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Role of National Treasury 

• The role of National Treasury is prescribed through the PFMA1 and 

MFMA2 

• PFMA requires the following to be submitted to National Treasury 

– Annual Report   (for review) 

– Corporate Business Plan (for review) 

– Requests to borrow  (for approval by Minister of Finance) 

• MFMA requires Water Boards to submit to National Treasury 

– Tariff proposals   (for comments) 

– Monthly report on municipal debt payments (for monitoring) 

– Details of any dispute with municipalities regarding payments (for 

monitoring and intervention where requested) 
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1Public Finance Management Act 
2Municipal Finance Management Act 



Strategy and Operational Analysis 

• The Water Boards strategies were reviewed against 4 

perspectives: 
  - Customer   - Financial 

  - Learning & Growth  - Internal Business Processes 

 The overall finding is that Water Boards strategic focus is on financial and 

customer concerns, with less emphasis on internal operational 

performance; learning & growth. 

• The Water Boards operational challenges were recorded and 

consolidated and the top operational challenges reported are: 

• Reduced availability of raw water 

•  Reduced quality of raw water 

•  Lack of technical skills 

 

 The impact is increasing operating costs which threatens long term 

sustainability  
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Financial Analysis (1/2) 

5 

Solvency:  

• Interest cover and Current ratio indicate 

ability to repay debts & ‘cover’ liabilities with 

assets. Declining ratios, as a result of lower 

surpluses, indicate higher risk. 

• Debtor collection in the sector overall takes 

82 days which is slightly above an 

acceptable norm of 60 days. The credit 

payment period is higher at a total of 108 

days. 

• Overall the Water Boards debt levels are 

lowering in relation to their assets and to 

their equity which represents an overall 

lowering of risk.  

 Whilst there is scope to increase debt levels 

in relation to assets over the long term, the 

risk is the ability to repay short term debt 

from revenue generated 

 If Water Boards cannot raise sufficient 

revenue in the short term this has an impact 

on their long term sustainability 
Gearing Ratio: The level of interest bearing debt to equity.  

 

Debt Ratio: Total debt in relation to assets. 

 

Current ratio: The number of times current assets can ‘cover’ current liabilities. 

  

Interest cover: The ability to pay interest obligations from operating profits.  
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Financial Analysis (2/2) 

Efficiency: 

• Overall the Return on Assets (ROA) across 

Water Boards averages 3% 

 

• Excluding the Water Boards who reported a 

deficit, the ROA averages 5% which is 

adequate given they are public entities. 

 

• The fixed asset turnover across all Water 

Boards is approximately 0.5 times. This is a 

good ratio compared to other water utilities. 

 

 Overall the profitability and efficiency is 

adequate, noting that this is reliant on: 

 Accurate asset registers/values 

 Adequate asset 

management/maintenance 

 Tariffs being cost reflective 

 Ability to collect revenue 

 

 Return on Assets: The profit that a Water Boards makes on every Rand 

of assets owned. 

 Fixed Asset Turnover: This ratio is calculated by dividing revenue by 

property, plant and equipment. It measures the efficiency of a Water 

Board in using its assets to generate sales.  The higher the figure is, the 

more efficient the Water Board is in the utilisation of their asset. 
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Return on 

Assets

Fixed asset 

turnover 

Unit: % Times

Albany Coast 6%                  0.3 

Amatola -4%                  0.5 

Bloem -2%                  0.4 

Botshelo 9%                  8.9 

Bushbuckridge 9%                10.5 

Lepelle Northern -1%                  0.7 

Magalies 0%                  0.0 

Mhlathuze 4%                  0.5 

Overberg 1%                  0.5 

Pelladrift 4%                  0.2 

Rand 4%                  0.8 

Sedibeng 3%                  0.6 
Umgeni 13%                  0.5 

Median 4% 0.5             

Average 3% 1.9             



Capital Expenditure and Asset 

Management 
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Capital Expenditure 

• Overall capital expenditure was 79% of budget 

(2009: 85%) – this is generally in line with 

CAPEX for the sector 

• Low expenditure attributed to insufficient cash 

flow 

• Borrowing Limits for Mhlathuze, Rand, Bloem 

and Umgeni have been increased 

 

Entities CAPEX (relative to budget) –

2009/10

Water Boards 79%

TCTA 20% - TCTA underspent on its 

budget due to delays in signing 

offtake agreements

DWA 80% 

Local government 

(water & sanitation)

78.8%

Expenditure on maintenance  

• Dept Public Works Benchmark: 4-8% of assets (replacement cost) per annum.   

• Most water boards are not allocating sufficient funds to maintenance - most are spending 

below 1% of their assets’ replacement cost on maintenance per annum. 

• Drivers are rising input costs, insufficient capacity/staff, etc 

 Consequences are:  

 Decline in the quality of assets 

 Assets will cost more to repair and rehabilitate or assets will need to be replaced 

prematurely 

 System failure and service interruptions 

 



MFMA: Tariff Process 

• MFMA s42 and Circular 23 outlines 

the tariff process as shown in the 

table. 

• Delays by DWA in providing the raw 

water tariff delays the whole 

process 

• The role of National Treasury is to 

provide comments to Water Boards 

• Tariff proposals to Treasury should 

include: 

– Motivations for the increase 

– Financial Model and Tariff Table 

– Evidence of consultations with 

municipalities 

 In reality tariff proposals are often 

incomplete 

 National Treasury attended some 

municipal consultations in 2010 to 

gather more information 
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Final date 

DWA provides water resources tariffs for 

following three years to municipalities/ water 

boards 

August 

Water board calculates tariff September 

Consultation with municipalities October and November 

DWA preliminary review meeting November 

Submission to National Treasury and SALGA 

requesting written comments 

Before 1 December 

National Treasury and SALGA provide written 

comments 

Not later than 25 January 

Formal submission to DWA including 

comments by National Treasury, SALGA and 

municipalities 

As soon as possible after 25 January 

Tabling in Parliament 15 February 

Table any amendment to price in Parliament 1 March 

Notify municipalities of price increase in 

writing 

15 March 

Municipalities to comply with other regulatory 

processes 

As soon as possible after 15 March 

Municipality to table draft budget before 

council 

Not later than 31 March 

Implementation by municipality 1 July 



Tariff: Financial Analysis 
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 Most Water Boards’ proposed tariff increases were in line with their internal 

inflation increases.  

 Treasury comments to Water Boards thus focussed on the level of information 

submitted, the process and consultations 

 The establishment of an Independent Economic Regulator in the water sector 

is important to interrogate the cost structure of Water Boards 
 

 

Internal Inflation 

   Approx. 10% 

• Treasury’s analysis takes into consideration the financial and operational 

sustainability of Water Boards; the affordability of municipalities and end 

users as a collective; and the alignment with government priorities and 

policies 

• The following financial indicators apply to the 2011/12 tariffs: 
 

Major Costs Annual Increase

Raw Water 9%

Staff Costs 10%

Energy 25%



Tariff Comments (1/2) 
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The quality of information received in the tariff proposals varied, with some Water 

Boards submitting adequate information and other submitting little or no financial 

information. 
Water Board Main Concerns

Amatola Water Final decision on Amathole DM and Ndlambe LM tariff outstanding. 

Concern around the viability of secondary activities

Bloem Water Final decision and contract with Mangaung LM outstanding. New 

principle of a 'systems' tariff results in the same charge for raw 

water and treated water. Whilst the principle is supported the price 

needs to be an adequate reflection of costs.

Mhlathuze Water The raw water and treated water tariffs are not sufficient to cover 

costs; however this is due to capital expansion which has reached 

its peak.

Rand Water Financial information not transparent. Inadequate consultations 

with municipalities.

Sedibeng Water Tariff incorrectly includes a portion for historic bad debts; there are 

outstanding municipal debts which are unresolved; high water 

losses and illegal connections.

Umgeni Water High income statement surplus; Lack of transparency in 

consultations with municipalities.



Tariff Comments (2/2) 
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Water Board National Treasury Key Comments 

Botshelo Water Insufficient financial information. Municipalities did not attend consultations. 
Outstanding municipal payments. 

Bushbuckridge 
Water 

Poor quality financial information; High staff and overhead costs; Capital Plan 
unclear and inability to spend in the past; Inadequate consultations with 
municipality; High outstanding municipal debt. 

Lepelle Water Tariff information received after deadline. Annual report outstanding. 

Magalies Water  Tariff information received after deadline. Business Plan and Annual Report are 
also outstanding. 

Overberg Water The tariff submission has insufficient financial information to ascertain whether 
the bulk price is financially sustainable. 

Namakwa Water  Only one year budget forecast submitted. Concern is on the future of the Water 
Board: DWA disestablishment.  

Pelladrift Water  Future of the Water Board uncertain due to possible closure of Black Mountain 
Mine.  

 



2011/12 Bulk Potable Water Tariffs 

 Tariff increases are aligned with 

internal inflation, with the following 

anomalies: 

• Umgeni Water: Introduction of a capital 

unit charge by DWA for the building of the 

Spring Grove dam.  

• Rand Water and Mhlathuze Water: 

Capital expansion and the repayment of 

loans. 

• Bloem Water: ‘Systems’ tariff introduced 

resulting on one tariff for raw and bulk 

potable water sales 

 Tariffs are cost reflective with the 

following exceptions: 

• Rand and Umgeni include a portion for a 

surplus necessary to meet financial 

targets 

• Mhlathuze tariff below cost due to capex 
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2011/2012 Bulk Potable Water Tariffs* 
Water Board R/m3 %increase 

Amatola: Buffalo City LM        5.48  8.6% 

Amatola: Amathole DM        5.79  8.0% 

Amatola: Ndlambe LM        7.76  9.8% 

Bloem        3.50  0.0% 

Botshelo        4.27  12.0% 

Bushbuckridge        3.70  7.2% 

Lepelle        3.71  9.8% 

Magalies        3.20  13.9% 

Mhlathuze        2.83  14.0% 

Namakwa      10.07  10.2% 

Overberg        3.55  4.0% 

Pelladrift        2.60  14.0% 

Rand        4.50  13.4% 

Sedibeng        6.36  9.0% 

Umgeni: eThekwini        4.18  38.0% 

Umgeni: Other WSAs        4.20  38.0% 

*All figures exclude VAT and average figures used where 
appropriate 
 



Municipal debt to Water Boards (1/2) 

• MFMA Sections 41 and 44: Water boards must within 15 days after end of each month 

report on 

• Amounts to be paid by municipalities for bulk resource 

• Arrears owing by municipalities and age profiles of such arrears 

• Actions taken by organ of state to recover arrears 

• In March 2011, the total debt owed to Water Boards was R1.832 billion, of which R1.003 

billion is in arrears (not current debt) 
 

 When reviewing the payments over the last quarter the following is recorded: 

 Approximately 87% of current debt is paid within 59 days; 

 Approximately 92% of current debt is paid within 89 days; 

 Approximately 93% of current debt is paid within 119 days; and 

 The majority of arrears, 78% (R781 million), is more than 120 days old. 
 

• In context of annual Water Board sales to municipalities, which are over R8 billion, these 

arrears represent less than 10% of annual sales to municipalities. 

• The bulk of this debt relates to disputes of a technical, financial or contractual nature or 

due to a  misalignment of water services authority functions. 

• National Treasury and Provincial Treasuries engage with municipalities and Water Boards 

to facilitate the settlement of disputes and payments, upon request.  
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Municipal debt to Water Boards (2/2) 

• Specific action taken by NT during 2010/11 to assist 

 Engaged with Bloem, Sedibeng, Lepelle Northern and Botshelo Water Boards together 

with relevant municipalities. In all cases payment or arrangements regarding the 

arrears were made.  

 In certain instances requested Provincial Treasuries to facilitate engagements in 

provinces (in progress) 

• General Findings on arrears: 

- Limited metering of water consumption, poor positioning and location of water meters 

- Non existence or poorly drafted service level agreement require amendments 

- Misalignment of water service authority functions, between DM and LM 

- Transfer of functions between municipalities incomplete 

- Non enforcement of credit control policy by Water Boards 

- Financial disputes; Municipalities delaying payment or not honouring payment arrangements 

 Need to strengthen roles of sector departments in a coordinated manner 

 DWA assist parties with service level agreement and technical issues related to water 

meters (e.g. DWA  current engagements with Sedibeng water board and related 

municipalities i.e. Matjhabeng, Maquassi Hills, Tsantsabane, Moshaweng and Nala 

municipalities)  

 COGTA/DWA must assist in reviewing and finalising water services powers and 

functions (Mahikeng) 

 Improve oversight over Water Board and enforcement of credit control policies 
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Municipal Tariffs: MFMA Circular 55 

• The level of cost recovery in municipalities is generally low due to incorrect 

pricing 

 In preparation for the 2011/12 budgets, municipalities were encouraged to review 

the level and structure of their water tariffs carefully, with a view to ensuring: 

– Water tariffs are fully cost-reflective – including the cost of maintenance and renewal of 

purification plants and water networks, and the cost of new infrastructure; 

– Water tariffs are structured to protect basic levels of service; and 

– Water tariffs are designed to encourage efficient and sustainable consumption (e.g. 

through inclining block tariffs). 

• If a municipality’s water tariffs are not fully cost reflective, the municipality must 

develop a pricing strategy to phase-in the necessary tariff increases in a manner 

that spreads the impact on consumers over a period of time; 

• All municipalities should aim to have appropriately structured, cost-reflective 

water tariffs in place by 2014; 

• To mitigate the need for water tariff increases, municipalities must put in place an 

appropriate strategy to reduce non-revenue water, particularly leakages and 

water theft;  

• Municipalities must also ensure that water used by its own operations is charged 

to the relevant service, and not simply attributed to water ‘losses’. 
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Transfers to Local Government 

• 2008 cost estimates for providing water are R30 per month for a serviced 

household and R10 per month for unserviced households 

• The ES allocation equates to approximately R130 per poor household per month 

for serviced households and R50 per month for unserviced households (based 

on 2001 census household data) 

• The number of households with free basic services  increased by 17% from 6.1 

million in 2008 to 6.4 million in 2009 

 National Treasury is in the process of developing a methodology of costing  basic 

services to assist municipalities in correctly pricing services. 
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R million 2010/11 2011/12 2012/13 2013/14

Equitable Share: Total Allocation 30,559       34,108       37,573       39,960       

% increase 12% 10% 6%

Equitable Share: Water and 

Sanitation Component 988             1,135          1,257          1,340          

% increase 15% 11% 7%

 Equitable Share (ES) 

allocations are increasing: 

• Total grant transfers (direct and indirect) to local government amounts to R 64.2 bn in 

2010/11; R74.2 bn in 2011/12; R81.5 bn in 2012/13; and R87.1 bn in 2013/14 
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Changes to Local Government Equitable 
Share formula 

• A number of reforms have been made in 2011 MTEF to increasingly 
assist poor municipalities: 

 R1.2 billion added to the LGES over the 2011 MTEF; 

 On average, the 70 poorest rural local municipalities each gained 
R5.5m in 2011/12; 

 On average the 21 district municipalities that provide water and 
sanitation in poor rural areas each gained R12.4m in 2011/12; 

• The reforms will enable these municipalities to continue expanding 
coverage despite increases in the cost of bulk services. 

• Infrastructure maintenance and lack of capacity remain challenges 

• Treasury continues to support municipalities to strengthen capacity. 

 

 

 

 

 

 

 

 

 

 

 

 



Conclusions 

• Operational challenges around raw water quality, ageing infrastructure and low 

expenditure on maintenance require strategic focus 

• Finance generally well managed with two key concerns: 

– Short term liquidity risk due to low cash flows 

– Maintenance expenditure low 

• Tariffs have a major impact on Water Boards sustainability and need to be cost 

reflective 

– Above inflation increases in major cost drivers and lower volume growth 

– Role of municipalities in tariff consultations needs to be strengthened 

– Need to strengthen the role of sector departments in resolving disputes 

• Implications of higher tariffs on consumers at a municipal level 

– Government transfers are increasing 

– All municipalities should aim to have appropriately structured, cost-reflective 

water tariffs in place by 2014; 

• Going forward: Treasury supports DWA in achieving Government Outcomes: 

 Institutional Realignment; Raw Water Pricing Strategy Review; Independent 

Economic Regulator 
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