
1. REPORT OF THE SELECT COMMITTEE ON APPROPRIATIONS ON THE PROPOSED DIVISION OF REVENUE AND THE CONDITIONAL GRANT ALLOCATIONS TO PROVINCIAL AND LOCAL SPHERES OF GOVERNMENT AS CONTAINED IN THE 2013 MEDIUM TERM BUDGET POLICY STATEMENT, DATED 13 NOVEMBER 2013  
In compliance with Section 6(10) of the Money Bills Amendment Procedure and Related Matters Act 9 of 2009, the Select Committee on Appropriations, having considered the 2013 Medium Term Budget Policy Statement and having heard comments from stakeholders, reports as follows:

1. 
Introduction

The Minister of Finance (the Minister) tabled the Medium Term Budget Policy Statement (MTBPS) on 23 October 2013, outlining the budget priorities of government for the medium term estimates. The MTBPS was tabled together with the Division of Revenue Amendment Bill [B38– 2013] and the Adjustments Appropriation Bill [B37 – 2013]. In terms of the Money Bills Amendment Procedure and Related Matters Act No 9 of 2009 (herein referred to as “the Act”), committees on appropriations are required to consider and report on the proposed division of revenue and conditional grant allocations to provinces and local government as contained in the MTBPS. The report of the Select Committee on Appropriations as per Section 6(10) of the Act must contain the following; as referred to it in terms of Section 6(8): 

· The spending priorities of national government for the next three years;

· The proposed division of revenue between the different spheres of government and between arms of government within a sphere for the next three years; and 

· The proposed substantial adjustments to conditional grants to provinces and local government, if any. 

2.
Medium Term Spending Priorities


Government prioritises its resources in the following areas:

· Expanding electricity, transport and communications capacity; 

· Enhancing the quality of education;
· Improving the provision of quality health care;
· Promoting industrial competitiveness and job creation; 

· Addressing challenges in mining and community development ;
· Supporting growth of our cities and special economic zones; 

· Broadening rural development and expanding agricultural opportunities; and 

· Strengthening public service delivery while combating waste and corruption. 

The proposed allocation of resources over the next three years was informed by government’s strategic priorities, in particular the National Development Plan (NDP).  It sets a broad framework for inclusive growth based on a more competitive economy, a capable developmental state, and improved livelihoods of South Africans. Implementing the plan will require government to strengthen its role as an enabler of economic development and improve the ways in which policies are translated into service delivery. 
3. 
The proposed division of revenue
The proposed division of revenue for the 2014 Budget provides for consolidated government spending of R1.24 trillion in the 2014/15 financial year, R1.34 trillion in 2015/16 and R1.44 trillion in the 2016/17 financial year. The proposed budget framework allows for average nominal growth in the main budget spending of 8.0 percent per year over the next three years. It includes a contingency reserve of R27 billion (R3 billion, R6 billion and R18 billion for 2014/15, 2015/16 and 2016/17, respectively) for unforeseen and unavoidable requirements. The contingency reserve has been reduced by R7.5 billion over the next two years to respond to spending pressures. Debt-service costs will rise at an average annual rate of 10.4 percent, from R100.5 billion in the 2013/14 financial year to R135.4 billion in the 2016/17 financial year. The spending pressures amounting to R21.6 billion over the next three years are accommodated through reprioritisation of R8.1 billion within departmental allocations and a drawdown of R13.5 billion on the contingency reserve. 

The national and provincial public sector salaries will be linked to inflation, which is forecast to be higher than previously projected at the beginning of the 2013/14 financial year. Over the next three years, the cost of inflation adjustments will be R12.2 billion, and R5.2 billion will also be required to upgrade the salary levels of clerks in the public service.
In addition to direct transfers in the form of equitable share and conditional grants, the proposed division of revenue outlines benefits that the provinces and municipalities will get from indirect grants. These are allocations that national departments spend on behalf of provinces and municipalities. Indirect grants contribute to core spending areas for which sub-national government is responsible, including infrastructure such as schools and bulk water pipelines. Government proposes significant growth in the value of indirect grants to provinces and municipalities, from R8.4 billion in 2013/14 to R14.3 billion in the 2016/17 financial year. Changes to the way these grants are managed will be considered over the period ahead, and amounts may be shifted between direct and indirect grants before the 2014 Budget is tabled.  

4. The proposed provincial government funding
Over the next three years, provincial allocations will grow from R444.7 billion in the 2014/15 financial year, to R478.2 billion in the 2015/16 financial year and R507.8 billion in the 2016/17 financial year. Over the same period, the provincial baseline allocations increase by a net R11.2 billion. This increase will be funded through drawdowns on the contingency reserve and a reallocation of national resources. The proposed changes to provincial allocations are driven by higher wage costs for the 900 000 public servants employed in the health and education sector, as well as by priorities in infrastructure and social services. 

An occupation-specific dispensation for several categories of therapists in the education sector will be funded through a new conditional grant for two years, after which these funds will be incorporated into the provincial equitable share.  Additions to the provincial equitable share of R2.5 billion in 2014/15, R4.3 billion in 2015/16 and R5.1 billion in the 2016/17 financial year will help fund rising wage costs, shelters for victims of abuse, as well as the roll-out of a new vaccine for the human papilloma virus. 
4.1
The proposed conditional grant allocation to provinces

Government provides provinces with conditional grants to supplement the equitable share for specific programmes. The conditional grant allocation to provinces will be R82.3 billion in the 2014/15 financial year, R90.2 billion in the 2015/16 financial year and R95.8 billion in the 2016/17 financial year. The proposed division of revenue presents some reductions to underperforming conditional grants. These reductions to a number of grants will release funds for reprioritisation, though their allocations still grow in nominal terms over the spending period. Changes to be effected on the provincial conditional grants include the following:

· Small reductions on the Comprehensive Agricultural Support Programme Grant, the Land Care Grant, the Education Infrastructure Grant, the School Infrastructure Backlogs Grant (an indirect grant), the National Health Grant (an indirect grant) and the Expanded Public Works Programme Grant to Provinces.

· New allocations to the Human Settlements Development Grant to fast-track the upgrading of informal settlements in mining towns that are experiencing rapid growth.

· Additional resources for the Further Education and Training Colleges Grant to cover higher-than-anticipated salaries.

· Funds will be made available through the Public Transport Operations Grant to offset the rising costs of fuel and labour in provincial bus services. 
4.2
The proposed local government funding and conditional grants  
The proposed allocation to local government is expected to increase from R81.9 billion in the 2014/15 financial year to R101.4 billion in the 2015/16 financial year and to  R106.7 billion in the 2016/17 financial year. Changes to the local government allocations shift funds towards areas that can support economic growth. 
Government provides municipalities with conditional grants to supplement the equitable share for specific programmes. The Integrated City Development Grant (ICDG) provides funds to assist the eight metropolitan municipalities in their planning. It is intended to help low-income households on the urban periphery access jobs and other opportunities. An amount of R356 million will be added to the ICDG to encourage the evolution of more compact and efficient cities. The Regional Bulk Infrastructure Grant (an indirect grant) will receive an additional R934 million over the MTEF period to accelerate bulk water projects that will support broader development.  
To fund these priorities and stay within the spending ceiling, government proposes moderate reductions to a number of conditional grants, including the Municipal Infrastructure Grant, the Urban Settlements Development Grant, the Expanded Public Works Programme Integrated Grant for Municipalities, the Infrastructure Skills Development Grant and the Energy Efficiency Demand-Side Management Grant.

Government has announced that by 2014 the responsibility for the housing function will be devolved from provincial to local government in six metropolitan areas: Cape Town, Ekurhuleni, eThekwini, Johannesburg, Nelson Mandela Bay and Tshwane. These municipalities will receive a total of R900 million over the MTEF to build capacity for this function. 
Government has also begun a review of local government infrastructure grants, this may result in changes to the number and structure of these grants. The review is a collaborative effort involving national departments, the Financial and Fiscal Commission and the South African Local Government Association. This review will further ensure the extensive involvement and consultation with municipalities, provinces, professional associations and public entities. Proposals for changes to the grant system may be included in the 2014 Medium Term Budget Policy Statement.

A new local government equitable share formula was being phased in from the 2013/14 financial year. The formula provides funding for a package of free basic services for 59 percent of households with monthly incomes below the value of two state old age grants. The local government equitable share will grow at an average annual rate of 9.2 percent over the MTEF.
5. 
Submissions by stakeholders

5.1 Financial and Fiscal Commission 
The Financial and Fiscal Commission made its submission on the 2013 Medium Term Budget Policy Statement in terms Section 4(4)(c) of the Money Bills Amendment Procedure and Related Matters Act, No 9 of 2006, which requires committees of Parliament to consider recommendations by the Commission when dealing with money bills and related matters. 
5.1.1 Background

The Commission was of the view that, overall, government had done a commendable job through the MTBPS in signalling its intent and commitment to implement the National Development Plan (NDP). The Commission felt that an ambitious policy strategy for growth was a pre-requisite if South Africa is to move further on the transition to attaining the 2030 Vision. The Commission further noted that government was looking towards infrastructural investment as the principal driver of whatever upturns if economic growth was anticipated. The corollary to the relatively high growth in gross fixed capital formation forecast by government was that the current account deficit was forecast to remain at levels above 6 percent of Gross Domestic Product (GDP).

5.1.2 Macro-economic and fiscal outlook

The Commission submitted that the economy remained vulnerable to slow global recovery and domestic factors such as the recent labour unrest. GDP growth has been revised downwards to 2.1 percent for this year, from 2.7 percent at the time of the 2013 Budget in February, and to 3 percent for next year, from 3.5 percent in February 2013. The budgeted growth for 2015 was now forecast to be just 3.2 percent, from 3.8 percent in the February budget. These downward projections confirmed the Commission’s projections done in 2009.

The Commission noted that government’s position on fiscal consolidation was in line with the Commission’s submission on the 2014/15 Division of Revenue. The Commission felt that it was important to balance the financing needs to implement the NDP with the goal of budget consolidation. In this regard, the Commission noted that real non-interest expenditure was budgeted to grow by just 2.2 percent per year over the next three years. The thrust of fiscal discipline was centred on a significant reduction in the growth of compensation of public sector employees. The largest area of expenditure growth was unemployment and social security, at 13.8 percent. The Commission supported the growth in social security expenditure, which was in line with its previous recommendations.

5.1.3 Risks to economic and fiscal outlook

(a) Public sector wage bill pressures

The Commission welcomed the firmer stance taken by government in enforcing discipline in the hiring of new employees and to maintain staff levels over the medium term. However, the Commission emphasised that government productivity and service delivery should remain the core of recruitment policy. In this regard, the appointment of frontline staff core to service delivery should be prioritised over the filling of general, administrative positions.

(b) Persistent under-spending

The Commission was concerned that the three spheres of government under-spent by R3.14 billion in the 2012/13 financial year. Continued under-spending could jeopardise the attainment of short and long term priorities, especially since under-spending tended to be on capital spending, undermining the infrastructure-led growth strategy.

(c) Negative external balance

The Commission submitted that South Africa remained a net importer of goods and services. The current account deficit was projected at 6.5 percent of GDP in 2013; 6.4 percent in 2014; 6.2 percent in 2015 and 6.1 percent in 2016. In this regard, the Commission supported the increased diversification of South Africa’s trading partners with more focus on emerging economies such as China and India.

(d) Robustness of global growth and domestic responses

The MTBPS projections are based on a rebounding American economy, as the state of the global economy was an important determining factor for the local fiscal position. 

5.1.4 Domestic challenges

(a) Infrastructure

Investment in economic infrastructure was pivotal to fostering private investment and increasing and sustaining the long term growth capacity of the economy. However, the inadequacy of existing infrastructure, particularly port facilities, roads, rail, energy, water and sanitation, hampered the country’s long run growth potential. Poor performance in infrastructure development and asset care was a challenge across all three spheres of government. The Commission was of the view that the President’s Infrastructure Coordinating Committee (PICC) which was established to fast-track infrastructure development should assume the leadership in determining the appropriate implementation mechanisms to ensure rapid roll-out of infrastructure. In this regard, the enabling legislation for PICC should be fast-tracked so that it can become fully operational.

(b) Mobilising finances

The buoyancy of tax revenues was of concern to the Commission, particularly in the current depressed economic environment. The tax revenues to GDP ratio indicated a progressive decline in the buoyancy ratio. The Commission looked forward to engaging on the issues with the Tax Review Committee set up by government.

(c) Human capacity

The Commission submitted that structural unemployment, skills constraints and a workforce impacted by poor health standards were serious problems in the country. South Africa fared poorly on many human capital indicators. The MTBPS prioritised spending on education and health. The Commission felt it was important that such resources were used effectively and efficiently to ensure that education and health outcomes were improved and/or realised.

(d) Governance issues

The Commission reported that South Africa fared poorly relative to numerous other countries on the issue of corruption and general inefficient or unproductive government spending. The Commission noted progress in this regard, like the establishment of a Chief Procurement Officer, which would assist with value for money; but emphasised the persisting need to strengthen accountability across institutions and to create consequences for corruption.

(e) Poverty and inequality

The Commission reported that South Africa still faces high income and asset inequality as well as significant regional inequality in incomes and assets. The 2013 MTBPS highlights the need to maintain roll-out of social assistance to qualifying individuals and households to continue the poverty eradication strategy and reduce income inequality. The Commission indicated that, while government’s free basic services policy for indigent households was an important component of the poverty eradication strategy, the quality and sustainability of those services in the light of poorly maintained infrastructure, was a cause for concern.

5.2
Municipal Demarcation Board

The Municipal Demarcation Board (the Board) explained that it re-organised municipal areas in terms of Section 21 of the Local Government: Municipal Demarcation Act 27 of 1998. The Board further submitted that upon re-organising municipal boundaries, where there are major changes, the transition periods were highly involved and required both financial and non-financial resources to support affected municipalities with amalgamations and restructuring. 

The Board explained that every five years it undertook municipal boundary redeterminations at its own initiative or through an application for a municipal boundary review by any interested party. The Board further submitted that it had determined municipal boundaries throughout the Republic. Two of the major municipal boundary re-determinations were in Gauteng and nine in the KwaZulu-Natal Province.  

5.2.1
Demarcation implications 

The Board submitted that in terms of section 14(2)(b) of the Local Government: Municipal Structures Act 117 of 1998, such restructuring or re-organisation may include amongst others: 

· The transfer of staff from an existing municipality to the superseding municipality, or if there is more than one superseding municipality, to any of those superseding municipalities. 

· The transfer of assets, liabilities, rights and obligations, and administrative and other records, from the existing municipality to the superseding municipality.

·  The continued application of any by-laws and resolutions of the existing municipality in that area, and the extent of such application. 

5.2.2
Recommendations of the Board

The Board emphasised that government needed to consider allocating financial resources by way of a special grant to affected municipalities, which would assist with their preparatory work for restructuring. Such resources should be made available for the 2014/15 and 2015/16 financial years prior to the local elections.

5.3
South African Local Government Association (SALGA) 

The South African Local Government Association (SALGA) was invited to make a submission on the MTBPS which included the proposed division of revenue In general, SALGA acknowledged the tight fiscal stance amid the national and global economic challenges. SALGA indicated that they noted the economic outlook and prudent fiscal policy. SALGA further submitted that a subdued economy and unemployment continued to negatively impact on revenue collection and service delivery in local government. In this regard, SALGA agreed with the tone of the MTBPS in that government, including municipalities, had to better use available resources to gain more value for money. 

SALGA welcomed the 2013/14 financial year adjustments budget allocation of R293 million for local government and the additional funding through the adjustments budget which was aimed at disaster relief and implementation of capital projects through conditional grants.  SALGA noted the proposed 9 percent annual average growth of the local government allocation over the medium term and the phasing in of the new formula for allocation of equitable share. However, SALGA proposed that the baseline allocation should be investigated going forward as the cost of services to the poor has increased substantially over time and therefore puts municipal free basic services programmes under pressure. 

SALGA put it to the Committee that national government should address the matter of unfunded and underfunded mandates at local government. SALGA indicated that local government was faced with weak compliance with legislative provisions for assigned functions. SALGA argued that in some instances service level agreements did not exist, in other instances, norms and standards were not developed, and allocated funding was transferred too late or not at all. SALGA quoted the Financial and Fiscal Commission submission for the 2012/13 Division of Revenue which estimated the extent of unfunded mandates in metropolitan municipalities to be at R4 billion per annum. SALGA indicated that there was still a revenue collection challenge in most municipalities. 

SALGA made a commitment that it would continue to impress upon its members to seek value for money in their operational budgets and to increase investment in infrastructure. 

6.
Observations 

During considering and deliberating on the MTBPS and the submissions by the Financial and Fiscal Commission, the Municipal Demarcation Board and the South African Local Government Association, the Select Committee on Appropriations observed that:

6.1
Despite government’s fiscal stance to maintain the expenditure ceiling, the non-interest expenditure will continue to grow in real terms, averaging 2.2 percent a year over the medium term.
6.2
The distribution of resources is in line with the Constitutional requirement for equitable distribution of revenue nationally raised among the three spheres of government. National departments receive 47.6 percent, provinces 43.4 percent and local government 9 percent in the 2014/15 Budget.

6.3
The distribution of resources addresses the National Development Plan (NDP) priorities. Education receives 38.8 percent, health 25.5 percent, criminal justice 22.0 percent and economic services 7.9 percent.

6.4
The Minister of Finance’s commitment to eliminate wastage will add value to money spent.
6.5
Certain grant payment schedules (such as monthly instalments as per the approved payment schedule) might create uncertainty to recipients and also compromise accountability.

6.6
While the rationale and legality of withholding funds is understood such an action might have unintended consequences.

6.7
Incidences of unfunded mandates occur because such functions are not adequately funded. Again, when the sphere delegated fails to comply with the set frameworks or lacks capacity, devolution of such functions might not improve service delivery. In some cases there are complications with accountability on service delivery.

6.8
There is poor infrastructure management (maintenance and repairs despite ageing infrastructure) by municipalities that contributes to increasing backlogs, wastage/spillage and poor service delivery.

6.9
In provinces the departments of public works is responsible for maintenance and repairs of infrastructure while the budget is situated with client departments. This creates a disjuncture between functions and budget allocations.

6.10
Merging of municipalities in some cases has unintended consequences such as inheritance of debts, backlogs and contractual obligations.

6.11
Declared under-spending, like undeclared under-spending, has the potential to compromise service delivery but might also obscure the actual performance.

6.12
Reduction of allocations to certain grants might compromise the planned outputs and outcomes.

7. 
Recommendations

After considering and deliberating on the Medium Term Budget Policy Statement and the submissions by the Financial and Fiscal Commission, the Municipal Demarcation Board and the South African Local Government Association, the Select Committee on Appropriations recommends as follows:

7.1
Government should ensure that growth in expenditure translates into better life for all so there is value for the money spent.

7.2
National and provincial spheres of government should, in terms of Section 154 of the Constitution, continue to support and strengthen municipalities to manage their own affairs and also fulfil their Constitutional mandates.

7.3
National Treasury should ensure that resources within departments are also aligned with the National Development Plan priorities.

7.4
National Treasury should timeously provide Parliament with guidelines and/or regulations that will be applied to enforce the restrictions placed on air travel, catering, car hire etc.

7.5
National Treasury should, where applicable, stipulate payment schedules (including amounts and dates) when the Division of Revenue Bill for 2014/15 is presented.

7.6
National Treasury should apply withholding as a last resort and receiving institutions should ensure that there are consequences for the officials responsible for the withholding of funds.

7.7
To avoid incidences of unfunded mandates and challenges with accountability, allocation of funds should follow functions and capacity to perform such functions should be ascertained before devolution of such functions.

7.8
National Treasury, in terms of its legal obligations and in collaboration with provincial treasuries, should continue to monitor and support municipalities to ensure that they budget adequately for infrastructure repairs and maintenance.

7.9
National Treasury should ensure that, at the provincial sphere, allocation of funds follows functions relating to maintenance, repairs and replacement of infrastructure.
7.10
Special funding should be considered to cover any extra costs that might be created by merging municipalities.

7.11
National Treasury should monitor and support provincial treasuries to improve on their projections and expenditure controls.

7.12
National Treasury should ensure that the reduction of allocations to certain grants does not compromise service delivery.

7.13
Having considered the Medium Term Budget Policy Statement and submissions made by stakeholders and provinces the Committee recommends the adoption of the proposed division of revenue as presented.

Report to be considered.
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