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1 Introduction 
Before the commencement of each financial year, water boards submit their proposed water tariff 

increases to stakeholders for comments in accordance with Section 42 of the MFMA and MFMA 

Circular No 23 (on Bulk resources for municipal services). 

This report is a consolidated response to the Water Board submissions to SALGA and presents 

SALGA’s position on the proposed increases in bulk water tariffs for the 2013/14 financial year to 

municipalities.   SALGA’s recommendations are summarised in Section Error! Reference source not 

found. below. 

2 Assessment of impact of previous SALGA recommendations  
In the last few years SALGA has made the following recommendations to the Department and as 

such wish to indicate a worrying trend with respect to the extent to which its recommendations 

seem to be taken into account in the final decision. 

2.1 Recommendation in respect of increase granted to Water Boards 
The table below compares the actual increases awarded to Water Boards to the increases proposed 

by SALGA after in-depth evaluation of the water board sector and each water board.   

Water Board 2010/11 2010/2011 
SALGA* 

2011/12 2011/12 
SALGA 

2012/13 
 

2011/13 
SALGA 

Amatola 8,4% 
(average) 

6,7% 8,3% 
(average) 

7.96% 10,1% 9% 

Bush Water 12,46 6,7% 7,27%  5,5% 5% 

Bloem Water 10% 6,7%  9.17% 11% 9% 

Botshelo 16% 6,7% 18% 9,81% 11,3% 9% 

Lepelle Northern 6,5% 6,7% 10,22 8,69% 12,25 7% 

Magalies 18% 
(average) 

6,7% 16,6% 
(average) 

11,5% 9,78% 8% 

Mhlathuze 18% 6,7% 14%  9,4% 9% 

Namakwa 43% 6,7% 10,2%  -  

Overberg 9,95% 6,7% 15% 12% 12,25 0% 

Pelladrift 20% 6,7% 20%  9,15%  

Rand Water 14,10 6,7% 12,9% 10,78% 12,9% 9% 

Sedibeng 12% 6,7% 8,5%  8,5% 7% 

Umgeni 6,2% 6,7% 6,1% 6,1% 16,9% 9% 
*For 2010, SALGA proposed that, due to further work that was recommended to be done, the adjustment for 

that year should be at PPI plus 3 for all water boards and that the recommended analysis be done in 2010/11 for 

specific adjustments to be made for each water board in 2011/12. PPI was at 3, 7% in 2010. 

Table 1 Comparison of SALGA recommendations to awarded increase in the last 3 years 

From the above mentioned table it is evident that SALGAs proposed tariffs for Water Boards have 

been ignored. The consequence of this is that the approved bulk water tariffs have proven to be 

unaffordable. It is our opinion that the high tariff increases is a contributing factor in the 

compounding debt owed to Water Boards by municipalities. To date Water Boards are owed about 

R2.6 billion (including current account) by municipalities. Half of this is debt over 120 days. 
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Paragraph 4.1 below further emphasises the consumer inability to pay for services.  Of importance 

to note is the debt owed to municipalities by consumers. The total debt owed to municipalities by 

consumers as at 31 Decemebr 2012 was R 81 billion. Of this R18 billion is for water supply and was 

over 90 days. These figures are seven times the debt to Water Boards. This pattern has been on-

going for years and if such persists going into the future, it would mean that municipality will not be 

able to collect revenue to pay for both bulk water and electricity. It would be imperative for the 

Department to consider these socio-economic factors when approving bulk water tariffs. 

In March 2010, the conclusion of the PC on Water and Environmental Affairs, after presentations 

by DWA, Water Boards and SALGA was that DWA needs to engage SALGA before finalising the 

adjustments. This did not happen. Water Boards implemented tariffs as per the presentation of 

DWA to parliament. A question has to be asked as what is really supposed to be the role of 

parliament in this process. 

2.2 Recommendations in respect of improving the bulk water tariffs 

determination process 
Over the last years SALGA has made the following recommendations to DWA to improve the bulk 

water tariff determination process: 

 Establish an independent regulator  - it was recognised that such might take time to 

establish – in the interim explore the opportunity of putting together an independent expert 

panel to fulfil the role (scrutinise the tariff proposal including National Treasury and SALGAs 

comments before such can be presented to the Minister) 

 Review of the water pricing policy for the whole water sector value chain 

 The bulk tariff water determination should move to a multiyear price determination process  

 Water Boards must demonstrate effective and efficient Medium and Long Term Capital 

Investment programmes to improve asset productivity while balancing growth in supply of 

services with borrowing capacity of Water Boards and affordability of Water to customers 

 Water Boards must demonstrate effective, efficient and pro-active management of 

expenses, specifically in the Staff and Energy cost areas and Expense parameters should be 

set by DWA (i.e.the regulator carefully scrutinise the operating expenses of water boards 

before making decisions on the proposed tariffs.  

 A Tariff Policy to guide the Funding of Water Board Assets and the recovery of Capital and 

Operating Costs, dealing with the standardisation of the approach to funding of assets and 

expenses (pre-funding, matching or arrears funding) 

 Review the funding models of the Water Boards; especially their apparent overdependence 

on debt financing and how this impacts on Bulk Water Tariffs 

 

It is our opinion that the Department has not taken the above-mentioned recommendations into 

account or made any significant progress towards implementation of these suggestions.  
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Figure 1 Geographic overview of Water Boards (Source: DWA website) 

3 Summary of proposed tariff increases 
The proposed increases below were based on an assumed increase in the Eskom tariff of 16%.  The 

Water Boards have not yet submitted their revised proposals, but an adjusted increase has been 

recalculated by SALGA, based on the 9.3% as per tariffs published by Eskom as what has been agreed 

to by NERSA. 

Water Board 
Proposed Tariff  
(ave) 2013/14 

Increase 
requested 

Previous year’s 
increase 

Revised increase 
(9.3%) 

Rand Water R5.52 9.82% 12.90% 8.59% 

Umgeni Water R4.70 8.90% 16.90% 8.44% 

Lepelle Water R4.50 11.60% 12.25% 10.10% 

Bloem Water R4.37 11.00% 11.00% 9.83% 

Magalies Water R4.65 11.50% 9.78% 10.35% 

Sedibeng Water R7.17 8.50% 8.50% 7.69% 

Pella Water R3.20 7.00% 9.15% 3.71% 

Mhlathuze Water R3.35 9.00% 9.40% 8.47% 

Amatola Water R 7.55  8.41% 0.00% 7.88% 

Botshelo Water R5.71 13.6% 11.30% 12.62% 

Overberg Water R 7.00  14.68% 0.00% 13.30% 

Bushbuckridge R4.37 12.00% 5.50% 11.50% 
Table 2 - Summary of proposed increases 

The above data can be presented as follows: 

Now part 
of 
Sedibeng 
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Figure 2 Absolute value of tariffs 

The above chart shows that most Water Boards are charging almost similar average tariffs (relatively 

close to the mean), with Pella, Mhlathuze and Bushbuckridge tariffs lower relative to the average.  

The fact that most Water Boards are charging almost similar average tariffs immediately raises a 

question because the costs drivers faced by the various water boards are different.  At the very least 

it would have been expected that average tariffs of the bigger water boards would be lower than 

average because of the economies of scale. This does not appear to be the case. 

Sedibeng, Amatola and Overberg are charging particularly high relative to the mean, which implies 

that there may be more affordability concerns for the customers of these Water Boards. 

 
Figure 3 Proposed increases relative to last year and inflation 
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For the purpose of this analysis a concept of internal inflation was used. The internal inflation has 

been calculated by multiplying the expected inflation rate applicable to each cost driver, by the 

proportion of that cost driver relative to overall costs (each Water Board).  The inflation rates used 

for each cost driver are provided in the table below. 

 

Cost driver Inflation rate 

Raw water 10.0% 

Energy 9.3% 

Labour 8.0% 

Chemicals 10.0% 

Maintenance 6.0% 

Refurbishment 6.0% 

Other costs 6.0% 
Table 3 - Inflation rates per cost driver 

The average internal inflation for Water Boards, using an energy increase of 9.3%, works out at 

7.65%.   

The graph in figure 3 above shows how all increases are in excess of inflation this year (and most 

were also in excess last year). The increases proposed by Botshelo, Overberg and Bushbuckridge are 

particularly high relative to the others and relative to the Water Boards’ assumed internal inflation. 

The relative importance of each of the cost drivers is illustrated in the chart below. 

 
Figure 4 Breakdown of tariff components 
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Part of the tariff component above is a provision for surplus.  Concerns have been expressed in the 

past that this provision is too high, and that it results in reserves being built up that could be better 

utilised elsewhere. The chart below demonstrates the net profit margin projected by each Water 

Board. It demonstrates that 3 Water Boards (Rand, Umgeni and Lepelle) are projecting net profit 

margins in excess of 15%, which is possibly higher than required to sustain the Water Board and 

therefore is placing their current customers under unnecessary strain. 

 
Figure 5 Net Profit Margin 

With the reduction of Eskom’s proposed increase from 16% to 9.3%, each Water Board will need to 

revise its submission.   SALGA’s initial calculations1 indicate that tariffs should be adjusted as follows 

in response to the lower Eskom tariff: 

4 Key findings across the sector 

4.1 Affordability concerns given above-inflation increases 
A Water Board is part of a value chain, and its customers can be expected to pass their costs onto 

end users.  Where a Water Board primarily serves municipalities, an increase in the cost of bulk 

water will be reflected in retail water tariffs.  Affordability, therefore, needs to be determined from 

the perspective of the end user.   

At the same time the municipality may not be able to pass on the full cost increase.  This is especially 

true for the provision of Free Basic Water where the municipality is expected to recover the cost 

from its Equitable Share contribution.  If the annual increase in Equitable Share is less than the 

annual increase in the cost of water, then the municipality itself faces an affordability constraint. 

                                                           
1
 Energy increase was based on a blanket increase of 9.3% rather than 16% (i.e. it does not take into account 

changes in volumes purchased (due to changes in efficiency, expansion, etc.) or additional mark-ups on 
electricity tariffs), 
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Figure 6 Growth in Local Government Equitable Share 

What the above graph demonstrates is that increases in Equitable Share are stabilising towards CPI 

and PPI.  Tariff increases that are in excess of CPI (as has occurred in the past 2 years) add increased 

pressure on Municipalities in terms of affordability. 

Turning to the end users of water: Stats SA’s Income and Expenditure Survey for 2010/11 revealed 

that household expenditure increased by an average 25% per year from 2005/06 to 2010/11, whilst 

reported average household income increased by 17% over the same period.  These results – if the 

trend continues beyond 2010/11 – imply an increased indebtedness of households – if peoples’ 

expenditure is growing at a faster rate than their income.   

A final consideration is the existing indebtedness of the Water Board’s customers and whether they 

have already demonstrated an inability to pay their accounts.  A number of Water Boards are 

showing an increase in their Debtors’ balances, as well as an increase in the time it is taking them to 

pay.  In some cases this may be due to disputes or lethargy, but in others it may be a genuine issue 

of affordability – especially when high water losses at the reticulation level make it difficult for 

municipalities to recover their costs.  In August 2012 Water Boards were owed a combined R2.4bn, 

of which 57% (R1.34 bn) was in arrears and more than R1bn had been outstanding for more than 4 

months. 

4.2 Energy a major cost and driver of above-inflation increases 
NERSA announced that the average increase of electricity prices will be 9.3% for Water Boards. 

Eskom’s initially proposed 16% increase in tariffs had a significant impact on all the water boards’ 

proposed tariffs, with energy being a major cost driver for all of them.  The NERSA announcement 

means that all water boards must revise their proposed tariff increases to reflect the NERSA 

decision.  
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In general, water boards have to become more energy efficient.  Very few Water Boards indicated 

that they were attempting to reduce the impact of electricity price  increases by implementing 

energy efficiency measures despite the fact that ESKOM has publicly offered a rebate for business 

that are investing in energy efficiency measures. 

Umgeni Water’s Infrastructure Plan lists an innovative initiative to utilise methane gas at a Waste 

Water Treatment Plant to generate up to 40% of the energy requirements of the plant.  Whilst this 

initiative is yet to be tested, one would hope to see more of them, and they should not be limited to 

single Water Boards, but best practice should be shared across the whole sector. 

SALGA therefore recommends that the Water Boards, facilitated by DWA (and possibly supported by 

Eskom), establish a task team to focus on energy saving initiatives that can be applied across the 

sector.  Furthermore, future tariff submissions should explicitly address what measures the water 

board has taken in an attempt to improve the efficiency of energy utilisation. 

The above measures should ensure that the Eskom increases drive efficiency improvements and 

become a spur to reducing water losses (to reduce the volume of water that needs to be pumped, 

treated, etc.) 

4.3 Above-inflation increases in Chemical costs cited as a key driver 
A number of Water Boards are projecting for Chemical costs to increase at above inflation – as it has 

done in the past year.  Deteriorating water quality is also playing a part in some areas, with more 

chemicals required to treat the water.  

As with energy increases, these above inflation increases should be encouraging water boards to 

actively identify ways of improving efficiencies and reducing water losses – both within the Water 

Board’s domain as well as within the domain of its customers.  The more water that is conserved (all 

the way down the value chain) the less water needs to be pumped, treated, etc. by the Water Board. 

4.4 Interest cover requirements inflating tariffs 
Rand Water’s average net profit margin for the past 6 years has been 13%, and the average for all 

Water Boards was 16% from 2007 to 2011.  However a number of Water Boards are claiming higher 

margins than that (e.g. Umgeni has been operating off a net margin in excess of 30%).  The 

justification for the higher margin is the need to obtain/maintain a minimum interest rate cover to 

satisfy lenders.  But the downside is that today’s users are having to help build up reserves which 

may only be used once they have left the system.  There is consequently a mismatch between the 

cost of water charged and the benefit derived from that water. 

DWA, as the Regulator, should consider imposing an appropriate range with respect to projected net 

profit margin. 

4.5 Bad debts under control but still a concern 
Most Water Boards are heavily reliant on their municipal customer base.  Pella Water is an 

exception, in that it is sustained by the Black Mountain Mine, which draws 85% of its water, with less 

than 15% utilised by the local municipality.  One or two others have major industrial customers, such 

as Rand Water and Mhlathuze.  This opens up the possibility to cross-subsidise municipal customers 
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from the tariffs charged to industry.  Sedibeng, for example, is growing its mining customer base, 

and they may be in a position to pay more than the municipal rates. 

The municipal client base has not been a well-paying customer.  The Minister of Water Affairs 

announced in Parliament that Water Boards were owed R2.4bn by municipalities on 1 April 2012, of 

which R1.34 bn was in arrears.  Of this arrears amount, over R1bn had been outstanding for more 

than 4 months. Notwithstanding this long outstanding debt, most Water Boards project relatively 

positive numbers with respect to the collection of their debts.  However the actual history of the 

past 3 years reveals regular non-payment in some cases and evidence of reduced collection 

efficiency in others.  There is a danger that, if collections continue to be as poor as the history 

suggests, then Water Boards will fail to generate the cash flows required for sustainability.  

The payment problems by municipalities are a direct result of challenges faced by many 

municipalities in respect of collecting revenue as prices increase. It is therefore in the interest of the 

sector to implement all possible measures to contain price increases.  

There are also issues of disputed accounts and other administrative challenges. In this regard, 

consideration should be given to a task force that can assist with a centralised process for 

arbitrations of disputed amounts, and sharing of best practice. 

5 Issues specific to certain Water Boards 

5.1 CAPEX plans often not supported by growth projections 
Water Boards such as Umgeni, Overberg and Magalies are providing for significant CAPEX over the 

next 5 years, but are not projecting a proportional increase in water sales. 

 Leads to a lower Return on Asset 

 Requires a higher tariff since the same volume is having to pay for a larger asset base 

 Is expected for refurbishment/replacement, but augmentation and expansion should lead 

to increased volumes (and hence increased revenue). 

In their responses, Umgeni and Magalies confirmed that they were comfortable with their revenue 

growth projections.  However SALGA feels that this is still an area that requires further scrutiny. 

5.2 Secondary work distracting from the primary 
Water Boards are allowed by legislation to do ‘section 30’ (Secondary) work as long as it does not 

impact on their ability to deliver on their primary mandate, and as long as it is ring-fenced.  Two 

water boards have experienced problems with secondary work. 

• Magalies Water: The loss of secondary contracts led to a significant increase in the overhead 

allocation to water schemes.  This implies that the s30 work was not fully ring-fenced – in 

other words the Water Board built up an overhead to cover the secondary work, which 

could then not be discontinued when the secondary work fell away.  It is not clear whether 

this overhead will be a permanent strain on the water schemes, or whether Magalies will be 

able to reduce it over time. 
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6 Recommendations 

6.1 Proposed increases by water boards 
The table below shows the proposed increases by water boards vs. the SALGA recommended 

increase taking into account the factors discussed above. The ‘proposed increase for 2013/14’ is not 

the increase recorded in the original submission, but is our adjustment for the lower Eskom tariff (of 

9.3%).  The final column represents SALGA’s recommendation, taking into consideration the other 

factors raised in the review of each Water Board. 

  

Water Board 
Proposed Tariff 
(ave) 2013/14 

Increase 
requested 

Previous 
year’s 

increase 

Revised 
increase (9.3%) 

SALGA  

recommendation 

Rand Water R5.52 9.82% 12.90% 8.59% 7.5% 

Umgeni Water R4.70 8.90% 16.90% 8.44% 8.0% 

Lepelle Water R4.50 11.60% 12.25% 10.10% 10.10% 

Bloem Water R4.37 11.00% 11.00% 9.83% 9.83% 

Magalies Water R4.65 11.50% 9.78% 10.35% 10.35% 

Sedibeng Water R7.17 8.50% 8.50% 7.69% 7.69% 

Pella Water R3.20 7.00% 9.15% 3.71% 3.71% 

Mhlathuze Water R3.35 9.00% 9.40% 8.47% 8.0% 

Amatola Water R 7.55  8.41% 0.00% 7.88% 7.0% 

Botshelo Water R5.71 13.6% 11.30% 12.62% 0% 

Overberg Water R 7.00  14.68% 0.00% 13.30% 0% 

Bushbuckridge R4.37 12.00% 5.50% 11.50% 10.50% 

Table 4 - Summary of proposed increases and SALGA recommendations 
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6.2 Comments on the proposed increases by water boards 

Water Board 
Increase appears 

reasonable 

Consider a 

lower increase 
Additional Comments 

Rand Water 
 

 Adjust for 25% water loss 

Umgeni Water 
 

 Work on lower interest cover 

Lepelle Water  
 

Need to see evidence of improved 

efficiencies at Head Office level 

Bloem Water  
 

Intervention required 

Magalies Water  
 

Affordability and sustainability concerns 

Sedibeng Water  
 

Recommendations need to be 

implemented 

Pella Water  
 

Continue move to long-term 

sustainability 

Mhlathuze Water 
 

 
Reduce depreciation? But tariff is lowest 

in country. 

Amatola Water 
 

 
Smooth tariffs (reduce 2014 and 

increase outer years) 

Botshelo Water 
  

Insufficient detail provided in 

submission 

Overberg Water 
 

 Renegotiate fixed rate with customers 

Bushbuckridge 

Water  
 

Smooth tariffs (reduce 2014 and 

increase outer years) 

 

6.3 Further recommendations 
 The Regulator (DWA) needs to intervene on setting an Interest Cover benchmark.  This may 

help to curb growing reserves generated by those Water Boards that are attempting to 

achieve interest covers in excess of 3.5 to satisfy debt covenants.  It will also help with 

sustainability where Water Boards are projecting a low interest cover which will be 

insufficient to attract the finance required for CAPEX plans. 

 DWA and National Treasury need to provide policy guidance on inter-area subsidisation of 

social development costs.  In other words, a Water Board that undertakes social 

development work is currently having to charge some of its customers more, to cover the 

cost of those schemes where it cannot recover the full cost from those users.  There is a 

policy question as to whether this cross-subsidisation should be at a regional level (i.e. 

through the medium of the Water Board and its customer base) or whether it should be at 
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a national level (with support for the unsustainable schemes coming from the National 

Revenue Fund and therefore the broader tax base). 

 Continued focus is required on Debtor management, since it remains a cash flow constraint 

and sustainability risk for many of the water boards. 

 A task force should be established, if a forum does not already exist, to share ideas on best 

practice and innovative solutions with respect to reduced energy use, chemical use and 

other efficiencies.  This will help to ensure that innovations implemented in one water 

board are shared with others. 

 The tariff increases proposed by the following Water Boards are not supported and it is 

recommended as follows for each of them: 

1. Rand Water: reduce tariff to accommodate excessive water loss shown in 2013/14 

calculations, and to reduce net profit margin. 

2. Umgeni Water: reduce tariff on the basis of a lower net profit margin. 

3. Mhlathuze Water: reduce tariff by writing assets off over a longer period 

(benchmarked to the sector) 

4. Amatola Water: reduce 2013/14 tariff by passing some of the costs onto future 

years to create a smooth tariff (i.e. not a large increase next year followed by a 

decrease in the following year). 

5. Botshelo Water: further justification is required to support the requested increase. 

6. Overberg Water: renegotiate with customers to establish an accepted volume 

allocation to each, and therefore an acceptable split between the fixed and variable 

component of the tariff. 

7. Bushbuckridge Water: reduce the 2013/14 tariff and pass some of the increases on 

to the following years to create a smoothed tariff. 
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7 Findings per Water Board 
 

7.1 Rand Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Rand Water R5.52 9.82% 12.90% 

 

The following conclusions were drawn from the analysis of Rand Water’s submission: 

i. Rand Water is projecting to increase its net profit margin to above the national average and 

above its historical rates of the past 5 years.  Further justification is required for this 

increase, given the impact that it has on the tariff increase. 

ii. Rand Water have projected water losses of 25% for 2013/14 (as against 3 to 4% in past years 

and from 2014/15).  This would imply an error in the calculation – an error which increases 

total costs by 9% (R619m).  It is recommended that the estimates for volume of water 

purchased and volume sold be reviewed, and the tariff adjusted accordingly. 

iii. Capital investment plans may not have sufficiently considered the impact of water 

conservation and demand management initiatives being undertaken by the major 

customers.  It may therefore be possible to delay some of the capital expansion projects, 

with the result that tariff increases can also be delayed. 

iv. Rand Water has a high projected interest cover, which implies that there is scope to 

reduce/smooth the tariff increases without impacting on debt covenants. 

To conclude, SALGA believes that Rand Water’s proposed increase should be adjusted downwards to 

accommodate the conclusions drawn above. 

7.2 Umgeni Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Umgeni Water R4.70 8.90% 16.90% 

 

The following conclusions were drawn from the analysis of Umgeni Water’s submission, after 

considering their formal response to the initial commentary: 

(i) Umgeni Water has motivated for a relatively high net profit margin in order to maintain its 

interest cover.  SALGA recommends that a lower interest cover should be justifiable – 

especially when Interest Income is included in EBIT (Earnings before Interest and Tax). This 

would allow for a lower tariff.  Umgeni Water have responded that their debt profile is 

based on a detailed strategy which would require significant cost to restructure. 

(ii) Umgeni Water’s tariffs are increased by having to fund social development that is not fully 

supported by RBIG or other grants.  SALGA recommends that social development be funded 

by the national fiscus or through Equitable Share and less through cross-subsidisation by the 

Water Board’s customers.  The impact on Umgeni Water’s 2013/14 tariff is particularly 

severe.  Umgeni Water have responded that the impairment cost provided for in 2013/14 
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relates to committed expenditure on existing projects and they are not able to reduce it.  

However they have put future projects on hold subject to further support from RBIG. 

(iii) It was recommended that by providing for the full actuarial loss of retirement benefits in the 

current year (2012/2013), Umgeni Water would be able to reduce the projected operating 

cost in 2013/14 by 2% and thereby reduce the required tariff increase.  Umgeni Water 

responded that they had chosen not to do this, as it would require a change in Accounting 

Policy which would impact on the prior year.  They also stated that it would not affect their 

tariff as tariffs were based on cash flow methodology (although this contention has not been 

tested, as the cash flow model may look at ‘staff costs’ which may include retirement 

provisions as a cash cost).  More importantly, their motivation for the tariff increase is 

strongly supported by the need to maintain a minimum interest cover, which is based on 

accounting profit and not cash flow.  SALGA maintains that, even if the Accounting Policy is 

not adjusted in the current year, the net profit margin in the model could be adjusted to 

accommodate this (with a consequent reduction in the tariff increase). 

(iv) It was recommended that Umgeni Water should consider modifying their prediction that 

water volumes will remain flat to instead take into account the increase in infrastructure of 

113% over 5 years (37% of which is for augmentation and expansion, and 37% for 

development projects which should also increase volumes of water sold).  The current 

conservative growth estimate results in declining returns, worsening liquidity and implies an 

increase in operational inefficiency, given that costs continue to rise whilst revenue remains 

stagnant.  In short, one would expect the significant infrastructure investment to either lead 

to higher volumes (and therefore higher revenue) or a reduction in costs due to more 

optimal use of infrastructure (i.e. not running beyond design capacity).  Neither of these are 

illustrated by the ratio analysis.  Umgeni’s response is that their growth estimates are 

realistic, that much of the capital expansion is not going to result in increased volumes but is 

instead to upgrade existing systems, and that their expansion plans are focused on rural 

areas which will result in higher operational costs per kl. 

To conclude, SALGA believes that Umgeni Water’s proposed increase could be adjusted downwards 

(marginally) to accommodate the conclusions drawn in (i) and (iii) above – specifically related to 

supporting a lower interest cover. 

7.3 Lepelle Water 

Split charge: 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Lepelle Water Ave: R4.50 Ave: 11.60% Ave: 12.25% 

Mogalakwena R4.90 8.50% 7.36% 

Ebenezer Plant R5.19 7.50% 5.73% 

Olifantspoort R5.31 6.50% 5.73% 

Phalaborwa R3.08 8.50% 8.50% 

Politsi Plant R4.56 22.00% 31.20% 

Nkowankowa R3.19 8.50% 8.50% 

Modjadji R3.78 27.00% 7.50% 

Flag Boshielo R5.54 9.70% 33.00% 

Marble Hall R4.53 9.50% 6.50% 

Tubatse Plant R4.82 8.50% 8.50% 
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The following conclusions were drawn from the analysis of Lepelle Water’s submission, after 

considering their formal response to the initial commentary: 

(i) Head Office overheads allocated to the different plants appear to be excessive, in that they 

are often the biggest cost driver (making up more than 22% of the cost). Furthermore, these 

costs are projected to increase significantly (on a per kl basis) and may indicate 

inefficiencies.  

(ii) In the case of the Olifantspoort, Marble Hall and Tubatse Plants, it is not clear as to why the 

water purchased is less than the water billed. This needs to be clarified. 

(iii) Lepelle’s Cash Flow projection shows no use of debt and instead the continued build-up of 

cash surpluses.  It should therefore be questioned if this is the best debt:equity mix. 

(iv) Lepelle is cross-subsidising by budgeting for a surplus on some plants and a loss on others.  It 

is not clear what the methodology is behind this cross-subsidisation and therefore whether 

it is fair. 

 

7.4 Bloem Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Bloem Water R4.37 11.00% 11.00% 

 

The following conclusions were drawn from the analysis of Bloem Water’s submission, after 

considering their formal response to the initial commentary: 

(i) Their ability to raise debt finance to finance up to one third of their capex plan is brought 

into question by the very low projected margins and low interest cover.  However Bloem 

Water have responded to say that they require no further debt in the next few years and 

that their projections show the margins improving over time. 

(ii) Bloem Water’s Debtors’ Days projection is very optimistic given the historical levels and 

problems with non-payment.  However they responded to say that their main customer is 

paying on time and most disputed accounts have been settled. 

(iii) Bloem Water needs to assist its clients to improve their water delivery infrastructure to 

minimise water losses. The challenges faced by Bloem Water relating to outstanding debt 

are influenced by the inability of its clients to generate revenue from the water purchased 

from Bloem water as a result of the unaccounted-for water. It is in Bloem Water’s best 

interest to assist the municipalities with high levels of water losses to refurbish their water 

distribution infrastructure so as to ensure that they can generate the revenue they need to 

pay for the water they buy from Bloem Water. 

(iv) Bloem Water must increase its water supply infrastructure to reduce inefficient short term 

solutions and reduce wear and tear on systems operating beyond their design capacity.  

Bloem responded to say that their Capex Plan does intend to increase long-term supply. 
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7.5 Magalies Water 

Split charge: 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Magalies Water Ave: R4.65 Ave: 11.50% Ave: 9.78% 

Vaalkop R3.77 10.00% 7.2% 

Klipdrift R4.52 13.00% 6.4% 

Waalmannsthal R5.98 14.00% 18.2% 

Cullinan R4.33 9.00% 7.3% 

 

Whilst SALGA recommends that the proposed tariff increases be accepted, it is recommended that 

Magalies Water urgently pay attention to the following issues which have raised concerns in SALGA 

and which may adversely affect either the future tariffs or the sustainability of the Water Board: 

v. Profit margins are much lower than the industry norm and the level of reserves is not very 

high. This raises some concerns regarding sustainability of the organisation.   

vi. Linked to the low profit margins is the projected decline in ‘Return on Assets’ (primarily as a 

result of the capex not resulting in a corresponding increase in revenue).  This is a concern, 

and may make it difficult to obtain the desired external finance. 

vii. Debtors’ days have deteriorated over the past few years.  The plans going forward project 

for this to improve.  If collection does not improve, then it will jeopardise the viability of the 

projections. 

viii. It has been proposed that the Pilanesberg Capital Programme (R896m) will be funded from 

borrowings, grants and capital contributions from economic customers.  However there is 

no indication as to whether any funding has yet been secured for this major programme 

(due to start soon) and we are concerned that even DFI’s such as the DBSA may be reluctant 

to advance loans with such a low interest cover.  To raise the interest cover will mean a 

significant impact on tariffs in the years ahead – already projected to be higher than 

inflation. 

ix. Proposed tariff increases for the next 2 years are well above the projected increase in 

inflation as well as Equitable Share allocations to municipalities.  This implies that the 

municipalities will struggle to recover the increases from their customers, and will struggle 

to cover the Free Basic Water allocation from their equitable share.  Magalies Water should 

therefore pay urgent attention to ways of addressing this through efficiency improvements – 

both within the Water Board but also within its customers (especially in the areas of water 

losses and revenue management (collection)). 

x. There has been a massive increase in the allocation of overheads to the 4 treatment works 

owned by Magalies. This has been blamed on the loss of Section 30 work, which implies that 

the section 30 work was not completely ring-fenced.  Magalies Water needs to plan (and 

budget) for replacing the lost work, or consider reducing its overheads in line with the 

downscaling of its operations. 

xi. The tariff submission shows Refurbishment dropping significantly as a cost component on all 

4 schemes (from between 17c and 31c to 5c for three schemes and 10c for Walmannsthal).  

This had a major dampening effect on the proposed tariff increases.  Of concern is that the 

amounts set aside are too low to maintain the desired condition of the assets.  
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xii. In order to improve SALGA’s ability to evaluate the tariff increase next year, it is requested 

that Magalies Water include the following in their submission for the 2014/15 tariffs: 

a. Water sales figures trends are not easily deduced from the information available. 

This would assist greatly in determining certain trends and productivity figures.  It 

would be even better if this was provided for each of the works. 

b. Certain customer service indices do not appear to be measured and these would add 

value to the key reports.  An example is the reliability of services to customers in 

terms of breakdowns. 

7.6 Sedibeng Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Sedibeng Water R7.17 8.50% 8.50% 

 

It was noted by SALGA that Sedibeng Water’s tariff submission was not in compliance with the DWA 

Guidelines in that a number of supporting documents – such as the Financial Model – were absent. 

Based on the analysis, SALGA is prepared to accept the proposed tariff increase, but raises the 

following recommendations: 

(i) Sedibeng Water should consider stratifying the tariff into Municipal and Mining sectors.  This 

would allow for a differentiated tariff to be charged to the (growing) mining sector. 

(ii) Future capex plans are heavily reliant on DWA grants.  These should be confirmed where 

possible. 

(iii) Sedibeng Water’s Debtors days is one of the worst in the sector.  Whilst it is projecting to 

improve it, a lot of work still needs to be done in this area. 

7.7 Pella Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Pella Water R3.20 7.00% 9.15% 

 

The following recommendations stem from the analysis of Pella Water: 

(i) SALGA notes with concern that it was not consulted on the tariff increase – except after the 

fact by DWA.  There is also no evidence (in the submission) of consultation with the Khai-Ma 

municipality. 

(ii) It is recommended that submissions should, in future, comply with the DWA Guidelines.  Of 

particular interest would be a more comprehensive understanding of how the reduced tariff 

increases today impact on the sustainability of the Water Board in the future. 

(iii) The Water Board is planning a major refurbishment and upgrade, but no detail has been 

provided as to how this is to be funded, or how it will impact on tariffs going forward.  In the 

interests of smoothing tariffs, a larger increase in this year may have been more appropriate 

than a larger shock in the years ahead.  Pella Water have responded that they hope to 

receive loan funding from the Black Mountain Mine (the major user). 
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SALGA recommends that the proposed tariff increase be accepted. 

 

7.8 Mhlathuze Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Mhlathuze Water R3.35 9.00% 9.40% 

 

The following recommendations stem from the analysis: 

i. Consideration should be given to a less aggressive approach to depreciation (assets are 

currently written off over 20 years). This is conservative and results in an overstatement of 

expenses in the short-term. 

ii. Notwithstanding the flat growth trend for the last 5 years, future sales growth projections 

seem very conservative.  

iii. There is an erratic pattern, and some very large increases proposed, in raw water in the next 

5 years (mostly related to the Tugela Scheme), but it is not clear if this is correctly captured 

in the model.  

iv. There was a very large increase in maintenance costs in 2011/12. 

v. Some very large increases in electricity costs are projected (in excess of those proposed by 

Eskom).  

vi. There are some concerns about affordability noted in the analysis and these should be taken 

into account in terms of attempts to ameliorate the proposed increase.  

 

In conclusion, it may be feasible to consider a lower tariff increase, with the savings generated by a 

change in the depreciation rates, and an adjustment to the unexplained cost increases mentioned 

above. 

7.9 Amatola Water 

Split charge: 

Proposed 
Tariff (ave) Increase 

requested 
Previous year’s 

increase 
2013/14 

Amatola Water R 7.55  8.41% 0.00% 

Buffalo City R 6.70  9.85% 0.00% 

Amathole DM R 6.90  9.39% 0.00% 

Ndlambe LM R 9.06  6.00% 0.00% 

 

The following recommendations stem from the analysis: 

Amatola Water should be requested to adapt their financial model to accommodate the following, 

or motivate why this is not feasible: 
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(i) Amatola Water engages in both primary and secondary activities.  Its primary activities 

represent a much smaller portion of its revenue, and the deficit from primary activities is 

significantly lower.  The concern is around its financial efficiency on its secondary activities, 

and whilst this adds substantially more revenue, the deficits incurred contribute a large 

fraction to the overall deficit.  One has to therefore question the cross subsidisation 

between the secondary activities and primary activities.  It would therefore be prudent to 

isolate the primary activity costs and assess the tariff increases based on just the primary 

activities.  The customers on the secondary activities should bear the full costs of those 

operations independent of the bulk water tariff.  

(ii) Review the CAPEX spend in the cash flow model or explain the discrepancy between the 

model and the Infrastructure Master Plan. 

(iii) Amatola Water is projecting to reduce tariffs in 2014/15 and 2015/16.  It may be better to 

model lower sustained increases rather than a spike and then a tariff decrease. 

(iv) Amatola Water is forecasting almost R 170 million less revenue in 2013 (over 2012).  It is not 

clear what has prompted the large drop, but it has a significant impact on Amatola’s 

sustainability. 

7.10 Botshelo Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Botshelo Water R5.71 13.6% 11.30% 

 

It is recommended that, before accepting the proposed increase, Botshelo Water be asked to 

provide further motivation or explanation for the following: 

1. The high increase in energy costs projected in the tariff increase motivation (page 6). 

2. A breakdown and further information and motivation on staff costs.  

3. There seems to be no relationship at all between the figures given in the income statement 

in the Corporate Business Plan with those in the motivation for the tariff increase.  This 

makes it difficult to draw any substantive conclusions and requires clarification. More recent 

financial statements would be helpful. 

4. A further breakdown and motivation is requested on the figures for overheads allocated. 

5. There are affordability concerns related to the proposed tariff increase, which need to be 

considered and addressed if possible. 

Furthermore, it is recommended that Botshelo Water makes the following adjustments to their 

model, to determine the subsequent impact on their proposed tariff: 

1. The figures for repairs and maintenance do not appear to be high enough and consideration 

should be given to their increase.  

2. The target for bulk water losses shown in the CBP is too low. A figure of 5% would be more 

appropriate.   

In addition, it is recommended that the following issues be addressed for the long-term benefit of 

the Water Board: 
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 The ongoing viability of Botshelo continues to be questionable with very poor performance 

on liquidity and debtors’ collection. More information on the turnaround strategy should be 

provided by Botshelo and National Treasury. 

 The institutional uncertainty with respect to Botshelo Water be addressed by Water Affairs 

and DCoG as a matter of urgency. 

 

In conclusion, based on the information currently available, it is not possible to support the 

proposed increase. The shortfalls and concerns noted above should be addressed before this can be 

given further consideration. 

7.11 Overberg Water 

Water Board 
Proposed Tariff (ave) 

2013/14 
Increase 

requested 
Previous year’s 

increase 

Overberg Water R 7.00  14.68% 0.00% 

 

The following recommendations stem from the analysis: 

(i) The projected tariff increase incorporates a fixed and a variable element, with the fixed 

element based on an assumed water use.  At least one of the Water Board’s customers has 

objected to the water allocations used, stating that its increase will not be 16% as stated in 

the Water Board’s tariff submission, but will instead be in excess of 37%.  It may therefore 

be necessary to renegotiate the water allocations with major customers, which would then 

require the tariffs to be recalculated. 

(ii) The fixed component of the tariff accounts for around 36% of the tariff, whereas Overberg 

Water’s fixed costs are only around 20% of their total costs.  This implies that they are trying 

to recoup too much in the fixed portion of the tariff, which has the risk of locking in 

inefficiencies. 

(iii)  There may be scope for scaling down or delaying the CAPEX plans provided for in the tariff 

calculation, given that in most cases capacity utilisation is less than 75% and the capital 

works are not likely to result in additional revenue.  The CAPEX recorded in the tariff 

submission is not supported by the Corporate Plan. 

(iv) Review the need for the capital levy versus the possibility of funding the CAPEX through 

RBIG or another national programme 

(v) Consider budgeting for a higher net profit margin to protect against unforeseen costs or 

lower than expected revenue. 

(vi) Consider modelling a scenario of an increase in water volumes (and therefore tariff revenue) 

as a result of the planned CAPEX.  

(vii) Overberg Water should attempt to reduce its Debtors Days to a more acceptable level 

(below 60 days). 

To conclude, SALGA believes that the proposed tariffs are too heavily weighted in favour of the fixed 

portion, and these should therefore be re-evaluated. 

7.12 Bushbuckridge Water 
Water Board Proposed Tariff (ave) Increase Previous year’s 
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2013/14 requested increase 

Bushbuckridge R4.37 12.00% 5.50% 

 

The following recommendations flow out of the analysis of the Water Board: 

(i) The Water Board has had to make significant provisions in the past for bad debts.  Similar 

write-offs have not been provided for in the model, which means that the actual income 

may be lower than projected. 

(ii) It may be preferable to propose a constant tariff increase of 8.6% over 3 years rather than 

the 12% - 7.5% - 7% proposed in the model. 

(iii) The Water Board is in the process of paying off its debt and building up reserves.  It may be 

worth considering better utilisation of debt to finance a portion of the Capex programme. 
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8 Appendix – Comment on Process and Methodology used 

8.1 Source documents utilised in analysis 
Given the short time-frames, analysis was limited to a desktop review of the Water Board 

submissions, together with external information when available.  Documentation utilised included all 

or some of the following: 

 The Water Board’s formal proposal for the bulk water tariff increase for 2013/14 

 Minutes of consultation meetings, and any written responses and queries (from customers) 

 The Water Board’s Annual Report for the year ended June 2012 

 The Water Board’s 2012 Infrastructure Master Plan or Corporate Strategic Plans, if available 

 DWA’s internal spread-sheet showing basic Balance Sheet and Income Statement 

information for all Water Boards from 2007 – 2011 

 Macro-economic data on CPI and PPI 

8.2 Comment on quality of submission 
As noted by SALGA in previous years, many Water Boards continue to submit limited supporting 

documentation which does not comply with DWA’s Guideline.  A common omission is the actual 

model used to calculate the tariff increase, whilst some Water Boards did not include the 

correspondence or minutes of consultations with their customers.  


