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MODULE CONTENT

Presentation of the key concepts of 
financial analysis for local authorities 

Understanding and monitoring the financial 
performance of local governments: 

Balances and financial ratios to watch

Building a financial forecast for local 
governments
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This module comprises of 3 courses focused on good governance and financial 
management
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ABOUT AKHILE



MODULE OBJECTIVES
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Feeding the municipality, city 
or territory 

Building the municipality, city 
or territory

Providing the municipality, 
city or territory with basic 

services and amenities

Ensuring the upkeep and 
maintenance of the basic 

infrastructure and equipment 
of the municipality, city or 

territory

Governing and administering 
the municipality, city or 

territory

To assist CFOs’ in their role in the improvement of municipalities, cities and territories 
capabilities to deliver on the five key outcomes expected from them



COURSE 1

PRESENTATION OF THE KEY CONCEPTS OF FINANCIAL ANALYSIS FOR 
LOCAL AUTHORITIES



FACTORS INDICATING FINANCIAL PROBLEMS OR CHALLENGES

6Identifying indicators of financial problems and responding accordingly is critical to 
address sustainability in municipalities, cities and territories –

early warning systems

Budgets which 
are not credible

Inadequate 
debtors’ 

management

Insufficient cash 
flow

Poor accounting 
and auditing

Inappropriate 
organisational

structures, 
administrative 

and governance 
processes

Failing 
infrastructure 

and lack of 
service delivery

Not keeping up 
with trends and 

changes in 
technology

Country specific 
structures 
between 
national, 

provincial and 
local authorities

Inadequate 
liability 

management

Changing 
economic 

circumstances

6



INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (1/10) 

7

Budgets do not reflect 
realistic revenues and 

expenditures.

Inaccurate, unfunded and 
unrealistic budgets will likely 
result in financial problems.

Preparation of a credible and 
funded adjustment budget.

Adjustment to rates and 
tariffs.

Reductions in expenditure.

Investigate alternate revenue 
sources.

Ineffective policies to inform 
the budget on free basic 

services and indigent 
support.

May have unfunded budgets 
or unrealistic revenue 

estimates.

Assess appropriateness  and 
affordability of free basic 

service packages.

Under-provision for bad 
debts.

Adverse impact on financial 
position i.e. insufficient cash 

from revenue to fund the 
budgeted expenditure.

Base revenue budgets on 
realistic recoverable revenue 

estimates.

Ensure that adequate 
provision is made for the 
non-payment by debtors.
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (2/10)

8

Continued reliance on bank 
overdrafts, or bank 

overdraft facilities are 
exceeded.

Indicates underlying financial 
problems.

Develop a daily, weekly and 
monthly cash flow forecast 
and ensure that reliance on 

overdrafts reduces over time.

This will emanate from a 
number of initiatives that are 

illustrated in this course.

Statutory payments (PAYE, 
UIF, pension contributions) 

are not paid over on time or 
are delayed.

Indication of financial 
problems. Relatively easy to 
defer or underpay and which 
in many instances will not be 

easily detected.

Ascertain the extent of 
under-payment and develop 

a payment plan to repay 
amounts in a relatively short 

period of time.

Creditors and suppliers are 
not paid timeously.

Delayed payments to 
creditors due to severe 

financial problems. 

Develop a payment plan that 
eliminates the need to 

further delay the payments 
to creditors and which 

ensures that the time period 
that is required to pay 

creditors reduces over time.
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (3/10)

9

Capital expenditure 
programmes suspended or 
reduced or heavy reliance 

on grant funding.

Research indicates that 
significant under-spending on 

the capital budget, or low 
levels of capital budgets 

relative to size of the 
municipality, city or territory, 

are amongst others due to 
cash flow challenges.

Understand why;

Reprioritise capital 
expenditure to focus on 

critical backlogs in 
infrastructure and revenue 
generating initiatives; and

Assess funding sources and 
reliance on grant funding.

Conditional grants not used 
in accordance with the 

conditions of the grant or 
there is increased 

dependency on grant 
funding.

Conditional grants advanced 
by a sphere of government 
are required to be used for 
specific purposes.  Where 

financial problems are 
encounted, these conditional 
grants may be used for other 

purposes.

Plan to reinstate the cash  
used “illegally”; 

Action plan to fulfil the 
conditions of the grant; and

Focus on mechanisms to 
increase own revenue and 
reduce grant dependency.

Creative service delivery 
options undertaken to fund 

the provision of basic 
municipal services.

The municipality, city or 
territory may undertake 

Public Private Partnerships 
(PPP) and other outsourcing 

options to fund and 
externalise basic service 

delivery.

Review current service 
delivery mechanisms, where 
appropriate, for the provision 

of basic services; and
Restructure agreements, if 

necessary, in light of the 
challenges encountered.
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (4/10)

10

Debtors’ balances are 
growing in accordance with 

increases in revenue.

Significant percentage 
increase in debtors’ balances  
each year will likely result in 

financial problems.

Understand why debtors’ 
balances are increasing; and 

Development and 
implementation of free basic 
services or Indigent packages 

(see budgets above).

Interest is charged on 
irrecoverable debtors’ 

balances overstates revenue 
and debtors’ balances are 

inflated.

Arrear debtors’ balances may 
be charged interest, 

regardless of whether 
recoverable or not.  Interest is 
only an effective instrument 
to encourage those who will 

pay their accounts.

Exclude non recoverable 
interest charged from revenue 

budget or make adequate 
provision for non-

collectability.IN
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (5/10)

11

Long-term liabilities are not 
paid on time.

Default on  long-term 
borrowings indicates financial 

problems; and

Restriction of debt payments 
to disguise cash flow 

problems. 

Prepare appropriate 
repayment plans which are 
acceptable to the lender.

Municipality, city or territory 
assets are refinanced 

through sale and leaseback 
agreements.

Can be an effective financing 
arrangement.

Could indicate that land and 
buildings (secure assets) have 
to be refinanced to increase 

access to cash.

Comply with conditions of 
agreements to safeguard the 

assets; and
Restructure agreements, if 

necessary.
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (6/10)

12

Backlog in the maintenance 
of accounting records and 

preparation of annual 
financial statements.

Inability to ascertain the 
extent of financial challenges 

or to demonstrate 
accountability over the funds 
received from consumers and 

Government.

Implement processes to 
update financial records and 

prepare annual financial 
statements; and

Produce accurate monthly 
financial statements.

Non-compliance with in-
year reporting 
requirements.

Risk that financial challenges, 
amongst other problems, will 

go undetected.

Implement processes to 
prepare credible in-year 

reports; and
Review systems and 

processes.

Qualified audit reports are 
not addressed.

If not addressed, this could 
indicate a breakdown in 

controls and accountability 
and financial administration 
and governance processes.

Develop and implement audit 
action plans to address the 

underlying causes; and
Review and assess internal 

governance and compliance 
processes.

P
O

O
R

 A
C

C
O

U
N

TI
N

G
 A

N
D

 A
U

D
IT

IN
G



INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (7/10)

13

Vacancies in key positions resulting in 
dysfunctional structures where there is no 

leadership.

Vacant key positions or high staff turnover 
results in key tasks not being carried out due 
to a lack of capacity or a lack of leadership;

Staff in acting positions may  not take 
appropriate decisions; and

These may contribute to financial problems 
as key decisions that impact on finances are 

not being taken.

Develop and implement a realistic plan to fill 
key vacant posts;

Place short-term personnel, if necessary, to 
ensure continuity of operations; and

Assess the extent and nature of staff 
turnover and vacancies particularly in key 

management and service delivery positions.

Unaffordable or inappropriate 
organisational structures to size and/ or 

functions.

A restructuring exercise creates positions 
that are sometimes not affordable or which 

are not appropriate to ensure the 
functioning; and

Political changes without adjustments also 
results in bloated/ duplicated and costly 

structures.

Identify restructuring requirements to 
achieve an organisational structure which is 

affordable, sustainable and aligned to 
services and functions.
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (8/10)

High turnover of staff in 
key positions.

Disruptive due to the loss of 
organisational/ institutional 

knowledge and the time 
lapses between the filling of 

posts; and 

Critical tasks are not 
undertaken due to 

vacancies.

Identify reasons (e.g. due to 
leadership, Council 

interference or other 
factors); and 

Respond accordingly.

Administrative and 
governance processes not 

in place.

Non existent or weak 
governance procedures 

leads to inadequate 
oversight over key financial, 
administrative and service 

delivery matters.

Develop recommendations 
and set targets to institute 

governance procedures and 
oversight; and

Implement separation 
between administrative and 

governance/ political 
oversight.
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (9/10)

Inability to eliminate 
backlogs in infrastructure 
or service delivery or an 

inability to provide services 
on a reliable and 
sustainable basis.

Financial challenges due to 
inadequate revenue base; 

and 

Resistance and protests 
from citizens to pay for 

inadequate or non-delivery 
of services.

Align the service delivery 
and budget implementation 

plan with the budget and 
performance management 

system; and

Assess nature and extent of 
backlogs and challenges and 
implement plans to address.

Capital programmes are 
inadequate.

Adverse impact on service 
delivery; and

Capital expenditure is 
fundamental to expanding 

and maintaining service 
delivery, revenue generation 

and economic growth.

Adjust budgets and 
reprioritise expenditure to 

address service delivery 
backlogs, revenue 

generation and economic 
growth.
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INDENTIFYING FINANCIAL PROBLEMS AND POSSIBLE RESPONSES REQUIRED 
TO ADDRESS SUSTAINABILITY (10/10)

16

Inability to respond to 
changing economic 

circumstances.

Sufficient emphasis must be 
given to the infrastructure 
and services that support 
economic growth, so as to 

retain or enhance economic 
development and job 

creation.

Focus  on maximising and 
sustaining economic 

activities.

Not keeping up with trends 
and changes in technology 
i.e. Inadequate and/ or out 
of date financial and other 

systems.

Systems do not provide 
adequate data to ensure 

problems can be timeously 
identified, corrective action 

can be taken, and the 
necessary monitoring can be 

undertaken.

Identify and implement the 
necessary systems.

Country specific structures 
between national, provincial 

and local authorities -
Powers and functions are 

not correctly legislated for, 
or not adhered to.

Duplication of functions and 
no clear indication of who is 

responsible for what?

Legislation, regulations, 
policies, delegation of powers 

must be properly amended 
or new is promulgated to 

ensure there are clear lines 
of authority.
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FINANCIAL PLANNING AND TURNAROUND 1/4

17

Once the financial problems have been identified the planning and turnaround 
process must begin – need resilience ultimately

Conduct due 
diligence to 

understand the 
challenges 
focusing on 

problems and the 
causes thereof.

Causes of the problems 
must be understood.

Develop a 
comprehensive 
response in the 

form of workable 
strategies and a 

holistic 
implementation 

plan.



FINANCIAL PLANNING AND TURNAROUND CONTD. 2/4

18

The approach must not undermine the 
governance in place.  There may be circumstances 
where hard decisions have to be made by the Key 
Stakeholders.

Need to build capacity at the local authority, city 
and territory level.  This should be an iterative and 
development process. 

Monitoring the work performed together with the 
outcomes of the holistic strategies and 
implementation plan.

Challenges and the proposed strategies to be workshopped with ALL stakeholders



FINANCIAL PLANNING AND TURNAROUND CONTD. 3/4

19Strategies must be compliant with legislation and be output orientated

Strategies and implementation plan must resolve 
the service delivery, financial and other problems.  
The plan must be relevant, realistic and focused, 
achieve the required objectives and contain 
realistic accountabilities and timeframes. 

Implementation will be successful if it achieves 
compliance with mandated obligations, provision 
of basic services and/ or timely settlement of 
financial commitments.

The strategies and implementation plan must 
contain actions that are in terms of the relevant 
legislation and the regulations and should not be 
able to be challenged when implemented. 



FINANCIAL PLANNING AND TURNAROUND CONTD. 4/4

Example of the holistic and integrated plan. The plan will need to be monitored and 

implemented and when fully implemented will result in the local authority, city or territory 

becoming sustainable and viable to deliver efficient and effective services to the communities 

it serves – achieve intended outcomes. 

20

Focus Area Key Activities

Person

Responsibl

e

(Title)

Timeline

(√ - Tick)
Start 

Date

End 

Date

Measurable 

Outcome

Financial Implication

Support

Revenue
Expend-

itureS M L

This may change based on specific circumstances and challenges

Illustrative



LONG-TERM FINANCIAL PLAN

The long-term financial plan showing the balance sheet and income and expenditure statement 

should include the additional expenditure and additional revenue of the identified strategies:

Example of the long-term financial plan

21

Description AFS AFS AFS AFS AFS Budget
Budget

+ 1
Budget

+ 2
Budget+

3
Budget

+ 4
Budget

+ 5
Budget + 

6
Budget

+ 7
Budget

+ 8
Budget

+ 9
Budget

+10

Figures in Rand thousand 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033

R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000 R'000

s

Illustrative

The ultimate must be a realistic and sustainable cashflow



GENERIC KEY STRATEGIES - EXAMPLES

22

Generic 
Viability Plan 

Strategies

Strengthening 
Administration, 
Governance and 

Internal 
Controls

Human 
Resource 

Management 
and 

Organisational 
Restructuring

Local Economic 
Development 

Revenue 
Management 

and 
Enhancement

Improved 
Financial 
Planning/ 

Budgeting and 
Management 

(Including 
Cashflow 

Management)

Service Delivery 
and 

Infrastructure 
Development 

and 
Management

Illustrative

These are interrelated and not stand-alone – a multi-pronged approach is required



STRATEGY ONE: STRENGTHENING ADMINISTRATION, GOVERNANCE AND 
INTERNAL CONTROLS (1/2)

Enhance operations through an 
appropriate comprehensive system of 
delegations, improved governance and 
political oversight.

Comprehensive plan to deal with theft, 
fraud and corruption.

Implement and enforce the code of 
conduct for Councillors.

Embed risk management in the culture 
and internal control processes.

Address governance, political and institutional challenges hampering a financial 
turnaround of the city or territory 23



STRATEGY ONE: STRENGTHENING ADMINISTRATION, GOVERNANCE AND 
INTERNAL CONTROLS (2/2)

Internal Audit Unit should be in place.

Internal controls should be assessed.

Introduce adequate internal controls and 
segregation of duties where necessary to 
combat fraud and corruption and irregular 
and fruitless and wasteful expenditure.

Develop an adequate audit action plan to 
address persistent audit findings. A holistic 
approach should be followed in 
addressing the findings.

All activities to be implemented should form part of the performance agreement of 
relevant officials to ensure implementation 24



STRATEGY TWO: HUMAN RESOURCES MANAGEMENT AND 
ORGANISATIONAL RESTRUCTURING

Restructure to ensure focus on service 
delivery and revenue generating functions.

Filling of critical posts, if applicable, such as 
Heads of Departments that could stabilise
the city or territory.

Identifying staff in excess of requirements 
of the city or territory.

Reduce administration and overhead costs.

Review shared and corporate functions and 
ensure no duplications and value for 
money.

Review all high salary related costs e.g. 
overtime by introducing shifts.

Reduce the number of cases and related 
costs of litigation.

Understand causes and develop and implement corrective and preventative 
measures to address any recurring and costly labour related legal matters 25



STRATEGY THREE: ECONOMIC DEVELOPMENT

Review development application systems, 
processes and timelines.

Develop investment attraction and 
retention policy.

Develop a policy for development charges 
towards capital expenditure.

Formulate informal trade policy. 

Revitalise any previous economic 
functions that have deteriorated or 
ceased.

26Review and update economic development strategy



STRATEGY FOUR: REVENUE MANAGEMENT, PROTECTION AND 
ENHANCEMENT (1/3)

Installation of infrastructure to enable 
accurate electricity and water meter 
readings and disconnection/ connection 
to separate and identifiable consumers.

Protection of meters from vandalism and 
illegal connections.

Implementation of check meters.

A systematic data verifying process must 
be undertaken to ensure correct details of 
account holders or property owners.

Consistent and regular billing cycles and 
accurate and timely bills must be assured.

Efficient and effective credit control 
management policies and procedures 
applied with clear delegations of authority 
and monthly reporting on actions taken.

27



STRATEGY FOUR: REVENUE MANAGEMENT, PROTECTION AND 
ENHANCEMENT CONTD. (2/3)

Development and implementation of a 
Customer Care Service Charter, Service 
Standards and Customer Care centre/s; 

Stricter risk management and internal 
control processes with emphasis on 
adequate supervision of daily cash 
receipting, banking processes and cash 
management reporting;

Capacity of legal resources to support 
debt collection programs; 

Communication between departments to 
resolve customer queries timeously; 

Cash flow targets which form part of the 
performance measures of management;
and

Review of all non-strategic assets by 
means of an audit to optimise and/or sell.

28



STRATEGY FOUR: REVENUE MANAGEMENT, PROTECTION AND 
ENHANCEMENT CONTD. (3/3)

The process should ensure that there is a 
revenue enhancement strategy to ensure 
that:

➢ All residents are paying what is due 
for property rates and services;

➢ All residents are being charged the 
correct tariff for their property rates 
and services; and

➢ All residents or households receiving 
services from the municipality, city or 
territory are included in the  billing 
system.

29



STRATEGY FIVE: IMPROVED FINANCIAL PLANNING/ BUDGETING AND 
MANAGEMENT (INCLUDING CASHFLOW MANAGEMENT) (1/4)

An own revenue review must be 
undertaken to address the following if 
necessary: 

➢ Ensure that service charges/ tariffs 
are cost reflective and sustainable; 

➢ Address the cost of free basic 
services and allocation of services to 
indigents; and

➢ A multiple year tariff increase 
approach should be adopted and 
communicated to all stakeholders.

30



➢ Set spending limits and revenue targets.

➢ Provide budget parameters which bind 
the municipality, city or territory for a 
specified period or until stated 
conditions have been met; and 

➢ Capital budget and expenditure should 
be reviewed to ensure no loans or 
finance leases are raised unless the city 
or territory has the ability to repay and 
where possible identify capital projects 
that are revenue generating.  

STRATEGY FIVE: IMPROVED FINANCIAL PLANNING/ BUDGETING AND 
MANAGEMENT (INCLUDING CASHFLOW MANAGEMENT) CONTD. (2/4)

An expenditure review must be undertaken 
to address the following:

➢ The cost of personnel needs to only 
reflect “feet on the ground” and funded 
critical vacant positions taking the 
operating model and any necessary 
restructuring into consideration;

➢ Review cost cutting/ austerity measures 
to eliminate non-essentials; 

➢ Irregular, fruitless and wasteful and 
unauthorised expenditure should be 
identified and eliminated;

➢ Low levels of repairs and maintenance 
should be addressed to ensure effective 
operation of all assets and minimal 
service delivery interruptions; 

31



STRATEGY FIVE: IMPROVED FINANCIAL PLANNING/ BUDGETING AND 
MANAGEMENT (INCLUDING CASHFLOW MANAGEMENT) CONTD. (3/4)

Analyse all budget line items which will 

assist in identifying possible expenditure 

excesses and identify credible revenue 

billing and collection so that the 

municipality, city or territory can set a 

realistic, credible and achievable budget. 

Zero based budgeting should be used 

where possible.

Take into account the non-payment of 

creditors in the budget process and 

arrangements for the paying of the 

outstanding amounts needs to be agreed 

with the creditors in line with cash 

availability.

32



STRATEGY FIVE: IMPROVED FINANCIAL PLANNING/ BUDGETING AND 
MANAGEMENT (INCLUDING CASHFLOW MANAGEMENT) CONTD. (4/4)

Review all policies relating to the budget 
annually and where necessary, update, 
approve and implement.

Align revenue and expenditure budget as 
well as the cash flow budget to ensure 
realistic anticipated cash flows. To control 
the cash flows the following should be 
done:

➢ Establish a centralised Cash flow 
Management Committee (approving 
orders before submitted to SCM for 
procurement); and

➢ Updated cash flow statement and 
budget statement to be provided to 
Cash Flow Management Committee 
on a weekly basis.

33



STRATEGY SIX: SERVICE DELIVERY AND INFRASTRUCTURE DEVELOPMENT 
AND MANAGEMENT

Establish whether there is a lack of asset 

management of infrastructure and all other 

immovable and movable assets.  

The municipality, city or territory may need to 

strengthen its internal technical skills to 

effectively manage its assets and repairs and 

maintenance planning and management.  

Management of water and electricity 

distribution losses, lack of replacement and 

management plans, budget allocation for 

replacement, operation and maintenance is 

low.

Financial resources in the annual budget with 

a long-term planning horizon to address 

service delivery backlogs, infrastructure and 

maintenance and upgrading issues. Address 

social versus revenue generating assets.  34



IMPLEMENTATION AND MONITORING THE STRATEGIES, FINANCIAL 
TURNAROUND PLAN AND KEY RATIOS

The strategies and plan need to be monitored to ensure that they are 

achieved. These will be dealt with in Courses 2 and 3 to follow. 35



COURSE 2

UNDERSTANDING AND MONITORING THE FINANCIAL PERFORMANCE 
OF LOCAL GOVERNMENTS: 

BALANCES AND FINANCIAL RATIOS TO WATCH



STANDARD 
ACCOUNTING 
PRACTICES

An accounting standard is a set of 
practices and policies used to 

systematise accounting functions 
across entities and over time. 

Accounting standards apply to the 
full breadth of an entity's financial 
picture, including assets, liabilities, 

revenue, expenses, etc.

To be able to monitor and 
benchmark municipalities, cities and 

territories each country or all 
countries in Africa should have 
standard accounting practices/ 

standards.

37



STANDARD ACCOUNTING PRACTICES - INTERNATIONAL BEST PRACTICE (1/3)

38

International Financial Reporting Standards (IFRS) are a set of accounting 
standards that govern how particular types of transactions and events should be 
reported in financial statements. They were developed and are maintained by the 
International Accounting Standards Board (IASB).

United Kingdom - The code is prepared under IFRS, which have been adopted as the 
basis for public sector accounting in the UK. The Code specifies the principles and 
practices of accounting required to prepare financial statements. The Code applies 
to local government organisations across the UK including local authorities, police 
bodies, fire services and other local public service bodies.

Australia - The Office of Local Government (OLG) provides support and advice to 
councils through the Local Government Code of Accounting Practice and Financial 
Reporting (Code). 



STANDARD ACCOUNTING PRACTICES - INTERNATIONAL BEST PRACTICE (2/3)

39

South Africa - Standards of Generally Recognised Accounting Practice (GRAP) 
are accounting standards issued by the Accounting Standards Board (ASB) in 
terms of section 89 of the Public Finance Management Act (PFMA). 

Standards of GRAP set out the recognition, measurement, presentation and 
disclosure requirements for financial reporting in the public sector in South Africa.

The Standards of GRAP set out the principles for the preparation of financial 
statements. The Standards ensure that relevant, credible and consistent 
information is provided in the financial statements which enhances accountability, 
comparability and informed decision-making. 



STANDARD ACCOUNTING PRACTICES - INTERNATIONAL BEST PRACTICE (3/3)

40

The ASB considers and makes use of 
pronouncements issued by the 
International Public Sector 
Accounting Standards Board 
(IPSASB), the International 
Accounting Standards Board (IASB) 
and other national and international 
accountancy organisations that 
develop financial reporting, 
accounting and auditing standards 
for the public sector. 

Other African Countries:

From the research undertaken it 
appears that other African countries 
do not have accounting standards/ 
practices, legislation, regulation and 
tools to be able to monitor and 
benchmark municipalities, cities and 
territories from a financial and service 
delivery perspective.



SOUTH AFRICA – STATUS OF FINANCIAL REPORTING AND MONITORING  

Constitution: A municipality has the right to
govern, on its own initiative, the local
government affairs of its community, subject
to national and provincial legislation.

Municipal Systems Act: Provides for legal
matters pertaining to local government;
and matters incidental thereto.

GRAP accounting standards/ practices:
Format of Financial Statements.

Municipal Finance Management Act.

Municipal Standard Chart of Accounts
(mSCOA).

Uniform Financial Ratios and Norms.

Integrated Development Plan (IDP).

Budget Process.

Service Delivery Budget Implementation
Plan (SDBIP).

Performance Management System. 41



UNIFORM RATIOS AND NORMS TO BE MONITORED (1/14)

42

Capital Expenditure to Total 
Expenditure

Formula:

Total Capital Expenditure / 
Total Expenditure (Total 
Operating expenditure + 

Capital expenditure) × 100 

Norm:

10% - 20%

Impairment of Property, 
Plant and Equipment (PPE), 

Investment Property and 
Intangible Assets (Carrying 

Value)

Formula:

PPE Impairment + Investment 
Property Impairment + 

Intangible Assets 
Impairment/(Total PPE + 
Investment Property + 

Intangible Assets) × 100 

Norm:

0% 

Repairs and Maintenance as 
a % of PPE, Investment 

Property (Carrying Value)

Formula:

Total Repairs and 
Maintenance Expenditure/ 

PPE and Investment 
Property(Carrying value) x 

100 

Norm:

8%
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UNIFORM RATIOS AND NORMS TO BE MONITORED (2/14)

43

Collection Rate

Formula:

(Gross Debtors Closing 
Balance + Billed Revenue -

Gross Debtors Opening 
Balance + Bad Debts Written 

Off)/Billed Revenue x 100

Norm:

95%

Bad Debts Written-off as % 
of Provision for Bad Debt

Formula:

Bad Debts Written-off / 
Provision for Bad Debt x 100 

Norm:

100% 

Net Debtors Days

Formula:

((Gross Debtors - Bad debt 
Provision)/ Actual Billed 

Revenue)) × 365 

Norm:

30 days
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UNIFORM RATIOS AND NORMS TO BE MONITORED (3/14)

44

Cash/Cost Coverage Ratio (Excluding 
Unspent Conditional Grants)

Formula:

((Cash and Cash Equivalents - Unspent 
Conditional Grants - Overdraft) + Short Term 

Investment) / Monthly Fixed Operational 
Expenditure excluding (Depreciation, 

Amortisation, Provision for Bad Debts, 
Impairment and Loss on Disposal of Assets)

Norm:

1 - 3 Months

Current Ratio

Formula:

Current Assets / Current Liabilities 

Norm:

1.5 - 2:1 
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UNIFORM RATIOS AND NORMS TO BE MONITORED (4/14)

45

Capital Cost (Interest Paid and Redemption) 
as a % of Total Operating Expenditure

Formula:

Capital Cost (Interest Paid and Redemption) / 
Total Operating Expenditure x100 

Norm:

6% - 8% 

Debt (Total Borrowings)/ Revenue

Formula:

(Overdraft + Current Finance Lease Obligation 
+ Non-Finance Lease Obligation + Short Term 
Borrowings + Long Term Borrowings) / Total 

Operating Revenue 

Norm:

45%
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UNIFORM RATIOS AND NORMS TO BE MONITORED (5/14)

46

Level of Cash Backed Reserves 

(Net Assets - Accumulated 

Surplus)

Formula:

(Cash and Cash Equivalents - Bank overdraft + Short Term  Investment + Long Term Investment -
Unspent grants) / (Net Assets - Accumulated Surplus – Non-Controlling Interest - Share Premium -

Share Capital - Fair Value Adjustment - Revaluation Reserve)

Norm:

100%
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UNIFORM RATIOS AND NORMS TO BE MONITORED (6/14)

47

Electricity Distribution Losses (Percentage)

Formula:

(Number of Electricity Units Purchased and/or 
Generated - Number of Electricity Units Sold)/  
Number of Electricity Units Purchased and/or 

Generated) × 100 

Norm:

7% - 10%

Water Distribution Losses (Percentage)

Formula:

(Number of Kilolitres Water Purchased or 
Purified - Number of Kilolitres Water Sold) / 

Number of Kilolitres Water Purchased or 
Purified × 100 

Norm:

15% - 30%
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UNIFORM RATIOS AND NORMS TO BE MONITORED (7/14)

48

Growth in Number of Active 
Consumer Accounts

Formula:

(Period under review's 
number of Active Debtor 

Accounts - previous period 
number of Active Debtor 

Accounts)/ previous period 
number of Active Debtor 

Accounts x 100

Norm:

NONE

Revenue Growth (%)

Formula:

(Period under review's Total 
Revenue - previous period's 

Total Revenue)/ previous 
period's Total Revenue ) x 

100 

Norm:

CPI 

Revenue Growth (%) -
Excluding capital grants)

Formula:

(Period under review's Total 
Revenue Excluding capital 

grants - previous period's Total 
Revenue excluding capital 
grants)/ previous period's 
Total Revenue excluding 

capital grants ) x 100

Norm:

CPI 
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UNIFORM RATIOS AND NORMS TO BE MONITORED (8/14)

49

Creditors Payment Period (Trade Creditors)

Formula:

Trade Creditors Outstanding / Credit 
Purchases (Operating and Capital) × 365 

Norm:

30 days

Irregular, Fruitless and Wasteful and 
Unauthorised Expenditure / Total Operating 

Expenditure

Formula:

(Irregular, Fruitless and Wasteful and 
Unauthorised Expenditure) / Total Operating 

Expenditure x100 

Norm:

0%
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UNIFORM RATIOS AND NORMS TO BE MONITORED (9/14)

50

Remuneration as % of Total 

Operating Expenditure

Formula:

Remuneration (Employee Related Costs and 
Councillors'

Remuneration) /Total Operating Expenditure 
x100

Norm:

25% - 40%

Contracted Services % of Total Operating 
Expenditure

Formula:

Contracted Services / Total Operating 
Expenditure x100 

Norm:

2% - 5%
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UNIFORM RATIOS AND NORMS TO BE MONITORED (10/14)

51

Net Operating Surplus 
Margin

Formula:

(Total Operating Revenue -
Total Operating 

Expenditure)/Total Operating 
Revenue 

Norm:

= or > 0%

Net Surplus /Deficit 
Electricity

Formula:

Total Electricity Revenue less 
Total Electricity 

Expenditure/Total Electricity 
Revenue × 100

Norm:

0% - 15%

Net Surplus /Deficit Water 

Formula:

Total Water Revenue less 
Total Water 

Expenditure/Total Water 
Revenue × 100 

Norm:

= or > 0% 
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UNIFORM RATIOS AND NORMS TO BE MONITORED (11/14)

52

Net Surplus /Deficit Refuse

Formula:

Total Refuse Revenue less Total Refuse 
Expenditure/Total Refuse Revenue × 100 

Norm:

= or > 0% 

Net Surplus /Deficit Sanitation and Waste-
Water

Formula:

Total Sanitation and Waste-Water Revenue 
less Total Sanitation and Waste-Water 

Expenditure/Total Sanitation and Waste-
Water Revenue × 100 

Norm:

= or > 0% 
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UNIFORM RATIOS AND NORMS TO BE MONITORED (12/14)

53

Own funded Capital 
Expenditure (Internally 

generated funds + 
Borrowings) to Total Capital 

Expenditure

Formula:

Own funded Capital 
Expenditure (Internally 

generated funds + 
Borrowings) / Total Capital 

Expenditure x 100 

Norm:

None

Own funded Capital 
Expenditure (Internally 

Generated Funds) to Total 
Capital Expenditure

Formula:

Own funded Capital 
Expenditure (Internally 

Generated Funds) / Total 
Capital Expenditure x 100 

Norm:

None

Own Source Revenue to 
Total Operating Revenue 

(Including Agency Revenue)

Formula:

Own Source Revenue (Total 
revenue - Government grants 

and Subsidies - Public 
Contributions and 

Donations)/ Total Operating 
Revenue (including agency 

services) x 100 

Norm:

None
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UNIFORM RATIOS AND NORMS TO BE MONITORED (13/14)

54

Capital Expenditure Budget Implementation 
Indicator

Formula:

Actual capital Expenditure / Budget Capital 
Expenditure x 100 

Norm:

95% - 100%

Operating Expenditure Budget 
Implementation

Formula:

Actual Operating Expenditure / Budgeted 
Operating Expenditure x 100 

Norm:

95% - 100%
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UNIFORM RATIOS AND NORMS TO BE MONITORED (14/14)

55

Operating Revenue Budget Implementation 
Indicator

Formula:

Actual Operating Revenue / Budget Operating 
Revenue x 100 

Norm:

95% - 100%

Service Charges and Property Rates 
Revenue Budget Implementation Indicator

Formula:

Actual Service Charges and Property Rates 
Revenue / Budget Service Charges and 

Property Rates Revenue x 100 

Norm:

95% - 100%
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KEY RATIO MONITORING USING THE INSTRUMENT/ TOOL

Implementation and monitoring of the strategies, turnaround plan and key ratios monitoring.

(This will be discussed in Course 3)

56

Ratio Analysis Report Audited Projected

Norm 2017 2018 2019 2020 2021 2022

FINANCIAL POSITION

Asset Management/ Utilisation

1 Capital Expenditure to Total Expenditure 10% - 20% 9,67% 7,42% 8,34% 11,59% 8,91% 8,36%

2
Impairment of Property. Plant and Equipment. Investment Property and 
Intangible assets (Carrying Value)

0% 0,02% 0,05% 0,08% 0,00% 0,00% 0,00%

3
Repairs and Maintenance as a % of Property. Plant and Equipment and 
Investment Property (Carrying Value)

8% 1,5% 2,1% 1,7% 1,3% 1,4% 1,4%

Debtors Management 

1 Collection Rate 95% 100,5% 52,0% 64,2% 95,0% 94,9% 94,9%

2 Bad Debts Written-off as % of Provision for Bad Debt 100% 3,8% 35,7% 21,4% 0,0% 0,0% 0,0%

3 Net Debtors Days 30 days 120,2 43,4 42,9 38,9 37,5 36,3

Illustrative

The National Treasury as an example uses this to benchmark budgets



DETAILED ANALYSIS REQUIRED

To add to the above monitoring and analysis the 

following analysis should also be done to identify 

any major variances:

Statement of Financial Position (Balance 

Sheet);

Statement of Financial Performance (Income 

and Expenditure);

Cash Flow Statement; and

Notes to the financial statements.

57

The Auditor-General Report (SA) which is 

from the annual statutory audit of the 

annual financial statements and accounting 

records and includes:

➢ Audit opinion;

➢ Emphasis of matters;

➢ Governance challenges;

➢ Non-compliance;

➢ Audit findings in the performance 

management system reports; and

➢ Other matters.



PERFORMANCE MANAGEMENT SYSTEMS (PMS)   

In addition to analysis and monitoring of the 

financial position and financial performance, 

you also need to monitor the performance of 

the management and staff using PMS/ KPIs 

which emanate from the following process:

Approved budget;

SDBIP compiled using approved budget;

Strategies in the holistic financial plan to be 

included; and

PMS to have KPIs to monitor SDBIP and 

strategies to ensure the performance of the 

management and staff.
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COURSE 3

BUILDING A FINANCIAL FORECAST FOR LOCAL GOVERNMENTS



MSTTM

PEOPLE. PASSION. SUSTAINABILITY.



ABOUT MST™ (1/3)

61

Technology driven solutions is a key contributor to business enhancement and

development.

It is critical to invest into the integration of technology solutions into business processes to

enable data driven and informed decision making;

Our internally developed and innovative platform (MST™) enables data driven and

empowered decision making by Municipalities and key stakeholders;



ABOUT MST™ (2/3)

62

The MST™ platform solution incorporates detailed

reporting and will enable us to deliver on your

requirements in a fast and cost-effective manner;

Aggregate, validate and manage data from internal and

external sources on a single platform (work seamless with

client existing systems);

Predictive models built in (AI and Machine Learning);

Data is spatial, enhanced and depicted with filters built in

to zoom to insights; and

Data sources can also be made available via API for the

benefit of other internal applications.

INSIGHT

ANALISE

IMPORT



ABOUT MST™ (3/3)

63

Single View of Customer with Profiling – Private and

Public;

Revenue Management, Enhancement and Protection

(including Data Remediation, Cleansing and Enrichment);

Socio Economic and Economic Analysis;

Human Resource Management;

Asset/ Infrastructure Management;

Tariff / Price Modelling;

Automated Financial Modelling; and

Customised dashboards for monitoring and evaluation.

Modules includes but 
not limited to:



MSTTM HAS THE ABILITY TO MANAGE BIG DATA; FINANCE, SPATIAL, GIS, 
ECONOMICS, HR, ETC. ALL OF WHICH AFFECT LOCAL AUTHORITIES 
PERFORMANCE AND OUTCOMES

64

National Big Data Cloud

Unstructured 
Data

Structured Data

Verification 
and 

Analytics

Joint Business and Data Analysis Dashboards - EWS

Data Consumption 
and 
Cleansing Capacity Costs – Centralised, 

Economies of Scale and Independently 
Checked and Verified

Advisory and BI Services

National government cannot be expected to assist municipalities indefinitely and 
new/  innovative solutions are required – how will we meet our mandate otherwise



LONG-TERM FINANCIAL PLANNING – ONE OF MANY MODULES

MST™ includes a long-term financial planning 

module that enables local authorities and other 

entities to create long-term financial plans of up to 

10 years.

Benefits for municipalities include:

Quick and easy setup

Parameter tuning

Enables scenario planning

Subsequent monitoring and evaluation

Dashboard to measure progress

65

Illustrative



LOG IN

66



NAVIGATE TO THE FINANCIAL MODEL

67



SETUP: SELECT THE HISTORICAL DATA

68



SETUP: SELECT THE FORECAST PERIOD

69



SETUP: SELECT THE ASSUMPTIONS

70



SETUP: CREATE BASE FORECAST

FINANCIAL PERFORMANCE FINANCIAL POSITION

CASH FLOW KEY RATIOS

71



ANALYSE AND ADJUST FORECAST

72



DOWNLOAD YOUR FINANCIAL PLAN

73



OTHER MODULES

MST™

74



REVENUE FORECASTING

MST™ provides tools to forecast revenue using an 

integrated tariff modelling tool that is easily customisable

by service and tariff.

Features include:

Multiple scenarios;

Select all or individual services;

Calculate the affordability of tariffs; and

Compare forecasted revenue to required revenue 

(budget).
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REVENUE MANAGEMENT (1/4)

MST™ provides municipalities with revenue 

management tools to not only measure 

performance but also to integrate data sources 

from multiple systems (internal & external) to 

enhance your data driven decision-making.

Features include:

Revenue trend analysis;

Customer profiling;

Everything spatial; and

Data extracts.
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REVENUE MANAGEMENT (2/4)

Analysis of billing 

and the 

identification of 

delinquent 

customers billed 

for services that 

they can’t afford.

Using filters for 

LSM & Credit 

Score.

Dynamic update of numbers with filter selection

77



REVENUE MANAGEMENT (3/4)

Analysis of 

customer debt and 

easily identify the 

customers that can 

afford to pay but 

arrears.

Connect to digital 

collection platform 

for effective and 

affordable 

collection. 

Send to digital sheriff 

for collection

Automatic 

calculation of 

additional 

deposit required

Customer profiling using private 

and government data

78



REVENUE MANAGEMENT (4/4)

Analysis of customer 

collection ratios with 

filters to isolate 

certain customer 

types and profiles.

Profiling clearly 

indicates the ability 

of customers to pay 

for services and 

impact of a disaster 

like Covid-19.

LSM 1-3

LSM 4-7

LSM 8-

10

79



ASSET MANAGEMENT (1/2)

MST™ provides municipalities with asset management 

business intelligence to make strategic decisions. 

Progressive thinking and planning enable sustainable 

service delivery in the long term.

Features include:

Single view of entire asset base;

Asset condition linked to replacement;

Spatial views liked to revenue and maintenance 

costs;

On demand analytics using filters, charts, maps and 

tables; and

Individual assets visible on a map colored by 

condition. 80



ASSET MANAGEMENT (2/2)

Isolate assets in a poor 

condition and have instant 

insight of the locations as 

well as the timing and extent 

of replacement costs is a key 

input to long-term financial 

planning.

Maps zoom 

to individual 

asset level 

and toggle to 

satellite view. Values automatically update with 

selections.
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HUMAN RESOURCE MANAGEMENT

MST™ includes business intelligence tools designed to 

make human resource specific strategic decisions.

Features include:

Single view of human resource data;

Relate service delivery issues to staff vacancies;

Identify critical vacant positions that affect service 

delivery;

Identify non-critical administrative positions to cut 

costs and freeze vacant positions; and

All data spatial depicted.
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CUSTOM ANALYTICS

MST™ includes a custom analytics 

module that enables 

municipalities to analyse data 

and create custom visualisations.

Features include:

Custom charts;

Change colors;

Filter data; and

Export results to use in 

presentations and emails.
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CITIZEN SINGLE VIEW

MST™ provides municipalities 

with a powerful single view of 

customers through direct 

integration to data sources like 

credit bureau, tracing agents 

and government departments.

Providing the user with 

Citizen Location Details.
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MSI™ (Municipal Sustainability Index™) (1/2)

MSI™ was developed by Akhile to 

provide insight into the 

sustainability of municipalities;

Highlights areas of improvement; 

and

Taking all financial ratios into 

account.

85



MSI™ (Municipal Sustainability Index™) (2/2)

MSI™ provides time series and trend analysis and comparison 

capabilities to understand what needs attention and where should focus 

be directed to address sustainability issues.

86The MSI™ can be used for benchmarking based on local circumstances



OUR STRATEGIC PARTNERS

87We can leverage these partners and additional resources, as and when required



88

We have access to additional resources, as and when required



NEWSPAPER HEADLINES YOU DON’T WANT TO SEE (1/3)

Municipalities, Cities and Territories 
on the brink of collapse: Report
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NEWSPAPER HEADLINES YOU DON’T WANT TO SEE (2/3)

Municipal, City and Territory sectors 
about to collapse – Ratings Afrika

90



NEWSPAPER HEADLINES YOU DON’T WANT TO SEE (3/3)

The good, the bad and the shocking: A visual gauge of the financial state 

of Municipalities, Cities and Territories

91



QUESTIONS

THANK YOU!


