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Introduction

1. The dire economic situation in the Mathjabeng region based on the decline in population from 1.2 million in 1992 to 400,000 currently due to a decline in gold production in the area is leaving all businesses more vulnerable to survival.  The many challenges faced by the local municipality in stabilising service delivery are playing havoc with the sustainability of businesses.

2. Basic Service deliveries in our area are now being threatened and this has a direct influence on services delivered by businesses.  The first example of this was the water supply to our area being cut by the supplier Sedibeng Water as the local municipality fell into arrears on payment of accounts.  Legal action on this issue is still pending.  Secondly and more importantly bulk electricity users have been hit with a 51.78% increase on a month-to-month basis between August and October this year.  The Municipal budget indicated an 11% increase for the 2012/13 year.

3. This increase came as a big surprise to already burdened businesses and has been the major reason for escalating the issue to Parliamentary level.  Collectively business have no issue with rising costs and we know the rates charged are still within the allowed NERSA tables – the main issue is the way in which these decisions are made without any consideration, consultation or incentives to the businesses who in essence keeps the economy running.

4. After exhaustive consultation with the municipality, the issue has not been resolved and employers are now starting to engage in retrenchments and closures which our area can hardly afford.  We will illustrate our point with three case studies:-

Two of the case studies relate to IPAP Sector  Clusters 1, whilst the last relates to an upcoming BBB business that is in a PPP relationship with government.

a. Nutripharm – Hennenman

The incentive scheme in place to draw new manufacturing businesses to the Matjhabeng area in 2006 was very attractive and the company decided to move their operation to Hennenman due to the incentives and the central location of the town relative to South Africa.   This business was established in 2006 and after a 2-year struggle to get electricity supply from the local municipality with a direct personal investment to assist the electricity provision of a quarter of a million Rand went into production in 2008.  28 Job opportunities were created through the start of this factory.  After the recent once-off increase of 51.78% two employees have already been retrenched and the full closure of the business remains an option.

Nutripharm’s monthly electricity account has jumped from R30, 000.00 a month to R48, 000.00 a month.

b. Galison Manufacturing 

The company was formed in 1977 and has grown into a major manufacturer and supplier of heavy and medium fabrications.

The company employs 250 people at four of its manufacturing sites in Welkom, South Africa and additional people at its two manufacturing and service sites in Kalulushi, Zambia. 

Galison’s main factories are situated in Welkom in the Free State and the covered workshop area is about 18 000m2 serviced by 24 electric overhead cranes. Galison has achieved major success in recent years with exports into Africa including among others, Zambia, Ghana, Tanzania, Botswana and Zimbabwe. The company's products are also exported to countries around the world including Peru, Fiji, Australia, Canada and Russia.  The company provides their services through long-term contracts with the mines and fixed prices based on budgets and projections of major expenses such as electricity.  

The 51.78% increase that was implemented recently without due consideration to factories and manufacturing industries in the area has a major impact on existing companies of the size of Galison.  We cannot afford to lose these companies and their expertise in our area since they provide stability and job creation on a continuous basis.  Galison has indicated to us that they are seriously thinking of relocating their factories to a different area or even a different country because of the inconsistent services being provided in our area and the excessive overheads that now make them uncompetitive.
This increase has a direct effect on their contracts and their income and they will be looking at retrenchments and shorter work weeks to compensate for the loss of income.
Galison’s electricity account has increased from app. R90, 000.00 for June to R130, 000.00 for August 2012.
c. MBV Group – Mr Dingane 

This provider of security services and building material to private and public sector’s business commenced in 2004 and a new brick-plant venture which started in 2011.  As a result of the erroneous non-renewal of contracts, 52 security guards from his operations alone, faces retrenchments before December 2012.  Furthermore 207 security officers from other service providers share the same fate.  Beyond that this employer has also been affected by a delay of payments and projects relating to the provision of bricks for the upgrading on the townships in the area.  This has caused the brick-plant to come to a stand-still as the employer could not find an alternative market for the bricks, so close to the building industry’s annual closures in December.  Retrenchments have started already and 9 employees have received their termination notices at the end of October.  In total, as many as 70 employees will be affected directly.  The company itself also faces the possibility of closure as these vital contracts have been lost.  The employer is also affected by the dramatic increase in electricity in the past few months and this will hamper any possibility of recovery and continuity in the future.

5. Suggested Solutions

Short-term solution

· Immediate financial rebates for affected companies as bridging mechanism for unbudgeted increase.

· Reverting back to original rate and implementing the increases in line with NERSA’s national suggested increases over at least an 18 month period.

· Urgent decisions by local government on incentive scheme to include relief and strategies for existing businesses through consultation with Business Chambers.

· Continued relation-building between local government and Business to ensure workable solutions for the economic development of our region.

Medium-term solution

· Subsidies to companies to update their existing technology to new and alternative technologies for being more energy efficient.

· Building of database of business through the SMME observatory at University of Free State to form the basis of discussions on future budgetary decisions.

· Including business representatives on financial, budgetary and procurement committees on local government level.

· Buying electricity directly from Eskom* for bulk users.

· Eskom

· Business will have more control over strategic planning and budgets when delivering services.

· Better customer service and relations through Eskom than from local municipality.

· Eskom provides advisory services for its end-users relating to operational, technical and efficiency aspects which is a service not delivered by our local municipality.

Long-term solution

· Implementing alternative energy supplies to our region to be more competitive and resulting in our region contributing not only to economic stability but also to the green energy strategy drive.

· NERSA to investigate their tariff and tariff increases on industry related areas such as mining in our instance, but rather on economic demographics such as household incomes per area.  An illustration in point is Majthabeng being a declining mining area and we are being compared with Rustenburg which is an expanding mining area.

Conclusion:

Our future, and from a host of news reports, clearly those of many other small businesses are in jeopardy. WHO OTHER THAN THE SMALL RURAL BUSINESSES, EMPLOY AND FEED THE POORLY CAPACITATED RURAL COMMUNITIES

The loss of many small entrepreneurial businesses has resulted in the retrenchment of thousands of workers; this has exacerbated the unemployment statistics and thus also the crime rate in the RSA.

Electricity charges per se are a great contributor to the failure of “small manufacturing companies.”  Their failure and the consequent retrenchments will certainly increase the urbanization of the rural population. 

Nutripharm feels strongly that we speak not only for ourselves as a SMME, but also for new enterprises and those long established such as Galison.  We are impacted negatively because we are supplied with electricity by a municipality whose staff is incompetent, rendering the municipality incapacitated.
We support our claim with the following information and evidence:

· It has taken the municipality’s engineering department two years to supply enough power to Nutripharm. (original letters to NERSA)
· We were billed on the exact same power usage reading for seven months – 13048Kwh.

· We received an account in Feb. 2012 for an odd R3900 and the next month for R28500.00 this makes it impossible for us to do any planning for cash-flow in our company.
· The formulation for calculating the final electricity account is not standardized amongst authorities and subject to manipulation. In our documents we highlight the iniquity of maximum demand for small start-up companies.
· The local municipality is loading their electricity bills because people are not paying their rates and taxes --- 80% plus of their income is derived in this way. Their budget shows that in the coming financial years their income from electricity alone will increase from R575 million in 2012/13 to R645 million in 2013/14 to R696 million in 2014/15.

· The Matjhabeng municipality’s basic charge for power is one of the highest in the country. Why is there such a huge difference between ourselves and a client who conducts a similar business in Roodepoort, despite the fact that he runs his factory 6/24hrs and we run our similar line for no more than 2/12hrs?

· The municipal representative replied to us one of the reasons for the discrepancies in accounts are due to 21 viruses that were in the computer system.  How is this possible – where are the internal controls?
We requested electrical supply direct from Eskom approximately 5 years ago for many of the above reasons. We believe from our side we have tried to have meaningful discussions and to highlight our plight with municipal employees – yet nothing has happened other than our business being put under pressure to breaking point.

In our current economic climate business owners cannot be expected to subsidise local municipal incompetence – although our roots are well vested in the Matjhabeng area and we believe there is an opportunity to turn around our economy, the options of viability has become more urgent and immediate action is required rather than continuous discussions.
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