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2. Key focus areas for the 2019/20 budget process

21 Local government conditional grants and additional allocations

The proposed division of revenue continues to pricritise  funding services for poar
communities.  Allocations to local government subsidise the cost of delivery of free basic
services to low-income households, and the infrastructure needed to deliver those services.

The 2018 Medium Term Budget Policy Statement (MTBPS) indicates transfers to local
government for the 2019 MTEF are R415.5 billion, of which R269.2 billion is in the form of
unconditional allocations while the remainder is conditional grant funding. The allocations for
local government over the medium term represent 8.9 per cent of non-interest expenditure and
grows to 9.1 per cent during the same period, which constitutes an increase of 7.2 per cent.
These are notable increases from 2018 MTEF , which require municipalities, despite the rising
cost of providing basic services, find innovative, effective and efficient ways of making better
use of the limited resources, given the current economic situation.

The equitable share and the allocation of the general fuel levy to local government constitute
unconditional funding. Municipalities are reminded that this funding allocation is formula
driven and designed to fund the provision of free basic services to disadvantaged
communities.

Conditional grant funding must be utilised for the intended purpose within the stipulated
timeframes, as specified in the annual Division of Revenue Act. Monies not spent must be
returned to the fiscus and requests for roll-overs will only be considered where unforeseen and
unavoidable circumstances led to underspending of conditionai grants.

The annual Division of Revenue Bill will be tabled in February 2019 when the Minister of
Finance delivers the budget speech. The grant aliocations will be specified in this Bill and
municipalities must recongcile their budgets to the numbers published therein,

Municipalities are advised to use the indicative numbers presented in the 2018 Division of
Revenue Act to compile their 2019/20 MTREF. In terms of the outer year allocations
(2021/22 financial year), it is proposed that municipalities conservatively limit funding
allocations to the indicative numbers as proposed in the 2018 Division of Revenue Act for
2020/21. The DoRA is available at:

hitp:/fwww. treasury.gov.za/documents/ national%20budget/2018/default.aspx

Changes to local government aliocations

® Qver the MTEF period, R415.5 billion will be transferred to local government, including
R146.3 billion in infrastructure conditional grants. The largest transfer to municipalities is
the local government equitable share, which grows by 9.9 per cent in 2019/20, 9.7 per
cent in 2020/21 and 8.6 per cent in 2021/22. These above-inflation increases are due to
expected growth in householid numbers, and higher bulk water and electricity costs.

o Government will strengthen municipal capacity to improve the use of these allocations.
Although the rules have been changed to allow municipalities to use grant funds fo
refurbish infrastructure, develop water conservation projects and maintain roads if
certain conditions are met — few municipalities have taken advantage of these
provisions. The national departments that administer these grants are improving their
capacity to support municipalities and to assess proposed projects.
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