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Legislation and Policy 
Environment – Infrastructure 

financing  



Economic growth and infrastructure needs 
 

• Key objectives are Inclusive economic growth, job creation and poverty 
• This require that municipalities play critical role of providing functioning 

infrastructure 
NDP 

• Municipalities, especially large urban areas/cities play critical role in 
facilitating inclusive growth and agent of spatial transformation- they are 
therefore the engine of growth 

Economic 
Growth 

• Disproportionate population growth resulting in demanding for services 
• Cities also have historic service backlogs 
• The infrastructure are ageing, overloaded and often congested 

Challenges 
faced by LG 
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• Maintenance and expansion of infrastructure has failed to keep pace 
with the demand 

• To ensure sustainable growth & development, investment in new 
infrastructure and replacement of ageing ones is critical 

Infrastructure 
Impact 

• Economic infrastructure to support growth and urban spatial 
transformation cannot be funded by government grants alone 

•  Investment partnerships with private sector is therefore critical 

Infrastructure 
Investment 

• 2009 World Bank study revealed that R270bn was required over 10 
years for backlog, rehabilitation and growth  infrastructure 

• Of this amount R120 was required for growth 

Infrastructure 
needs 



Outcomes of Census 2011 and implications to 
services required from municipalities 
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•  2011 census reveals significant changes in both the number of people living in South Africa and 
where they live 

•  Number of households has grown in all municipalities faster than population growth, but metros 
experienced the fastest growth 

•  This means that pressures on household services (housing and basic municipal services) is 
even greater than the growth in pressure on other services like health and  education 

•  Sufficient revenue is required to meet these service delivery pressures 
 



Infrastructure requirements in municipalities  
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•  The demand for municipal infrastructure is spread across all municipalities, but is 
greatest in the metros and secondary cities 

•   About R250 billion is required for the development of new infrastructure in the 
metros and secondary cities to support growth and rehabilitate infrastructure 

 

Municipal infrastructure investment requirement, 2009 

 



Significant investments are required in the cities 
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Metros should invest an est. R43 
billion / year to unlock growth potential 
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Local Government Fiscal Framework 
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National 
Transfers  

25% 

 

Local 
Government  

Own Revenue 
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Services 

Poor HH  

Rates & 
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Services 

Middle to upper income HH  
and Businesses 

Local government 
fiscal framework 



Financing of municipal services 
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Matching fiscal 
instruments with 
expenditure 
responsibilities 

Service 
Charges 
&surcharge 

Taxes, 
surcharge and  
fees  

Grants 
Revenue 
assignments Borrowing (capex 

only) 

Social services: 
Free basic 
services 

Expenditure 
Responsibilities 

Trading services: 
•  Water 
•  Electricity 
•  Waste removal 
•  Sanitation 

General services: 
•  Parks 
•  Street lighting 
•  Public safety 
•  Local tourism 

 

Economic services  
(and services with 
spillover effects): 
•  Roads 
•  Public Transport 
 



LOCAL GOVERNMENT 
INFRASTUCTURE FINANCING  

8 



SOURCES OF LG INFRASTRUCTURE 
FINANCING 
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Funding methods  Most appropriate situation  
On-budget funding o Infrastructure projects that do not generate financial returns such 

as education and health infrastructure, community assets etc.   
o Most suited for infrastructure projects with broad-based benefits 

that are realised over the short to medium term. 
Borrowing   o Projects where benefits outweigh the costs (leads to improved 

macroeconomic efficiency). 
o Projects with long-term benefits, as debt can be viewed as a tax 

on the future generations (i.e. allows for benefits and costs to be 
matched over time). 

o Projects that cannot be done on a commercial basis and where 
debt can be funded from the operating budget. 

User charges  o For projects where there is a link between the service provided 
and the fee charged for the service. 

o Some examples are road projects, transport projects and 
maintenance funded through vehicle registration fees. 

Source: Adopted from the Financial and Fiscal Commission report 



Composition of Capital Budgets for municipalities 
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•  Metropolitan municipalities have higher revenue raising potential relative to 
local municipalities and in turn are able to leverage these funds to borrow 

•  Metros have increased their contribution on own revenue and borrowing 
since 2011/12 with an average growth rate of 27 percent. Grants grew at 
an average of 13 percent. 

•  Local municipalities are highly dependent on national transfers (grants) and 
have limited potential to borrow 



Overview of Public Sector Investment 
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Public	and	Private	Sector	Capital	Investment	as	a	share	of	GDP,	
1960-2017	
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§  Public-sector	
infrastructure	
spending	estimated	
to	total	
R947.2	billion	over	
MTEF	

§  Economic	
infrastructure	
spending,	mainly	by	
state-owned	
companies,	accounts	
for	77	per	cent	of	
total	public-sector	
infrastructure	
spending.	

	

Public	sector	infrastructure	spending	

Public sector investment performance 

NB: To achieve the NDP objectives more investment still 
required in LG 





Policy Reforms 

•  National growth challenges require a stronger, programmatic 
orientation towards the inclusive growth agenda 

•  To ensure that municipalities are capacitated to achieve the 
inclusive economic growth, government through NT is 
exploring various reforms to be implemented 

•  These includes: 
–  Review of municipal borrowing policy framework 
–  Reforms on Developments Charges  
–  LG infrastructure grants review 
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Municipal Borrowing Policy Update 
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Updates to municipal borrowing policy framework 

•  The original borrowing policy framework- developed in 1998/1999 
•  Idea was to reinvigorate the capital market and help creditworthy 

municipalities to access capital 
•  This was to be done in a competitive market which is appropriately 

priced and reflects their creditworthiness 
•  Policy served as a guide for legislation which was put in the 

MFMA- chapter 6 and 13 
•  The policy has generally been successful- banks are significantly 

investing in municipal loans and bonds 
•  Limitations- borrowing is not as long term (it does not relate to the 

useful life of assets) 
•  Secondary markets have developed but not vibrant as anticipated 
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LG debt by different types of municipalities 
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R58.7bn 

R6.2bn 

R2.7bn 
R0.6bn 

Outstanding long term debt as at December 2017: R68.2bn 

Metros 

Secondary Cities 

Other Local Municipalities 

District Municipalities 



Municipal debt market dynamics 

 

•  Limited growth in total debt 
-  Borrowing has been ranging between R6 and R9 billion for the past 9 

years. R64 billion nominal and R20 billion when adjusted to inflation using 
March 1997 prices.  

-   DBSA lends more than the banks do to the smaller municipalities  
-  Most municipal bonds are held by institutional investors. 
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Municipal debt market dynamics 
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–  Dominance of DBSA and increasing role of other DFIs in context of 

limited growth in market size.   
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Largest lenders to municipalities 

DBSA Banks Pension and Insurers INCA International DFIs Other 



Borrowing policy update has been drafted… 

•  Confirms core principles that creditworthy municipalities should 
borrow responsibly, without central guarantees, and: 

•  For borrowers:  
–  Emphasizes importance of more effective demand 

for financing through: 
•  LT municipal financing strategies (building on 

BEPPs) 
•  Disciplined portfolio management & project 

prep 
•  Importance of revenue enhancement 

–  Clarifies scope of security interests, including grant 
pledging (DoRA limitations removed) 

–  Notes significant scope for innovation in financing 
instruments  

•  Project finance, revenue bonds and tax 
increment financing are all explicitly authorized.  

•  Complementary reforms to Devt Charges & 
grants 



Borrowing policy update… 

•  For lenders / investors: 
–  Emphasizes the importance of reliable 

information  & disclosure for efficient 
price setting (Quarterly Borrowing 
Bulletin, www.MunicipalMoney.gov.za)  

–  Encourages public and private efforts 
to support a liquid secondary market 

–  Explicitly addresses pooled finance 
arrangements 

–  notes potential for (i) DFIs to increase 
stock of bonds issued, (ii) securitising 
loan portfolios; (iii) partnerships 
between originators and investors 
across tenors 



.. and specifically addresses the roles for DFIs 

•  DFIs can be developmental, for example: 
–  Help develop the municipal bond market 
–  Help extend the tenor of municipal borrowing 
–  Support ICMs to become creditworthy 
–  Support long term financial strategies 
–  Support independent financial advice 
–  Open to other ideas 



 

 
 

Reforms to Development Charges 
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What are development charges 

Current Position Comments 

Development Charge means a charge 
levied as a condition of approval of a 
land development application, to 
contribute towards the cost of municipal 
infrastructure assets needed to meet 
increased demand for bulk external 
engineering services. 
 

Not general source of revenue nor a 
tax 
 
They are not mandatory, however if 
a municipality decide to levy DCs 
the provisions in the Bill will apply 
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Development charges components (example of 
water and waste water treatment works) 

25 



Objectives of the DCs Regulatory Framework 

•  To provide a more standardised, equitable and sustainable framework for 
financing the strategic municipal infrastructure, based on the benefit 
principle.  

•  This regulatory framework intends to bring about a fair, transparent and 
efficient system of financing municipal infrastructure for all stakeholders.  

•  Enable municipalities to provide capital infrastructure assets in a timely 
and sufficient manner to facilitate land development;  

•  Cover the costs of existing and new infrastructure capacity to meet the 
demand resulting from growth, provided this is not funded through other 
means; and 

•  Complement other sources of capital finance available to municipalities 
to ensure financial sustainability. 

26 



Principles of the Development Charges draft 
framework 

Equity and Fairness 
•  Development charges should be reasonable, balanced and practical so 

as to be equitable to all stakeholders 
Predictability 
•  Development charges should be a predictable, legally certain and 

reliable source of revenue to the municipality for providing the necessary 
infrastructure 

Spatial and economic neutrality 
•  A primary role of a system of development charges is to ensure the 

timely, sustainable financing of required urban infrastructure. They 
should be determined on identifiable and measurable costs 

Administrative ease and uniformity 
•  The determination, calculation and operation of development charges 

should be administratively simple and transparent 

27 



Which services should be taken into account when 
calculating DCs? 

Current Position Comments 

Engineering services are as defined in 
SPLUMA: i.e. they exclude public 
transport infrastructure, parks and 
open space and social facilities. 
 

Use SPLUMA services as basis for 
calculating DC, but allow for a 
municipality, to extend range of 
services covered by DCs, inc. social 
facilities 
 
Provision has been made to extend 
range of services with the approval of 
the Minister of Finance 
 
Acknowledge that SPLUMA requires 
provision of land for parks/open 
space for residential developments 
(s50): no need to add to that but make 
reference to the provision. 
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It is not always 
cost reflective 
to use DCs for 
non-
engineering 
services 



Recommended approach- Future costing 
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Sources of Capital Finance (Development 
Charges 1 of 2) 
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2008–2014 

NT in consultation with Metros 
initiated a process to develop a 
national legislative framework 
for development charges 

2015 
 
 
Draft  MFPFAB was developed and key 
stakeholders were consulted. 
NT initiated a process to submit the draft 
legislative framework to Cabinet, however this 
process was stalled due to promulgation of 
SPLUMA which re-introduced the DCs concept 
 However SPLUMA did not provide details on 
DCs applicability. 
 
 

2017 

Refinement of draft MFPFAB – 
alignment with SPLUMA and 
provide more clarity 

2018 

NT to submit the draft MFPFAB to Cabinet for 
approval to publish for public comments- June 
– August 2018 



Overall architecture of DC law, policy and 
guidelines 



Local Government Infrastructure Review 
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Review of the Local Government  Infrastructure 
Grants 

•  Set up by Budget Forum with TORs endorsed in 2013 
•  Comprised of:  

–  represented at technical and leadership levels 
•  Evaluating efficiency & effectiveness of LG grant system 
•  Not looking for extra funds, just better use of existing 
•  Making proposals for strategic reforms to individual grants and the system as 

a whole to improve efficiency, sustainability and holistic alignment 
•  Gradual reforms implemented in the last couple of Budgets (2015-2018) 
•  Long term vision set out to provide stability 

33 

 

Grant system funds social infrastructure (serving poor 
households and public amenities) while own revenue/
finance funds economic infrastructure (serving non-poor 
households commercial and industrial users) 



Evolution of grant system 
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Direction of reforms 
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Problems	addressed:	

•  Non-functional	
infrastructure	(due	
to	poor	
maintenance)	

•  Increasing	
reporting	burden	
for	municipalities	

•  Weak	support	and	
oversight	by	
national	depts	

•  Inefficiency	and	
wasteful	spending	

•  Increasing	grant	
reliance	(especially	
in	urban	areas)	

•  Proliferation	in	the	
number	of	grants	

•  Coordination	
problems	between	
grants	

3.	Management	and	efficiency	of	the	Grant	System	

• Clearer	roles	for	national	departments	and	
stronger	central/holistic	management	of	system	

• Rationalised,	functional	and	accountable	
reporting	system	that	enables	performance	to	be	
accurately	measured	

2.		Emphasis	on	Asset	Management	
•  Incentivise	improved	asset	management	and	maintenance	
(though	not	funding	maintenance	through	capital	grants)		

•  Shift	grants	to	fund	existing	assets	for	renewal,	not	always	‘new’	
infrastructure	

1.	Improved	Grant	Structure	

• Greater	differentiation	for	urban	and	rural	
challenges	–	no	more	one-size-fits-all	

• Consolidation	and	rationalisation	in	the	number	
of	grants	each	municipality	receives	



Reforms implemented (relevant to the MIIF Conference) 

Co-funding: Conditional grants primarily targeted at providing infrastructure for the 
poor, but may also be used for infrastructure that unlocks economic growth or 
catalyses revenue generation  
 

 
•  Need to maximise contributions to infrastructure funding from non-grant funding sources 
•  BUT in some cases even infrastructure for non-poor users cannot realistically attract co-

funding 
•  Established a committee to review and where appropriate waive co-funding 

obligations  
•  Criteria for considering applications: 

–  credible evidence of non-affordability from municipal own revenues 
–  evidence of inability to secure alternative financing for the economic component 
–  appropriateness of the engineering design of the scheme  
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              Main drivers                             Funding options                   Key factors 

 
 

Social Component 
•  Poor households 
•  Public amenities and 

buildings 

Economic Component 
•  Non-poor households 
•  Commercial users 
•  Industrial users 

•  Grant funding 
•  Donor funding e.g. NGOs 
•  Municipal cross-subsidisation 
 

•  Municipal revenues 
•  Loan funding (borrowing) 
•  Investor funding (e.g. water board 

bonds; private equity funds)  

•  Socio-economic profile of the 
consumers 

•  Government’s social and 
economic objectives 

•  Financial status of the benefiting 
municipality 



Reforms implemented (relevant to the MIIF Conference) 

•  Greater differentiation for intermediate cities: intermediate cities face 
spatial and urban development challenges not too dissimilar from 
metropolitan cities 
–  design of the integrated urban development grant (IUDG)  

•  more flexible conditions 
•  fund integrated infrastructure programmes  
•  easier to blend borrowed funding with grant funds in their capital 

budgets 
–  added additional conditions and planning requirements in the Municipal 

Infrastructure Grant (MIG) for eligibility for the IUDG 
•  2 municipalities used to pilot an early version of the new grant conditions 

•  Public Transport: investments contribute to significant liabilities that 
undermine the financial sustainability of cities 

–  Introduced new formula-based allocation methodology for the Public Transport 
Network Grant to set clearer incentives to plan for financially sustainable systems 

–  Cities can use own revenues to augment public transport funding (land based financing 
potential) 
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Thank you 
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