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ABSTRACT

This paper considers the challenges facing the rural based municipalities – the forgotten municipalities – and examines their ability to establish themselves as self-sustainable units.   Having determined that this is not possible in the foreseeable future, and that there are at least 90 of them, the papers goes on to examine possible actions which have to be taken to assist them in gradually working towards their ultimate goal.

1. INTRODUCTION

The new municipal demarcations and restructuring of local government which came into effect in 2000 dramatically changed the format and style of local government in South Africa.   Local municipalities covered almost the whole extent of the country – the only areas excluded being the 6 metropolitan municipalities and the 25 District Management Areas which covered national parks and similar specialised areas.   Above them were the district municipalities which encompassed the area of a number of local municipalities.   These new “wall-to-wall” style municipalities incorporated the well established and well served towns, the forgotten urban and peri-urban areas where the majority of South Africans were forced to live without receiving any acceptable form of municipal services and the rural areas where existence was about just that - existence!   Town management structures which previously served 25,000 people suddenly had to serve 250,000 people or more and the extra 225,000 people wanted services, most were not able or not prepared to pay for the service, but this was the new South Africa, they wanted services NOW!

In fact, in the cases where there was a town management structure geared to serve 25,000 people it gave such areas a great advantage.   Many of the new municipal areas had no such basis to work from.   I have worked with one municipality which 4 years later still operates from rented accommodation outside its own area of jurisdiction.   Other municipalities took up to a year to appoint their first employee.   Compare that with Johannesburg, one of whose biggest challenges (in addition to dealing with a huge accumulated debt) was to consolidate the thousands of employees they inherited from the various structures which were collapsed into the new metro organisation.

2. MUNICIPAL BUDGETS

2.1
Country Wide Information

The Inter Governmental Fiscal Review(1) published by the National Treasury presents details of the budgets of municipalities for the 2003/4 financial year.   The overall total broken down by category of municipality and compared with the census information is shown in the following table: 
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Table 1 – Combined Municipal Budgets

It is important to note in the above table that 33% of the population stay in a Metro and that the cost of running a Metro per household was almost three times that of the combined district and local municipality.

The breakdown of the average operating expenses and income based on the total of all budgets is shown in the following figure:
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Figure 1 – Average Operating Expense and Income Budget

The above breakdown mirrors the typical norms that one would expect to find when undertaking a high level assessment of a municipality’s finances.   Of concern though is: 

· The relatively low level of capital charges (interest and redemption) which probably reflects the high amount of grant aided capital investment which is currently undertaken and the inability of many municipalities to borrow on the open market; and

· The relatively low level of repairs and maintenance which reflects the pressure on budgets where this item is the first to get cut.   This lack of re-investment in existing infrastructure is already showing its effect in deteriorating facilities and will shortly lead to the need to commit even more capital investment when such facilities have to be replaced before the end of their normal economic life. 

· The financial dependence of many municipalities on the income generated from electricity and the need to ensure that this is maintained or replaced when the Regional Electricity Distributors come into existence.   

· The subsidies from National Government are significant at just over 10% of average income.

2.2
A Forgotten Municipality

While the national average presents a reasonably balanced picture, the similar information for one of our new, rural based, district municipalities presents a very different picture:
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Figure 2 – Operating Expense and Income Budget for a Sample District Municipality

Note that: 

· There is no income from bulk electricity as this is supplied by Eskom on a pre-payment basis 

· There are no capital charges (for the reasons given earlier).

· Although there is a budget allowance for purchasing bulk water there is no water income (in practice no payment was made for bulk water purchases).

· This municipality was 70% dependent on government grants and subsidies for this financial year.

The similar figures for a local municipality within the district are as follows:
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Figure 3 – Operating Expense and Income Budget for a Sample Local Municipality

In this case note:

· Salaries are double the norm (Either through over staffing or because the municipality is not yet incurring normal expenditure)

· There is virtually no other expenditure so how can the municipality effectively use its staff?

· 85% of the income comes from national grants and subsidies.
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The equitable share allocation and other operating subsidies from national government are obviously an important method of providing financial assistance to the municipalities with high levels of indigent families.   In the 2003/4 financial year, municipalities budgeted for some R8 billion from these sources of which R6 billion came from equitable share.   This support from national sources is an important lifeline for our rural based municipalities.

Table 2 – Allocation of Equitable Share

The actual support is, however, in many cases even more than this when the water operating subsidy, payable in areas where DWAF is, or recently has been, the de facto water services provider, is taken into account.   Although this does not reflect in the municipal budgets being considered (although there are suspicions that some municipalities have incorrectly included it) it is a municipal responsibility and will become part of their expenses and income once the current transfer process is completed.  This presents a major cause for concern due to the planned reduction of this subsidy over the next seven years without any commitment, at this stage, for it to be replaced by any other form of funding.   The financial modelling exercise (Figure 4) carried out for one such area clearly indicates the growing deficit which results despite a realistic allowance being made for increasing income from the user tariffs.

In this example, bulk water is currently provided by a water board which is presently totally funded by DWAF.   The major difference between the year 1 and year 2 subsidy from DWAF represents the threat that all such funding will be terminated by 2006.   It would seem logical that municipalities, battling with realistic challenges to balance their books in difficult circumstances, should ask for the existing DWAF subsidies to be converted into equitable share or a similar grant until such time as they can determine what they can reasonably expect to collect in the way of water service charges.       
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Figure 4 – Projected Deficit in Water Services

The next challenge facing this area, as with most of its counterparts, is the need to develop its own income base from the tariffs charged to consumers.   This creates its own problems:

· there is virtually no industrial activity in the area and commercial developments are limited, only using low volumes of water

· around 90% of the users have never been required to pay for water and sanitation services

· while the DWAF intervention to construct schemes to provide basic levels of water supply has affected most of the area, subsequent lack of maintenance coupled with no control over the high levels of informal connections means that the majority of these schemes are no longer capable of providing a consistent daily basic water supply

· a poverty rate of 63% (according to the National Treasury statistic) which indicates that most of the users will confine their water usage to the free 6 kl or less a month and that, where use does exceed this amount, obtaining payment will be difficult.

It is clear that municipalities – the forgotten municipalities in my view – who have similar conditions to the one above are not going to be able to provide sustainable services to their communities without considerable financial support from national government resources for a considerable time into the future.

3.
KEY INDICATORS OF A FORGOTTEN MUNICIPALITY

From experience in working in detail with certain municipalities and undertaking high-level assessments in others, the key indicators of these forgotten municipalities are:

· There is no major town in the municipal area

· There is no significant industrial or commercial activity in the area

· There are large areas of tribal controlled land in the area

· A high number of households are located in what are effectively rural areas

· There are high levels of poverty in the area

· It is a new municipality which had no historical organisation to grow from.

Not all factors have to be present in each case but as a conservative estimate it is believed that there are at least 90 such municipalities, almost a third of the total.   This number could easily be as high as 50% of all municipalities.

4.
THE CHALLENGES

The challenges facing these municipalities fall broadly into two groups.   
4.1
Income Base

The first challenge is to generate sufficient income to support the operations of the municipality and it is necessary therefore to consider each of the major potential income sources:

· Electricity – Many of the larger municipalities generate considerable income from this source.   In our forgotten municipalities, electricity is often supplied directly from Eskom on a pre-payment system.   It is difficult to understand how a new municipality could claim any of this income considering that they have not provided the infrastructure and play no part in the service provision or payment collection process.   The pending implementation of the Regional Electricity Distributors may even threaten any income that a municipality is currently receiving and, again, is unlikely to generate income for municipalities not involved in the service provision.

· Rates and Levies – The fact that rates are not applicable on properties with a value under R15,000 is going to exempt a considerable number of households from contributing to our rural based municipalities.   The municipalities have also been given the option of exempting indigent households which could have a further negative impact on potential income.   As mentioned earlier the low incidence of industrial and commercial properties will restrict the ability to recover both rates and levies from these sources.   There normally does exist a potential for a municipality to improve its income by identifying and collecting from all those eligible to pay in its area.   The extent of the upside on this potential income is, however, considered to be restricted.

· Water – The factors referred to in the specific example on water are applicable here.   It is, however, important that the municipality (those who are the Water Services Authority) implement proper arrangements for the provision of the service as well as for ensuring that those who are required to pay do receive correct monthly bills and statements and have credit control actions taken against them in the event of non-payment.   This approach implies that every house connection either has to be metered or has to have a flow restrictor device attached.   There is definite potential for most of our forgotten municipalities to increase their income flow from this source but this is unlikely to come close to cover the total costs involved.

· Sanitation – The cost of water borne sewerage is high, both to the municipality and to the customer (including the cost of water used, this is estimated at a minimum of R100 per month per house).   The installation of such facilities can only be financially justified when this is proven to be affordable.   The bulk of the rural and peri-urban areas will therefore most probably be served by VIP or chemical toilets or by septic and conservancy tanks none of which will generate any significant income for the municipality.

· Refuse Removal – there is generally an acceptance by the communities of the need for the service and the need for it to be paid for.   It is, however, difficult to enforce this payment and the level of income which can be generated will always be threatened by the poverty in the area.

· National subsidies and grants – having created these municipalities, it is critical to ensure that they work.   For this to happen, on-going financial support will be necessary until the underlying weaknesses in their financial system can be corrected.

4.2
Capacity

The second challenge faced by these municipalities is in terms of their capacity.   These forgotten municipalities have particular problems as a result of:

· Many experienced municipal officials have been lost to local government but many of these municipalities, being new organisations, never had a core of such experience.

· The location of these municipalities (remember that one of the key indicators was that there was no large town in the area) means that they find it difficult to attract and retain suitable staff.   This is particularly critical in respect of key senior management personnel but also applies to middle management where their expectations include being able to obtain reasonable standard housing as well as a job for their spouse or partner.   One of the concerns regarding the staff that do work in these municipalities is that many senior staff do not stay in the municipal area but commute long distances either on a daily or weekly basis.

· The challenges facing our forgotten municipalities are in fact far greater than those facing a municipality which has grown out of a historical organisation.   Not only do they have to maintain any existing services but they are also having to build their own organisation, train and develop their own people, develop new systems and also redress the inequities of previous ineffective structures.

· Of particular concern to this Conference is that only 13 out of the 47 district municipalities (28%) and 42 out of the 231 local municipalities (18%) have members of IMESA listed in their senior management – an indicator that the important skill and experience of a municipal engineer is not available to many municipalities.

5.
THE WAY FORWARD

Given these immense challenges facing these municipalities, what suggestions can be offered to assist in making our municipal system more effective and viable?   

· While we must ensure that everyone has access to clean drinking water and suitable sanitation facilities, the actual method of ensuring this has to be affordable for the country as a whole.   For this reason it should be accepted that, for the foreseeable future, rural and peri-urban areas will be served by standpipes and VIP toilets.   In rural areas some of these standpipes may be further away than 200 metres depending on the density of the housing.   Only in formal urban areas will the opportunity exist for house connections for water and, if the treatment facilities are available, water borne sewerage.   Effectively this means urban style services in urban areas only.

· Consideration has to be given to the principle of demarcating a new municipality without any economic base to support it.   This of course links into the current review of the demarcation and the on-going discussion as to the effectiveness of the two level, district and local, government structures as well as the related allocation of powers and functions.   As long as we have municipalities which do not have an appropriate economic base then central government will be required to provide considerable financial support to these areas.

· The challenges facing these municipalities are so great that it is critical that all available resources have to be utilised to contribute to their development and to help in the provision of services.    To this end municipalities should actively consider how other organisations can assist them in achieving their goals.   Examples of use of the public sector could include: 

· agreeing with Eskom to use their payment centres for the collection of municipal payments; 

· using water boards to assist in the provision of water services; 

· combining with adjoining municipalities to jointly provide services or share resources; 

· setting up mentoring or support agreements with more established municipalities; and 

· making full use of the various support programmes provided by national departments, the relevant province and SALGA.


It tends to be lost in current popular ideology that the private sector can play (and always has played) an important role in assisting with the provision of municipal services and the developmental needs of a municipality.   The private sector can play this role subject to it being correctly managed and controlled through proper contracts or agreements and effective monitoring of these contracts.   The private sector also includes local contractors, service providers and suppliers, new local entrepreneurs, SMME’s, etc., all of which also create opportunities for promoting the local development of the area.   Examples of the use of the private sector could include:

· revenue enhancement programmes and income collection;

· full or partial service provision;

· outsourcing of municipal functions such as engineering management and control;

· creation and operation of waste disposal sites and refuse collection systems;

· construction of new work.

· Ultimately the long-term challenge is to create a financially sustainable municipality and this requires an economically active municipal area.   The key municipal responsibility of economic development is therefore critical in this area.   Major efforts should be focused on the attraction and retention of employment opportunities to the area as well as the creation of the maximum number of jobs which will contribute to the economy of the area.

6.
WHAT IS REQUIRED ?

So, given the situation and conditions existing in these forgotten municipalities, what can we, as a composite group of interested parties, do to assist and to contribute to the developmental process.   Let us try a few suggestions:

· National – while recognising that our overall national resources are limited, it is critical that national government continues to provide at least the current levels of financial support (based on all current funding processes) to these municipalities until such time as they start to generate some realistic income of their own.   It is also important that the current policies in respect of basic services are maintained and enforced through all political structures without any upliftment of these standards until such time as the country can afford them.

· Provincial – they should be providing effective support to their forgotten municipalities by allocating expertise to them where this is lacking and by fast tracking actions such as the approval of bylaws and the allocation and implementation of assistance programmes.

· Municipalities – all Councillors must understand and pro-actively support the need to establish an income base for the municipality and to co-operate in ensuring that those who should pay, do pay.   Municipalities should also resist pressure to provide higher levels of service where they cannot be paid for and they should ensure that all their staff are properly trained to be competent in their posts.

· Consultants – should only propose projects or solutions that are cost effective, appropriate and ultimately affordable to the communities – this can only be achieved if they really understand the needs of the municipality and the community.

· Private Sector – should develop simple and affordable solutions for the outsourcing of municipal services and functions.

Finally, let us recognise the particular challenges facing these forgotten municipalities.   It is not easy to create such a complex structure in a few years or for new officials to be fully capable of undertaking their responsibilities in that time.   They need as much support as they can get and it is critical that their particular circumstances be recognised and that they receive as much support as possible in achieving their, and the country’s, objectives.
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