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Outline 

• Outline of the key steps in the national budget process  

– Division of Revenue (provinces and local government) 

– How Committee recommendations on provinces and local 

government feed into the national budget process (and division of 

revenue) 

• What the MTBPS says about the Division of Revenue 

– what is important for Parliamentarians to consider/debate 

• A “snap shot’ of the provincial and local government fiscal frameworks  

• What the Division of Revenue Bill contains  

– what is important for Parliamentarians to consider/debate 
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  Annual Budget versus Division of Revenue 

• The budget is a key statement of policy of the government (all 3 spheres) 

– it is the process through which choices have to be made about 

competing priorities (all 3 spheres) 

– 1 national budget, 9 provincial budgets and 278 municipal budgets 

• Allocations to provinces and municipalities (equitable share, conditional 

grants, and grants-in-kind) contained in annual Division of Revenue Bill 
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Provinces Local government 

• Each Provincial Legislature decides on 

where to allocate resources 

• Provinces raise small amounts of own 

revenue 

• Provinces primarily funded through 

provincial equitable share and also 

receive conditional grants for national 

agreed to priorities 

• Priorities set nationally through: 

legislation, norms and standards or 

political statements 

 

 

• Each Municipal Council decides on 

where to allocate resources 

• Municipalities raise (in aggregate) 

most of their revenue from own 

sources although poor municipalities 

much more reliant on transfers 

• Municipalities receive equitable 

share to provide basic services to 

poor households as well as 

conditional grants for national 

agreed to priorities 

 



FFC Recommendations related to 

annual Division of Revenue 

• The Financial and Fiscal Commission must make recommendations on the 

DoR in terms of Section 9 of the Intergovernmental Fiscal Relations Act. 

The Act requires recommendations be made on: 
a) equitable division of revenue; 

b) each province’s equitable share; and 

c) allocations to provinces & local government from national government’s share and 

conditions attached to those allocations 

• Government responds in the DoRB Explanatory Memorandum to all 

recommendations directly related and indirectly related to the DoR 

• There are also numerous consultations with the FFC throughout the year, 

and the DoRB is submitted to the Comission 14 days before it is tabled. 

• Before enactment of DoRB, Parliament, specifically its committees on 

appropriations, are required to take into account FFC’s recommendations 
– (s214(2) of Constitution, sections 4(4)(c) & 9(7)(a) of Money Bills Amendment 

Procedure & Related Matters Act, 2009, and sections 9 & 10 of 

Intergovernmental Fiscal Relations Act, 1997) 
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What the MTBPS says about the Division 

of Revenue for the next 3 years 

• The Money Bills Amendment Procedure and Related Matters Act (2009) 

requires that the Medium Term Budget Policy Statement (MTBPS) 

includes the following with respect to the DoR: 

– “The proposed division of revenue between the spheres of government and 

between arms of government within a sphere for the next three years 

– The proposed substantial adjustments to conditional grant allocations to 

provinces and local government, if any; and 

– A review of actual spending by each national department and each provincial 

government between 1 April and 30 September of the current fiscal year.” 

 

• The MTBPS covers these issues and is supplemented by additional 

detail presented to the Committees during hearings on the MTBPS 

• When specific reviews are underway on major aspects of intergovernmental 

financing additional briefings can be scheduled (e.g. briefings on the review 

of the local government equitable share formula in early 2013) 
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Examples from the 2013 MTBPS 

• MTBPS outlines all key decisions 

for Division of Revenue that will 

be tabled in Feb 

• Parliamentary committees may 

want to engage on:  
– MTBPS chapter on provinces and 

LG/Division of Revenue indicates all 

major changes to allocations to 

provinces and LG 

• Policy priorities funded through grants 

(equitable share or conditional grants) 

• Any new grants and/or reforms to 

existing grants 

• Grants which will have their allocations 

reduced or increased 

(table 4.3 and discussions - pages 34 to 37 of 

2013 MTBPS) 

• At same time as MTBPS, 

Parliament also considers 

Division of Revenue 

Amendment Bill 
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Table 4.3  Division of revenue, 2013/14 – 

2016/17 

    
  

  
  

2013/14 2014/15 2015/16 2016/17 Average 

 

  

R billion 

Revised Medium-term estimates annual  

growth  

2013/14 –  

2016/17 

  National allocations             452.5                487.9                520.4                550.1    6.7% 

  of which:           

  
Indirect grants to 

provinces
1
 

               2.7                   4.8                   4.3                   4.6    19.5% 

  
Indirect grants to local 

government
1
 

               5.7                   7.3                   9.1                   9.7    19.5% 

  Provincial allocations             415.8                444.7               478.2               507.8   6.9% 

  Equitable share             338.9                362.5                388.0                412.0    6.7% 

  Conditional grants               76.9                  82.3                  90.2                  95.8    7.6% 

  
Local government 

allocations 

              84.8                  91.9                101.4                106.7    8.0% 

  Total allocations             953.1             1 024.5            1 099.9            1 164.6   6.9% 

  Changes to baseline           

  National allocations                   –       -1.6     -1.4                   2.2      

  of which:           

  
Indirect grants to 

provinces
1
 

  -0.4     -0.4     -0.7     -0.7     

  
Indirect grants to local 

government
1
 

               0.2                  0.1                  0.4                  0.5     

  Provincial allocations                 1.7                    3.0                   3.8                   4.4     

  Equitable share                 1.4                    2.5                    4.3                    5.1      

  Conditional grants                 0.3                    0.5      -0.5     -0.7     

  
Local government 

allocations 

                0.1                    0.3      -0.1     -0.1     

  Total                 1.8                    1.7                   2.4                   6.5     

1. Amounts may be shifted between direct and indirect grants to provinces and local government 

before  

    the 2014 Budget is tabled           



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

2014 Division of Revenue Bill is 316 

pages long 

The Division of Revenue Bill 

• Minister of Finance tables the DoR Bill with Budget 

in February 

• Constitution (s214(1)) requires an Act to provide for 
a) An equitable division of revenue between the 3 spheres 

b) The determine of each province’s share of the provincial 

equitable share 

c) Any other allocations to provinces or municipalities from national 

government 

• Factors that inform division (s214(2)) 
(a) national interest 
(b) national debt and other national obligations 
(c) needs and interests of national govt  
(d) need of provinces and municipalities to provide basic services 

and perform functions allocated to them 
(e) fiscal capacity and efficiency of the provinces and municipalities 
(f) developmental and other needs of provinces, LG and 

municipalities 
(g) economic disparities within and among provinces 
(h) obligations of provinces and municipalities i.t.o. national 

legislation 
(i) desirability of stable and predictable allocations of revenue 

shares 
(j)  need for flexibility in responding to emergencies other temporary 

needs, and other factors based on similar objective criteria 
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The Division of Revenue 

Nationally  

Collected 

Revenue  

Borrowing 

Total  

Expenditure 

Debt Costs 

Other National Obligations 

Total available  

for division 

between  

government  

spheres  

National  

Equitable Share 

Provincial  

Equitable Share 

Local Equitable Share 

VERTICAL DIVISION  

Based on political decision of 

the extended Cabinet 

 

Conditional grants to provinces 

and local government included 

as part of “national share” 

HORIZONTAL DIVISION 

Each province’s equitable share 

and municipality’s equitable 

share determined in terms of 

formula  

Province’s 

Equitable Share 

TOP SLICE 

State debt & other national 

obligations (S214(2)(b)) 

 



2014 MTEF Division of Revenue  
(as presented in the explanatory memorandum) 

. 
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Table W1.3  Division of nationally raised revenue, 2010/11 – 2016/17

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17

R million

Outcome  Revised 

estimate 

Medium-term estimates

Division of available funds

National departments 356 027 382 712 412 706 449 251   489 424    522 257    552 983    

  of which: 

Indirect transfers to provinces –           76         860       2 693      5 413       5 044       4 127       

Indirect transfers to local 

government

2 939    2 770    4 956    5 697      7 726       9 467       10 221     

Provinces 322 822 362 488 388 238 414 932   444 423    477 639    508 254    

Local government 60 904   68 251   76 430   83 670     90 815      100 047    105 187    

Equitable share 30 541   33 173   37 139   39 789     44 490      50 208      52 869      

Conditional grants 22 821   26 505   30 251   34 268     36 135      39 181      41 094      

General fuel levy sharing w ith

metropolitan municipalities

7 542     8 573     9 040     9 613       10 190      10 659      11 224      

Non-interest allocations   739 752   813 451 877 374 947 853   1 024 662 1 099 943 1 166 424 

Percentage increase 7.2% 10.0% 7.9% 8.0% 8.1% 7.3% 6.0% 

Debt-service cost 66 227   76 460   88 121   101 256   114 901    126 647    139 201    

Contingency reserve –            –            –            –              3 000        6 000        18 000      

Main budget expenditure   805 979   889 911   965 496  1 049 109  1 142 562  1 232 590  1 323 624 

Percentage increase 7.9% 10.4% 8.5% 8.7% 8.9% 7.9% 7.4% 

Percentage shares

National departments 48.1% 47.0% 47.0% 47.4% 47.8% 47.5% 47.4%

Provinces 43.6% 44.6% 44.2% 43.8% 43.4% 43.4% 43.6%

Local government 8.2% 8.4% 8.7% 8.8% 8.9% 9.1% 9.0%



The Division of Revenue 

• Funds from the ‘national share of resources’ are allocated to national 

departments, provinces and municipalities in the Division of Revenue Act 
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2014/15 

allocation 

Examples of functions 

funded 

National allocations R489 billion 

(48%) 

Funds for national functions 

including police, universities, 

railways, social grants 

Provincial 

allocations 

R444 billion 

(43%) 

Funds for schools, hospitals, 

roads, social development, 

housing 

Local government 

allocations 

R91 billion 

(9%)  

Water, electricity, sanitation, 

refuse removal, roads 

Details of national 

department budgets in 

the Appropriations Act 

Allocations to each  

province and 

municipality in the 

Division of Revenue 

Bill/Act (details of how 

this will be spent 

contained in provincial 

and municipal budgets) Local government share is 

smaller because 

municipalities also collect 

funds from property rates 

and service charges 



Composition of provincial government transfers  
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Provincial equitable 

share formula 

allocations 

Approx. 80% 

Conditional grants 

Approx. 20% 

Unconditional 

allocations 
 

 

 

Conditional 

allocations 

 

R444 billion  

in  direct 

transfers to 

provinces in 

2014/15 
 

 

 

Main purpose 

of funding 

Operating 
(60% of 

provincial 

budgets 

are spent 

on salaries) 

Capital 

and 

national 

priorities 

A further R3 billion will be spent by national departments 

on behalf of provinces through “indirect grants” 



Provincial equitable share 

•Provinces have limited own revenues 

•The provincial equitable share formula accounts for 81.5% of transfers to provinces 

•Equitable share funds are allocated through a formula based on objective data so that it is fair 

to all 9 provinces 
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Education 

48% 
Allocated based on: 

• School aged 

population  

• Enrolled pupils 

Health 

27% 
Allocated based on: 

• Population without 

medical aid (and 

health risk) 

• Hospital and clinic 

use 

Basic Share 

16% 
Allocated based on: 

• Share of population 

Economic activity 

1% 
Allocated based on: 

• Share of GDP-R 

Poverty 

3% 
Allocated based on: 

• Share of poverty 

Institutional 

5% 
Same allocation to each 

of the 9 provinces 

How the provincial equitable share formula works 



The provincial equitable share  (PES) 
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Table W1.10  Distributing the equitable shares by province, 2013 MTEF

 Education  Health  Basic 

share 

 Poverty  Economic 

activity 

 Institu-

tional 

 Weighted 

average 

48% 27% 16% 3% 1% 5% 100%

Eastern Cape 15.3% 13.5% 12.7% 16.3% 7.7% 11.1% 14.2%

Free State 5.3% 5.4% 5.3% 5.4% 5.5% 11.1% 5.6%

Gauteng 17.3% 21.9% 23.7% 16.9% 33.7% 11.1% 19.4%

Kw aZulu-Natal 22.7% 21.7% 19.8% 22.2% 15.8% 11.1% 21.3%

Limpopo 13.1% 10.3% 10.4% 13.6% 7.2% 11.1% 11.8%

Mpumalanga 8.5% 7.2% 7.8% 9.1% 7.0% 11.1% 8.2%

Northern Cape 2.3% 2.2% 2.2% 2.2% 2.3% 11.1% 2.7%

North West 6.5% 6.7% 6.8% 8.0% 6.7% 11.1% 6.9%

Western Cape 8.9% 11.1% 11.2% 6.1% 14.1% 11.1% 10.0%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

• Allocated through a formula with six components 

• Component weights reflect priority of social spending 

• Data updates reflect movement in demand for services between provinces 



Provincial condi- 

tional grants 

• 24 direct conditional grants to 

provinces in 2014 MTEF (Table 

W1.19 in 2014 DoRB) 

– 5 conditional grants in health 

amounting to R30.1b in 2014/15 

– 1 conditional grant in human 

settlements amounting to R17.1b 

in 2014/15 

– 2 conditional grants in transport 

amounting to R14.2b in 2014/15 

– 6 conditional grants in basic 

education amounting to R13.2b in 

2014/15 

– 3 conditional grants in agriculture 

amounting to R2.4b in 2014/15 

• 4 indirect conditional grants to 

provinces in 2014 MTEF 

– School Infrastructure Backlogs 

Grant  amounting to R2.9b in 

2014/15 

– 2 grants in health amounting to 

R1.6b in 2014/15 

– Human Settlements Development 

(targeted at eradication of bucket 

sanitation) amounting to R1.9b 

over 2014 MTEF 



Composition of local government transfers  
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Local government 

equitable share 

formula allocations 

Approx. 48% 

RSC levies replacement and councilor 

remuneration support - R4.7 billion - 6% 

Infrastructure  

conditional grants 

Approx. 41% 

Other conditional grants – Approx. 4% 

Unconditional 

allocations 
 

 

 

Conditional 

allocations 

 

R90.8 billion  

in  direct 

transfers to 

local govt in 

2014/15 
 

 

 

Capacity 

building 

Main purpose 

of funding 

Operating 

Capital 

A further R7.7 billion will be spent by national departments 

on behalf of municipalities through “indirect grants” 



Transfers to Local Government 

. 



The value of transfers to local government has 

increased dramatically since 1998 

Total transfers to local government 
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The local government equitable 

share 

• The LGES is allocated through a formula that has 

two objectives: 

1. Enable municipalities to provide basic 

services to poor households 

2. Enable municipalities with limited own 

resources to afford basic administrative and 

governance capacity and perform core 

municipal functions 
 

• Affordability threshold used means that 59% of 

households are funded for free basic services 

• New formula introduced in 2013 (following 

extensive consultation) has a more redistributive 

structure than previous formula  

• Challenge is to ensure that once funds reach 

municipalities they are used to deliver services 

that benefit poor households 
19 

Formula divides LGES allocation 

among 278 municipalities  

(like slicing a R36bn cake) 

Formula determines size of each ‘slice’ 

Municipalities determine how funds are 

used to deliver services to their 

residents 

LGES DELIVERY CHAIN: 

From formula to services 



How the local government equitable 

share formula works 

• Allocated through a formula to 

ensure fairness for all 278 

municipalities 

• The formula is updated 

annually with cost data to 

account for price increases 

and estimates of household 

growth 

• A new LG equitable share 

formula was introduced in 

2013/14 following extensive 

consultation and is being 

phased in over 5 years 

• The final allocation to each 

municipality is determined by 

this formula and the impact of 

the phase-in and guarantees 

 
20 

 

 

 

 

 

 

 

 

 

Free basic services 

R30.6 billion 

 

R293 per month for a 

package of free basic 

services for the 59% 

of households with an 

income of less than 2 

old age pensions per 

month 

Institutional 

R3.5 billion to 

assist with 

administration 

costs  

Community 

Services 

R5.3 billion to 

fund 

community 

services 

 

 

 

 

 

 

 

 

 

 

 

 

 

These funds 

are only given 

to poorer 

municipalities 
(some cities can fund 

these from own 

revenues) 

How the local government equitable share 

formula works 



Local Government Conditional Grants 

• 11 direct infrastructure grants to local government in 2014 MTEF 

amounting to R32.6b in 2014/15 

– Municipal Infrastructure Grant amounts to R14.7b in 2014/15 

– Urban Settlements Development Grant amounts to R10.3b in 2014/15 

– Public Transport Infrastructure Grant amounts to R5b in 2014/15 

– Municipal Water Infrastructure Grant (introduced in 2013/14) amounts to 

R534m in 2014/15 but increases to R1.4b in 2015/16 

• 5 indirect infrastructure grants to local government in 2014 MTEF 

amounting to R2.9b in 2014/15 

• A review of the local government infrastructure grant system currently 

underway – phased implementation from 2015 MTEF 
 

• 9 direct capacity and other current transfers to local government in 2014 

MTEF amounting to R3.6b in 2014/15 

• 1 indirect capacity and other current transfers to local government in 

2014 MTEF amounting to R142m in 2014/15 



What’s contained in the Division of 

Revenue Bill  

• Division of Revenue Bill contains clauses and 

allocations (schedules) 
1. Equitable division of revenue among 3 spheres of government 

2. Each province’s equitable share 

3. Each municipality’s equitable share 

4. Supplementary conditional grants to provinces and municipalities 

5. Specific purpose allocations to provinces and municipalities 

6. Grant-in-kind (or indirect) grants to provinces and municipalities 

7. Provision to specifically cater for immediate release of funds to 

provinces and municipalities for disaster response 
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This forms 

part of Act 

once 

enacted  

• Conditional grant frameworks 

• Annexures with allocations per municipality 

• Appendixes 

Given legal 

force  through 

Gazette i.t.o. 

s16(1) 

• Explanatory memorandum (factors used to determine division 

between national, provincial and LG - S214 of the Constitution; description of division of 

revenue over MTEF; Government’s response to the recommendations of FFC on DoR; 

detailed description of provincial allocations; detailed description of  LG allocations; and 

issues and research that will inform the division of revenue in future years) 
 

Falls away 
(but remains 

on NT website) 



The clauses of the Act  

• Clauses of Bill/Act contain the rules governing the transfer and use of 

DoR funds, including: 

– Setting the dates for the transfer of the provincial equitable share (which is 

unconditional) 

– Governs payment schedules and rollovers for grants 

– Provide for frameworks to provide rules for conditional grants 

– Give national government powers to withhold, stop and reallocate conditional grants as 

a means of enforcing conditions 

– Sets out the duties of transferring and receiving officers  

– Stipulates reporting requirements 

– Includes some planning requirements for infrastructure grants 

– Stipulates the different rules that apply to different schedules of grants 

• Most of these clauses are ‘standard’ and do not change. Changes are 

made to include new policy imperatives and for technical refinements 

• Clauses of Bill/Act need to be read alongside the conditional grant 

frameworks of individual grants (contains specific conditions in addition to those 

contained in the clauses)  
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Allocations in the schedules and annexures 
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•Funds allocated through DoRB 

are appropriated in  

– schedules of Bill (see pages 29-53  

2014 DoRB)  

• allocations to each individual province 

for their equitable share and conditional 

grants 

• allocations to each municipality for the 

equitable share 

– Govt Gazette i.t.o. s16(1) of DoRA 

• Allocations per municipality for 

conditional grants are detailed in 

annexures (pages 216-271 of 2014 

DoRB). These are gazetted by Minister 

of Finance 14 days after enactment 

(schedules only contain the total 

amount for each LG grant) 

• Appendices (p272 onwards in 2014 

DoRB) contain further breakdowns per 

individual grant per 

province/municipality 

 

Allocations for first year are 

appropriated in law (once Bill is enacted)  

Allocations for 2nd and 3rd years are 

indicative only 



Conditional grant frameworks 

• Each conditional grant has a framework (see pages 106-215) that lists: 

– The Transferring department 

– Strategic goal of the grant 

– Purpose of the grant 

– Outcomes  

– Outputs 

– Priority outcome(s) of government the grant primarily contributes to 

– Details contained in the business plan 

– Conditions (these include rules for how funds may be used) 

– Allocation criteria 

– Reason funds are not incorporated into the equitable share 

– Past performance 

– Projected life of the grant 

– MTEF allocations 

– Responsibilities of transferring national officer and receiving officer 

– Process for approval of business plans for the next financial year 
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Important section 

for oversight 

Important 

section for 

oversight 



Example of a  

conditional  

grant  

framework 
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. 



Documents available on National Treasury’s 

website 

 

• Intergovernmental transfers are made in terms of the annual Division of 

Revenue Act, available at: 

http://www.treasury.gov.za/legislation/bills/2013/bills2013_bill02-2013.pdf 

• National budget policy is set out in the annual Budget Review, available 

at: 

http://www.treasury.gov.za/documents/national%20budget/2013/review/default.aspx 
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http://www.treasury.gov.za/legislation/bills/2013/bills2013_bill02-2013.pdf
http://www.treasury.gov.za/legislation/bills/2013/bills2013_bill02-2013.pdf
http://www.treasury.gov.za/legislation/bills/2013/bills2013_bill02-2013.pdf
http://www.treasury.gov.za/documents/national budget/2013/review/default.aspx

