 

 

 

 

 

 

 

 

Funding Calculation

Original 

Budget

Adjusted 

Budget

Total Revenue 773 089  774 561  

Less Impairment (136 983) (69 001)   

Cash Revenue 636 106  705 561  

Total Expenditure 942 674  991 321  

Less: Depreciation (141 822) (145 149) 

Less: Irrecoverable debt written off (48 000)   (111 605) 

Less: Transfer & Subsidies (120)       (36 506)   

Cash Expenditure 752 732  698 061  

Cash Available (116 626) 7 499      
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Municipal Manager’s quality certificate 

 

I, N F Malatjie, Municipal Manager of Setsoto Local Municipality, hereby certify that 

the adjusted budget and supporting documentation have been prepared in accordance 

with the Municipal Finance Management Act and the regulations made under the Act, 

and that the annual budget and supporting documents are consistent with the 

Integrated Development Plan of the municipality.  

 

Print Name: Mrs. N F Malatjie    

Municipal Manager of Setsoto Municipality (FS191) 

Signature _____________________________________________ 

Date    _____________________________ 

 

 

 


