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FINANCIAL CHALLENGES FACING NEW MUNICIPALITIES

Stewart Gibson

Based on the “average” conditions which were present in most TLC’s prior to the elections our newly constituted local and district municipalities can expect to face a problem of shortage of cash and cash reserves, a lack of skilled and experienced personnel, shortfalls in their administrative systems and low levels of customer satisfaction.   The previously “white” areas will be well served by municipal services while the previously “black” areas will be underserved or not served at all.   Many consumers have adopted the previous boycotts in payment for services as the norm and even those with adequate incomes are not paying.   No consistent policy is in place to assist those consumers (customers?) who genuinely cannot afford to pay.   The shortage of skilled people in the financial and administrative areas of the Councils, as well as lack of adequate systems, means that non-payment cannot receive the necessary follow up.  Action, such as restriction of supply or disconnection, in respect of non-payment, also suffers from lack of political support (particularly in any period leading up to an election!). 

For many authorities they will have to make decisions on what their core services are.   They will have to decide if it is still the core business to run swimming pools, caravan parks, holiday resorts, game farms, common grazing areas, stock pounds, bus services, etc (all real examples).

There is also a problem of a budget and accounting system which incorrectly reflects income as being equal to the total revenue invoiced and makes little or no allowance for unpaid debts.  Funds allocated to protect, upgrade and refurbish the assets and systems used to provide revenue generating services such as water and electricity have been cut back to such an extent where the few remaining technical staff spend much of their time with treasury and cash control committees for the release of relatively minor sums needed for essential supplies.   The combination of overstating the cash income and drastically cutting necessary expenditure typically produces a gratifying surplus in the budget  which is then used to cross subsidise non-revenue services and hold the rates levels at artificially low values.

In many cases budgets are inappropriately structured with high percentages of the budget going to personnel costs and little remaining to provide the materials and equipment necessary for this labour effort to make a difference.

Most authorities have not been able to allocate capital expenditure budgets required for the necessary upgrade, replacement or expansion of their services. The capital expenditure now required to undertake urgent work cannot be supported by the income being generated and the ability of council to borrow the necessary funds is restricted (in some cases does not exist) due to their inability to service loans or to obtain the necessary credit rating.   

The above comments are a collection of scenarios typical of small to medium municipalities as the larger, more established authorities, as well as the metros, are generally in a stronger situation due to the larger scale of their operations and the number of industrial, commercial and high income domestic ratepayers/customers.   Such customers can generally be expected to pay thus making contributions to the income, and therefore the financial capital base, of the authority.

So what does the future hold for these new municipalities?    From the way that many services have been allowed to run down there is generally an urgent requirement for extensive capital expenditure to bring services back up to acceptable standards, to continue to provide services to those currently served and to extend services to those who are currently not served at all.   The financial implications of these requirements will be considerable and will generally be outside the capacity of the new municipalities.

In addition to capital expenditure, many new authorities will have to create new systems and will have to expand existing systems to better serve the needs of the people in their area.   An example of this would be the creation of combined pay points and customer care centres in locations accessible to the various communities.   They will have to appoint new staff members in such authorities who require to be trained and who will need mentoring and time to develop the required knowledge, skills and understanding to effectively support the elected councillors in their area.   The whole authority will need time to develop an income stream which will support these efforts.

The creation of an adequate income stream will be further threatened by the current policy stance of the majority party in Government to provide “free basic services for the poor”.    The principle of ensuring that basic services are available to all is supported.   It cannot, however, be entirely left to every municipality to independently fund such a policy.   Already municipalities are suffering financially from those who self proclaim themselves to be “poor”, who use water in excess of the basic amount of 6kl per month and who are now refusing to pay properly submitted accounts.   Urgent clarification of this policy, and a practical method of implementation, will be urgently required.  

The capital expenditure, the new operating costs and the time to develop a revenue base will require that municipalities will need some form of financial support in the form of seed money.   This would have to come from sources such as aid funds or government funding.   The involvement of the private sector could also be utilised through the outsourcing of specific functions (examples would be vehicle fleet management, provision and operation of financial systems, billing and revenue collection, etc.) and through the judicious use of PPP or MSP contracts.    

In support of such policies each Council has to commit its political will and support to the need for an effective revenue generation.   The principle of payment for services has to be supported by all concerned.   In conjunction with this, however, appropriate and effective indigent support policies have to be established by each Council and these policies have to be strictly followed and enforced.    Central Government also has a major role to play in this regard by ensuring that adequate funds are made available to support local and district municipalities where there are large percentages of indigent families.   Mechanisms such as the Equitable Share Grant have to provide realistic support for such municipalities to provide the basic level of services which have been decreed to be available to all South Africans. 
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