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Executive Summary

The Free Basic Water Policy was officially implemented in July 2001. The policy was rolled out in most
urban areas on or near this date. However, in rural areas it was much more difficult, and there are many
areas that have not yel seen the implementation of Free Basic Water (FBW). This is due 1o varying
financial, technical, political and logistical problems at the local and district municipality level.

This research investigates the current situation in rural municipalities, looking specifically at FBW policy,
institutional arrangements, operation and maintenance costs, cost per capita and affordability in relation to
the Equitable Share allocations. Five case study areas were chosen: the uThukela Water Partnership
(KwaZulu Natal); the Alfred Nzo District Municipality (Eastern Cape). the Ngqushwa Local Municipality
(Eastern Cape); the Vulindiela Water Scheme (KwaZulu Natal) and the Nihungwane Community Scheme
(Kwa Zulu Natal).

From this research it is clear that Water Service Authorities (WSA) are at varying levels of implementation,
with few having a fully operational policy that is reaching the rural areas. Some communities have not been
informed about FBW and are still paying for all their water.

The institutional arrangements for FBW implementation are unigue to each WSA, but a commen factor in
efficient, cost effective provision was noted 1o be the contracting of an organisation with the expertise and
capacity to successfully manage water provision within a budget. An example of such an arrangement is
found in the organogram below:
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Figure 1: Cost effective institutional arrangement for water provision
For each case

study area the operation and maintenance costs were determined (as far as possible), and from this, the
cost per capita per month for water provision. One recurring cause for concern was the lack of asset
replacement costs in WSA budgeting. This will cause a major problem in the future when infrastructure
needs to be replaced. It was noted where a WSA had not developed a FBW policy an ad hoc, unreliable
operations and maintenance sysiem tended 10 be in place, with higher costs than encountered where a




reliable, comprehensve service was provided. This highlights the need for WSAs to priontise FBW,
regardless of their budget restraints, as FBW-by-default could resull in greater expenditure than if the time

resources and budget are allocated for the development of a sound FBW policy and implementation

strategy

There was a large range in costs per capita, with a trend that showed the influence of economies of scale
This is illustratec in the graph below (Figure 2) that shows the benefits of a water service provider covering

a large population.
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Figure 2: Correlation between cost per capita and population served

The median of these per capita costs was used as a recommended cost per capita to which WSAs cou'd
align their budgets. This cost has proven to be attainable by service providers in different environmental
financial, social and political environments encountered in this research, This recommenced cost per
capita per month is as follows:

R3.51 (operations and support) « R2 33 (asset replacement)
= R5.84 Total cost /capita/month  (in 2004/2005 value)

For pcor rural areas the affordability of FBW is primarily determined by the Eguitable Share (ES)
allocations. These alocations, when compared with the median cost calculated above, show that the ES
allocations are insufficient to cover the operation and maintenance costs in all but one of these rural areas
Table 1 shows the portion of the ES that is allocated by Natonal Treasury for the supply of water anc
divides this grant money (at R5.84 per capita per month) by the population served by the water service
provider. The last two columns show the percentage of the population that the grant can cover. and the
percentage cover that is currently required at reported indigence levels and service levels. This shows that
even if 1 is taken into account that, for example, anly 80% of the population showld qualify for FBW, and
that only 55% of the population currently have access to potable water, the ES s insufficient 1o supply for

this portion of the population




Table 1: Affordability of FBW

[ ES WSA Popin Recommended %%covor % cover needed at
; allocated (Census 2001)  Costcap/mnth | possible at present levels of
‘ for water ! recommended service provision and
cost/'c/m indigency
uTWP R40,986,800 | 1581480 R5.84 37% 43%
" Alfred Nzo '_‘
oM R35,699 680 | 550 3809 R5.84 83% 5%
"Ngqushwa | R2,084680 | B4 220 RS 84 51% €0%
" Vulindiela
1 R13,673977 | 553 223 R5.84 36% a8%
 (uMsunduzi)

However, the situation at Alfred Nzo DM is encouraging, and should be a motivating factor to other WSAs
to implement FBW formally within their entire jurisdiction. The reasons for the high ES grant to the Alfred
Nzo District Municipality are most likely: accurate indigence statistics and a high level of FBW
implementation. The Free Basic Services Granl is determined by the number of people actually being
provided with the services. Therefore, as the other WSAs increase their levels of provision, the grant
allocation will increase. However, the problem of differing indigence statistics is more difficult to rectify.
National Treasury only supplies grant finances for the indigent households as determined by the latest
Census statistics. These statistics differ significantly from the indigence statistics used by the municipalities
in this research. An example of this problem is demonstrated in uMzinyathi DM, one of the DMs in the
uThukela Water Partnership: Census 2001 gives and indigency level of 72%, while the Water Services
Development Plan for the DM gives an indigency level of 93%. This discrepancy transiales into
approximately 100 000 people that are not provided for by the ES.

These problems with affordability highlight the need for WSAs to have effective and efficient cost recovery
systems that ensure payment for water by those that are not poor, and by all users who consume mere
than the free basic allowance. Cost recovery was a noted problem in each of the case study areas and
needs practical and politically acceptable solutions f FBW is to be sustainable.

Free Basic Water in the rural areas of South Africa is difficult, but possible. With good management FBW
could be sustainable in the long term as long as national government provides sufficient levels of Equitable
Share revenue o municipalities. From the lessons learned in this research, the key faclors in successful
implementation are: good planning; the hones! assessment of the WSA capacity and the consequential
contracting of experts to fulfil the roles and responsidilities they cannot; political support for FBW policy;
and accountability.



Terms of Reference

in 2002 the Mvula Trust was appointed by the Water Research Commission 10 investigate the lessons
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this resaarch were as follows

1. Investicate various emerging Free Basic Water institutional arrangements and implementation

approaches

2 nvesticate the success of these aporoaches and arrar yements f alreacy implemented
3 Assess the real costs of provicing the water at project, support age Cy, and municipality level
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5. Make recommendations for suitable, cost-effective arrangements for FBW provision; and

6. Make recommendations for the successful transfer process to FBW
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1. Introduction

On the 19" September 2000 Mr Ronnie Kasris, the then Minister of Water Affairs and Forestry issued a
press statement announcing a Free Basic Water Policy. Five months later, on February 14 2001, he
explainec what the policy would mean and announced thal 6kl per household per month would be free.
This would be funded by using equitable share allocations from the national treasury, and by using cross-
subsidisation. The date for implementation was given as 1 July 2001, coinciding with the first financial year
of the new local municipalities. This was qualfied by the statement that although this was the official date,
water users would need to continue paying until they were informed by their local council of the actual
implementation in their area. The policy was duly implemented in urban areas without much difficulty.
However, rural areas were much more difficult, and 1o date there are many areas that have not yel seen
the implementation of Free Basic Water (FBW). This is due lo varying financial, technical, political and
logistical problems that local and district municipalities have not had the capacity to overcome.

As a part of a focus on capacitating local government, a total of 237 local authorities attended workshops
across the country. From these studies and workshops the Depariment of Water Affairs and Forestry
(DWAF) published Free Basic Water Intiatives: Guideiines for Local Authorities (2001) and the Palmer
Development Group published the Free Basic Water: Implementation Strategy Document (March 2002).
Provincial Support Units were also established with the aim of providing financial modelling, technical
assistance, and reports on the progress in different municipalities. These reports would then be used to
monitor implementation and develop a ‘best practice’ report so that experiences could be shared between
local authorities (speech by Ronnie Kasrils, 2001). Furthermore, in August 2002 the Department of Water
and Forestry (DWAF) published a document that was prepared by Pariners in Development titled: The
Implementation of Free Basic Water in Remote Rural Communities: Strategy and Guidelines.

In 2002, the Mvula Trust working with the Water Research Commission began a research project that
amed 1o help record and share the implementation experiences in various municipalities. Specifically, the
objectives of this research were as follows:

=3

Investigate various emerging Free Basic Water institutional arrangements and implementation
approaches;

Investigate the success of these approaches and arrangements if alreacy implemented,

Assess the real costs of providing the water at project, support agency, and municipality level;
Investigate the availability of funds and the channelling of those funds;

Make recommendations for suitable, cost-effective arrangements for FBW provision; and

Make recommendations for the successful transfer process 1o FBW.

oNnEwN

The investigation of the FBW arrangements in the different regions was done primarily through an
interview process with key individuals who then provided documentation from which to assimilate the case
studies. The focus of the research was on rural areas due 1o the challenges which have been highlighted
regarding the rollout of FBW in these areas. From the initial investigation into institutional, administrative
and financial arrangements it is clear thal the areas are in varying stages of implementation and that each
has a unique strategy.



2. Literature Review
Against the trend: Subsidies and state-driven service delivery in South Africa.

Stephen Louw

21 Introduction

The post 1994 South African government has sought actively 1o extend the footprint of water services
beyond the urban towns and cities to include the millions of citizens living in underdeveioped urban, peri-
urban and rural settiements. Central to all of the various programmes cesigned to overcome this legacy,
especially those focussed on the provision of waler 1o marginalised rural communities, has been an
emphasis on community parlicipation and cos! recovery (RSA 1994, 1997a, 1997b, 1998). Whilst these
latter have been inlerpreted differently within the sector, the central assumplions are clear: communities
should be able fo influence the design of the project (including the choice of appropriate technology and
level of service) and the manner in which the project was to be run (e.g. through onsite, community based;
or external, “professional” management, as appropriate). Significantly, communities were also expecled 1o
contribute 1o the full cost of providing water services, although this was uncerstood typically to include only
operating and maintenance rather than initial capital expenses. Projects that were designed and managed
exclusively by external agents were deemed inappropriate to the democratic ethos of the new South Africa,
and to the pninciple of people-cenired development said to inform post-apartheid reconstruction. Projects
that were funded exclusively by external agents were seen to disincentivise community particpation and to
jeopardise the long-term sustainabidity of water provision.

This approach was in keeping with international best practice, which, in light of the disastrous experences
of state-funded water projects in the 70s and 80s (O'Hara and Hannan 1999; McCommon, Werner and
Yohalem 1990), and on the basis of detailed fieldwork studies that suggested consistently that even the
“poorest of the poor” were willing to contribute toward water projects if they were assured a reliable water
source (see, for example, the studies by UNDP (1999b); Mehta (2003) and Ahmad et. al. (2003)).
Importantly, the emphasis on cosl recovery corresponded closely with other aspects of SA government
policy, especially the shift from a top-down emphasis on satisfying basic needs towards a bottom-up
emphasis on sustainable (market related) development anticipated by the GEAR macroeconomic policy
(cf Nattrass1996)

Whilst well received in development circles, the policy enjoyed little success in South Africa and it was
clear that, by 2000, very few urban and almost no community-based schemes were sustainable. Most
relied on ongoing external support. It is not the place of this review to examine the reasons for this “failure”
(for one approach, see Louw 2003). Issues at stake include the virtues of community participation in a
context of massive services backiog, political willingness to enforce cost recovery, administrative
efficiencies and, paralleling the debate over GEAR, the considerable differences that exist within the ruling
party over approaches to economic development itself.

Department of Political Studies. University of the Witwatersrand, Johannesburg - slouw@global co.za; and Institute
for Social and Institutional Sustainability (ISIS) - isis_sa@mac com
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Although it is probably fairr 10 suggest that critics have overestimated dramatically the extent of water cut-
offs — the most widely cited study (McDonald and Pape 2002) has had o be withdrawn by the publishers
as its claims have baen shown to be fallacious (c.f. Muller 2004) - it is clear that an insistence on cost
recovery imposed a significant burcen on many poor communities and diminishec the vote banks upon
which politicians relied. This is the background to the announcement - by then Minister of Water Affairs and
Forestry, Ronnie Kasrils, in the run-up to the December 2000 local government elections - which the
government intended to provide “free basic water” to all citizens

The commitment appears to have caught senior DWAF officials off guard, as it was not preceded by a
sustainec analysis of extant policy in South Africa or elsewhere in the ceveloping world. Certainly, given
the extent to which this new policy, which necessitates considerable top-down state control and ongoing
subsidies, it is surprising that no explicit reasons were given for the overnight abandonment of the
“international best practice” approach that was once so loudly championed by DWAF. At the very least, it is
troubling to note the virtual absence of attempts to explain the conceptual underpinnings of the policy shift,
or to explore the implications of a state-led subsidy programme for the remaining pillar of state
development policy: community based development.’

Government inssts however that the FBW policy 1s not simply a populist election ploy, or a palliative
measure intended 1o cover up widely publicised falures in its community water supply programme. Rather,
FBW constitutes an extension of existing policy commitments, notably the tariff setting provisions n the
Water Services Act 108 of 1997, which specifically precludes the denial of access to service to those who
cannot pay for them (Sam 2002). Because earlier attempts to develop community-specific indigent policies
were not always as successful as they should have been, there is a need for a more comprehensive,
nation-wide, assurance of a lifeline supply of water to those who cannot afford to pay was required (DWAF
2002a)

The free basic water policy is thus of consideradble importance, not just for South Africa but for
development theory in general. If the policy can be made to work this will demonstrate that India and most
other Asian countries, as well as countries throughout Africa and Latin America, were too hasty to
conclude that their post-war subsidy-driven models had not only faded but had systematically undermined

rather than raised the standard of living of the rural poor (for an extensive discussion of this point, see
UNDP 1999a)

" The one explanation commonly cited, that Minister Kasrils was shocked to encounter an elderly rural woman who
was forced to drink water from an unprotected source because she could not afford 1o purchase water from a
community standpipe, is hardly evidence of insightful conceptual thinking, Although govemment did previously insist
that people pay for the operations and maintenance (not capital) costs of rural water schemes, this was always made
contingent on the existence of an ndigent polcy. Why this example should trigger a re-think of the princgpde of cost-
recovery per se, as opposed to a review of the manner in which indigent policies were — or, more corractly, were not -
put into place, deserves an answer. Moreover, at least one writer has claimed that the women whose plight so touched
the Minister was indeed entitied to water from the community water project. but that she chose to collect water from an
unsafe source as it was located closer to her house instead.
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It is our very modest hope that this review, and the broader study of which it is part, will contribute in some
small way to our understancing of the impact that a state-driven subsidy programme in a developing
country is likely to have on poor and marginalised communities.

22 A “basket of free services”

Minister Kasrils' promise to provide free water proved popular, and the ANC soon extended this to include
an extensive additional array of “free basic services”, including electricity, sanitation and solid waste. To
date, considerable success has been achieved in the provision of water and, to a lesser exient, electricity.
Sanitation and solid waste still need to be addressed.

In this section, we begin by setting out, briefly, the infended consequences of the free basic services
policy. This is important for two reasons. Firstly, obvicusly, we need 1o understand aims and objectives
before we can assess impact. Secondly, a standard criticism of state intervention and attempts to regulate
the market — which s what we are dealing with here - is that the intervening authority is never able fully to
anticipate the consequences of interventionist policy (c.f. Hayek 1944 1963). Thus we need to consider
some of the unintended consequences of market intervention. A classic example of this applies to price
fixing and agriculture: if government sets prices for cereals in order to keep prices low, do farmers provide
foodstuff at these prices or do they either withhold their goods from the market or shift resources into
livestock production instead?’ Here the likely consequence of intervention is a decline in supply and,
inevitably, the emergence of a black market in cereal products. Allernatively, if government attempts
artficially to fix the end-prices for medicines, will pharmacists stop providing medicines to low-volume rural
consumers or simply close down their operations and immigrate?

It is thus vital that any attempt to understand the impact of the FBW policy in South Africa is measured
against the unintended consequences of attempts to control the price of water exogenously (i.e. outside
the market) ’

Having considered the intended consequences, we discuss the policy itself. In §2.2 we consider the
anticipated levels of free service provision. Thereafter we limit our focus to water, and examine the
different ways in which the local state is expected to implement and fund this policy (§2.3). Finally, we
consider the extent to which the policy has been implemented to date (§2 4).

221 Why free services? Intended consequences

*...the provision of free basic amounts of electricity and water to our people will alleviate
the plight of the poorest among us” (Mbeki, cited in DWAF 2001b: 3).

2Thb\nﬂhebubiotihomWM‘.W&WNNMMNEPhNMMUNm.
precipitating, in this case, a shift away from a state-regulated markel to a command economy (Nove 1989: ch-4).




As suggested above, the arguments in favour of the FBW policy have yet to be set out systematically. At
times, FBW is presentec simply as a logical extension of the Water Services Act of 1997, whereas
eisewhere, FBW is seen as a significant departure from the Community Water Supply and Sanitation
programme, with its emphasis on cemand-responsive development and community management

In this section, we consider three sets of possible reasons for the free basic services policy. The first
involves a defence of merit goods and positive externalities associated with non-market pricing; the
second, an assessment of the benefits to pubdlic health; and the thirc, a state-sponsored lifeline to local
authorties unable otherwise to provide basic services 1o the poor

All of these approaches rest on a commitment to some form of exogenous (non-market) intervention in
order to ensure an equitable distribution of resources. However none of these necessarily implies a
commitment to this specific form of intervention. In other words, there is no intrinsic link between support
for outside intervention in the market and support for the free basic services policy

2211 Merit goods with positive externalities

In economic theory, it is customary to identify a category of "merit goods”™ in which a case can readily be
made for outside intervention in order to help distribute intrinsically desirable goods more evenly than
would be the case if distribution were left to the market, Increasing social marginal consumption of merit
goods is seen as a public good and as a means to maximise positive externalities. In such cases,
intervention in the market is justified as it increases the greater good *

An example of this is clean air: the stale intervenes to prevent polluters from restricting other people’s
access to clean ar. Similarly, with some merit goods, the state intervenes to ensure that people have basic
access 10 those goods neeced to survive. Water is a common example of this type of good, and all post-
1994 policy has involved, in one way or another, an attempt to provide “safety nets” to the poor by
guaranteeing their right to access sufficient quantities of potable water to survive.” This applies both to the

policy developed uncer the (more market-centred) community water supply and sanitation programme and,
more recently, to the (more slate-centred) free basic services programme

Providing intrinsically desirable services to all citizens maxmises positive externalities. If the provision of
water were left exclusively to the market it is argued. many poor people would have nadequate water
supples. As a result, their lives would suffer Poor people would be forced to devote increased resources

’ Although the free basic services polcy has provoked considerable commentary, aimost all of thes s of a techncal
nature, i.¢. how do we fing and implement the policy. The only explicit attempt to identify unintended consequences is
Still (2001). See also Jackson (2001)

* The classic example of a "de-ment” good s cgareties. Here the negative extemnalities produced by the consumption
of tobacco are said 10 justfy extemal interventon (e.g. taxes) in order 1o minimise consumpbon.

© IS necessacy 10 emphasise this point. The community water supply and sanitabion programme. which lay the
foundation for post-1984 policy. began by endorsing the right for all to have access to water and, despite its strong
emphasis on cost recovery and market pricing for water, inssstec on the need 1o combine this with an indigent policy
able 10 ensure that the poor had a lifeline access 1o waler. This point is missed deliderately by state-centred left critics
who reject all policy prior to FBW as nothing more than a defence of markat pricing (c.f. the vanous contributions to
McDonald and Pape (2002))




(money, labour, time) to collecting water from remote locations and treating sick family members that have
been exposed to waterborne contamination. This would undermine stil further their productivity and
diminish their ability to add to their pool of available assets. By contrast, f basic amounts of waler were
provided, the overall positive impact on the community, through lower health costs and increased
productivity would outweigh the economic cost of providing water.®

Thus the first general reason why the government hopes 1o provide free basic services to all citizens is that
these are merit goods with positive externalities. In one of its fie'st FBW policy documents, DWAF
expressed this argument clearly: “There are well recognised public health and well-being; equity and
welfare; and gender reasons for ensuring that households have access 1o a basic level of water supply that
is affordable 1o even the poorest households™ (DWAF 2001b: 4).

221.2 Improve the quality of public health

Improving the quality of public health constitutes a second (possible) intended consequence of the FBW
policy (Still 2001: 3). Although this s related to the discussion above (improved health has a positive
benefit which would not ordinarily be factored inlo the price of water), it is often used as an independently
justification for the provision of free basic services (particularly water and sanitation), especially after the
outbreak of cholera in KwaZulu-Natal in August 2000.

Whilst assessing the provision of merit goods entails a quantitative evaluation (how many people have
access to free basic services), this implies a qualitative evaluation (how many people have benefited from
improved access to services, and in what way has this impacted on their lives). There is, however -
contrary 10 some assertions (Deedat and Cottle 2002; Hemson 2003: 3-4) - no automatic reason why a
simple improvement in the quality of water would diminish communal vulnerability to cholera if this supply-
side measure s not accompanied by a qualilative change in behavioural patterns (improved hygiene and a
reduction in oral-faecal contamination).

Thus, in addition to counting the number of people receiving free basic services, it is necessary 1o consider
the improvement in the quality of public health care to which this latter gives rise. This is a difficult
challenge. As Still points out, “where the reduction of waler-borne disease is concerned, it is well known
that improved water supply is but one of three requirements to break the oral-faecal disease fransmission
route. The other two are improved sanitation and behavioural change” (Still 2001: 6).

2213 Help build the capacity of the local state

There is Iile to be gained by downplaying the crisis in local government capacity in South Africa. Local
government, in particular, is, with very few exceptions, incapable of fulfiling its constitutional obligation to
deliver services effectively to all citizens. Municipalities are often bankrupt, staffed by inadequately trained

" For an elaboration of this argument, which seeks 10 go well beyond the provision of FBW and decomenodify water
entirely, See Pape (2002).




and poorly motivated personnel, and fractured by bditter internal political conflicts’. Such problems are
especially acute in rural and peri-urban communities.

In the water sector, the crisis in government capacity i1s exacerbated by the fact that responsidilty for water
projects, including those set up by DWAF under the aegis of the community water supply anc sanitation
programme. have recently been transferred to local autherities. If these authorities are not able to function
efficiently, then this is likely to undermine the implementation of FBW policy.

Sacly, there is a growing body of evidence that suggests that a significant percentage of post-1984 rural
water schemes have failec, and are no longer providing safe water to communities. In a recent briefing to
parliament, it was reported that a study of KwaZulu-Natal had revealed that whilst 78% of rural water
projects sampled “were working at one level or another”, only 44% of projects were able 10 deliver water at
the stipulated RDP standard. Moreover, it was found that only 22% of rural projects, less than one in four,
were sustainable as standalone projects. The others relied heavily on ongoing external support, contrary to
their initial project design and the intentions of the Community Water Supply and Sanitation programme
{Hemson 2003).

Other studies have shown that even where rural water projects are able to recuperate their basic
operating and maintenance costs, they are not able to save sufficient money to plan for sudden expenses
or the replacement of capital equipment over time (Stll 2001. 9)

The equitable share payments made to local authorilies since 1988 are clearly intended to address this
problem in government capacity. In rural and peri-urban municipalities, the equitable share is the primary
means of financing the provision of free basic services (see §2.3.2).

In short, the argument here is that the cecision to promote a free basic services policy is motivated in large
measure by concerns that neither local government nor the vanous water projects establishecd since 1994
are able 1o provide essential services to citizens. Free basic services supported (and in large measure
funded by) national government are thus as much a response o the crisis in local government as they are

an attempt to promote equity.

A fourth intendecd consequences of the FBW policy, then, s to provide the external assistance necessary
for local government to meet its constitutionally prescribed developmental obligations

222 Defining free basic services levels

Having considered some of the reasons for and intended consequences of the free basic services policy, it
IS necessary 10 consider the policy itself.

This statement is based on a detalled survey of councilior and official opinion in 28 municipalities (category A. B and
C) in 2002 and 2004 (see Frankel, Lagazio and Louw, Frankel and Louw 2000)
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2221 Free basic water

It is suggested that 6000 litres (6 ki) of potable water be supplied free of charge to a household of eight per
month. This amount constitutes “a ‘basic’ level of water supply sufficient to promote healthy living”, and is
an extension of the 25 litre per day stancard proposed by the World Health organisation (Sussens and
Sam 2001). This is already the basis for the so-called RDP standard, which serves as a basis for
community water projects.

Significantly, the amount is inlended to serve as a guideline, and local authorities have “some discretion” in
determining the quantity supplied. “In some areas. they may choose to provide more.” while in other areas
only a smaller amount may be possible. For example, in some remote areas with scattered settlements,
and in waler stressed areas, it may not be feasible to provide this amount of water. In such cases, a ‘basic’
level could relate to what is possible using the technology that best serves the area (such as handpumps
or boreholes™ (Sussens and Sam 2001: 2; DWAF 2002a: 3).

This rnder is important, as nearly all municipalities operate within extremely constrained financial
parameters, and have limited resources with which 1o achieve this national policy objective. DWAF insists
that, in cases where municipalities have lo choose between implementing the FBW policy and using
scarce funds 1o provide water 1o households without any current supply, “local government will act
responsibly if they prioritise households with no basic supply” (Sussens and Sam 2001: 3).

2222 Free basic sanitation

Basic levels of appropriate sanitation have been defined in @ number of policy documents, from the RDP
through 1o the White Paper on Basic Household Sanitation, which was published in 2001 (RSA 2001), to
imply a dry (i.e. non-flush) on site system, usually (but not necessarily), a ventilated pit latrine.

However the social, political, economic and institutional parameters within which free basic sanitation is to
be implemented have yet to be established, and very little progress has been made in implementing the
free basic sanitation programme. The only cases in which this has been implemented involve an extension
of the amount of water provided free under a rising block tariffs system (i.e. to extend the amount of “free”
water from 6kl to 9kl). However this has relevance only to households with piped water and flush toilets: a
small category of the relatively affiuent, rather than the poor who are supposed to be targeted by the FBS
policy.

This is not to imply that sanitation is not taken seriously. On the contrary, DWAF has increased
dramatically s focus on rural sanitation in the past three years. Building todlets is not, however, the same
as infroducing a free basic sanitation programme, and much work has 1o be done for this latter 10 take
effect.




For the most part, the free Dasic sanitation programme 1S likely to entail the provision of operating
subsidies to poor households. Six main options for providing free basic sanitation have been identified

namely

e "A rising block tariff linked to water consumption (with a free basic amount to all consumers within
the first block)

e Setting the sanitation tariffs as a proportion of the water bill

e Targeting credits or subsides

e Incorporating sanitation with property rates

e Service level targeting

e Using a charge based on plot size (with a zero rating for properties under a determined threshold)”
(DWAF 2004a).

In addition, Muruvan (2002: 3-4) identifies a seventh approach:
e “Geographical (zonal) targeting.”

The |last option is significant, as il 1s perhaps the only method that is appropnate 1o the rural poor. Although
in cases where sanitation doas not involve any significant operations and maintenance costs - in other

words, with dry, on-site systems - there is very little need for ongoing subsicy-based support

In some (largely urban) cases, by conlrast, where households have waterborne sewerage, free basic
sanitation has been interpreted simply to imply an additional amount of free water for flushing (typically an
extra 3kl a month) (Sam 2002: DWAF 2001a: 10). In rural areas, which typically have very little if any

sanitation infrastructure, the policy s much harder to cefine.

The free basic sanitation debate has moved on but little Iiterature is presently avallable. The core issue is
that most of the options are simply not affordable in the majority of cases without major additional funding

"in Douglas in the Northern Cape. an amount of 10kl has been established as the FB\W standard “due to the local

cimate” (Paimer Development Group: 2001e: S

2223 Free basic solid waste

Responsibility for this falls under the Department of Environmental Affairs and Tourism (DEAT), which has

not yet formulated a policy for the provision of free basic solid waste services. DEAT has however

formulated new policies for the setting of solid waste tanffs (Sam 2002- 3)




2224 Free basic electricity

This is the responsibility of the Department of Minerals and Energy, which is in the process of formulating a
policy for free basic electricity.

223 Funding and providing “free services"

FBW policy s best understood as a right-wing structuralist approach 1o development. That is to say, in this
policy municipal services ke water are still treated as commodities, although the pricing of these
commodities will not be left to the market alone. Instead, it is argued that the government should intervene
to fix prices in accordance with stated political objectives. The market, it is hoped, will be made more
palatable by an interventionist government.”

The organ of state responsible for implementing FBW is local government, which has been given
considerable scope to adapt the policy to local realities. This includes defining appropriate levels of
subsidy support — 6kl is a recommendation only — and appropriate delivery mechanisms.

National government, primarily through DWAF, working in conjunction with the Department of Provincial
and Local Government (DPLG), the Natonal Treasury, and the South African Local Government
Association (SALGA), supports the provision of free services through its “Free Basic Water Implementation
programme.” This includes the development of FBW strategy, Local government Guidelines and tools,
pioting of the FBW strategy, and holding workshops with local government (Sussens and Sam 2001,
2002).

In recognition of the lack of capacity in many local authorities, DWAF has established nine FBW Provincial
Support Units to provide financial modelling and technical assistance to weak local authorities, The support
units are also expected to monitor and evaluate the implementation of FBW policy across the country.

To support the policy, DWAF has developed a number of Guideline documents (DWAF 2001a, 2001b),
much of which has been incorporated in a boxed information kit, which has been widely dislributed to local
authorities and relevant stakeholders (DWAF 2002). These documents provide guidance on the key
concerns raised by local authorities, including the institutional framework within which FBW is expected to
be provided, costing FBW, the relationship between FBW and other poverty relief measures, pricing
policies, financial arrangements with water service providers, and management arrangements needed to
ensure sustainable delivery.

. The term, nght-wing structuralist, is borrowed from Teddy Brett (personal communication). This should be
distnguished from left-wing structuralists, who seek to use the power of the state to overcome the constraints of
commodity-production and shift 10 a planned economy (see Pape 2002 for an application of this to the SA water
debate), and neoliberals, who believe thal nearly all commodities should be priced freely by the markel. The
community water supply and sanitation programme occupied an interasting posiion somewhere between the first and
last of these alermnatives.

10




In particular, DWAF acknow'edges that, for the most part, current and future service levels will cetermine
the application of the FBW policy. Thus their various guidelines for local authorties pay particular attention
to the technical options appropriate to the service levels found in different communities (DWAF 2001a: 7-
8).

The “Information kit for free basic water implementation in South Africa” ceveloped by DWAF (2002) has
been widely distributed, and provides most of the essential information local governments need to begin
developing an FBW policy.

The implementation of FBW policy was initially divided into three phases: The first, from Jan to April 2001
being the strategy phase; the second, from April to June 2001 the planning phase; and the third phase, the
implementation phase, lasting from April to June 2003

Central to the implementation of FBW - and this phase has clearly just begun - is the need 1o finance the
cost of providing a “free” service. This remains one of the major challenges facing local autherities.

In addition to tariffs, poorer municipalities are able to use money from the equitable transfer scheme to
subsidise the cost of water. In this section we discuss, firstly, the tarff policies that might be used to fund
“free” basic water (§2.3.1) and then the “"external” source of funding available to municipalities (§2.3.2).

2231 Tariff structures

The broad policy commitment is clear: working within the framework of a market economy, free basic
services must be extended to the poor, and the tariffs that are established to achieve this must not
threaten the financial sustainability of local government

DWAF (2001: 4) identifies three “internal” sources of revenue for financing FWB

e “surpluses raised within the waler trading account by charging certan (non-pooer) consumers more
than the cost of provicing the service to them

e surpluses raised from other accounts. typically from the municipal tax income, and

e district council levies raisec from businesses (raditionally used for capital finance).”

The first of these is by far the most significant, and involves the establishment of appropriate tariffs to aliow
richer (or bigger) consumers to subsidise poorer (or smaller) consumers. This option is clearly only
available in cases where there are richer or bulk consumers, and is inappropriate for many smaller and
rural municipalites However cross-subsidisaton remains the most viable approach and is indeed
compatible with governments broacer concerns 10 promote equity through some degree resource
recistnbution



Of concern though is the definition of cross-subsidisation. Should this apply only within the same local
(category B) municipality, or should it extend to cross-subsicisation between various local municipalities
within a district (category C) municipality? As the dstrict municipality is the WSA, this is in effect, a political
and economic rather than a legal question, however it is an important concern that s Ikely to impact
directly on the financial viabilty of local economies: extensive redistribution will drive businesses away,
whilst redistnbution across large districts is likely to impose a disproportionate burden on small pockets of
development (e.g. Umtata) surrounded by large rural areas.

The decision as 1o how to cross-subsidise, and how 1o set tariffs, is left to local authorities. In s0 doing,
three tariff options are deemed appropriate (DWAF 2001a: 13-14; Sussens and Sam 2001, Sam 2002 4-
5), namely:

¢ Rising block tarffs.

This works well in urban areas where it is easy to monitor consumption. The first block is typically the
specified amount of “free” water (6 ki), which is provided at a zero tariff. All or part of the cost of providing
the free block is then recuperated through the pricing of successive consumption blocks.

One advantage of this approach is that it allows for easy cross-subsidisation, with wealthier consumers
paying more for higher rates of consumption, allowing the municipality to build the price of “free” water into
its overall tariff policy

This approach is of relevance primarily 10 metros and bigger towns (B1 and B2 municipalities), with a high
percentage of non-poor households and non-residential consumers who are both willing and able to pay
for sufficient water above the Gkl threshold. In order to subsidise the zero lariff applied to the first
consumption block, DWAF estimates that around 30% of residential customers would need to pay for an
excess of 20 kl of water a month, and 20% of water sales to be mace to non-residential consumers (DWAF
20013: 14). Clearly, this rules out all but the most affluent and developed urban areas.

Significantly, this form of subsidy has proven to be effective in other developing countries, as it has limited
impact on overall markel pricing, it permils viable and transparent cross-subsidisation of resources, and is
sustainable in that it is able to internalise the cost of subsidised service levels and need not rely on
external support.

e Targeted credits,
This is a typical poverty relef approach, where selected consumers are granted credit on the water

account sufficient to cover the stipulated amount of free water (6kl). This is appropriate only to consumers
with metered connections.
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This approach is best suited o smaller towns where the limited consumer base makes it difficult 1o
promote nsing block tanffs (which requre a degree of cross subsidisation). To work targeted credits
require a proper indigent policy, something that is often either lacking or seen as too complex and
expensive to implement for many small towns. ' In most rural towns, targeted credils are simply too difficult

to implement, unless this is done on a simply zonal basis
e Service level targeting

Whereas the two previous approaches subsidised payment for services, this approach restricts the amount
of service 1o within the stipulated FBW amount

This approach s appropriate for many rural areas where there are no individual connections or meters
and where supply 1s via 3 communal standpipe or source. Another advantage of this approach is that,
unlike the two previous methods, service level targeting does not require a sophisticated billing system and
is much easier for administratively challenged local authorities to implement. It does however require a
viable metering and crecit control system. A variety of sophisticated electronic flow limiters and flow
resinctors are available to assist in this task (for a review, see Business Partners for Development 2002)

2232 “External” sources of funding: The equitable share transfer scheme

DWAF acknowledges, correctly, that many (probably most) municipalities will not be able to use tariffs and
municipal tax income to cover the full cost of FBW. Moreover, municipalities are prohibited by law from
borrowing money to fund operating expenses. In effect, this means that many municipalities. especially in
the rural and peri-urban areas, will rely heavily on external sources of funding, and that the FBW policy will
be criven entirely by state subsicdies. If these subsicies are not sustainable, the policy will collapse

The main external source of funding is the equitable share transfer scheme, which is used by national
government to help support poor municipalities unable to raise sufficient revenues through thesr exsting

tax bases

in recognition of the fiscal crisis facing rural and peri-urban local authorities, and in keeping with its
conslitutional obligation to share revenues raised at the national level with other sphereftiers of
government, the national government introduced the idea of equitable share payments to local government
in 1997. The first equitable share payments were made in 1998, and are intended specifically to help cover
the recurrent operating costs of infrastructure set up to serviced the poor. Equitable share grants are
calculated on the basis of the number of poor househoids in a community, and are only to be used to help
provide services 1o these househoids. The Financial and Fiscal Commission responsible for making annual
recommendations as 1o how revenues should be shared between the three spheres/tiers of government
proposed specifically that transfers may not be usec to finance the provision of services to households that
can afford to pay for services (Hazelton 2004)

I ~
Guidelines for identifying and targeting poor consumers are set out in DPLG (1999)
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The equitable share can be divided into three components: the S-grant, the I-grant, and the free basic
services subsidy. The S-grant is intended 1o cover the operating (not capital) costs of providing basic
supplies of water, sanitation, wasle removal and sanitation. These are the same basket of services that
have subsequently been included in the free basic services policy. The greater the number of poor
households in a community, the greater the S-grant (Hazelton 2004).

The l-grant is targeted at severely cash-strapped municipalities, and is intended to cover their basic
administrative costs (Hazelton 2004).

The extent to which the equitable share will cover the cost of FBW varies from municipality to municipality.
Initially, DWAF anticipated that, in most cases, only 30% of the S-transfer would be needed; although in
especially disadvantaged areas, for example dispersed rural settlements, they acknowledged that the S-
transfer would not be enough to pay the cost of FBW (let alone other free services) (Sussens and Sam
2001: 5). This is troubling, and the evidence so far suggests that many local authorities are having to run
up huge deficits in order fo continue supplying water. Although this problem existed prior to FBW, it has
been exacerbated by increased demands for higher levels of service and the increased pressure on cost-
recover that any promise 1o provide “free” services necessarily invokes.

The use of the S-transfer portion of the equitable share to fund free basic services is controversial for
ancther reason. The fund is an essentially unconditional transfer, intlended for the purposes of poverty
alleviation (Muruvan 2002: 2). Although FBW falls within this general rubric. by forcing municipalties to
allocate some or all of the equity share to this purpose, the central state is denying local authorities the
opportunity fo formulate their own poverty alleviation plans, or to allow local residents to determine their
own developmental priorities (e.g., by increasing the supply of agricultural rather than drinking water), At
least one commentator has suggested that this control over the uses to which an unconditional grant may
be spent may be unconstitutional (Jackson 2001: 1).

2.24 Implementing the policy: urban success, rural challenges

Despite huge logistic and financial hurdles, many municipalties have managed to establish viable FBW
policies within a short space of time, and it is claimed that 65.8% of the total population now receives FBW
(DWAF 2004, figures cited for July 27). As a result, the number of cilizens nol receiving relable waler
services has been reduced from an estimated 12 million in 1994 1o a backlog of only 4 million (Muller
2004).

In this section we review, firstly, the aggregated published provincial and national figures for FBW
implementation (§2.3.1). These figures present a useful overview, but cffer little insight into how the policy
is being implemented on the ground. It is thus necessary to consider in more detail some of the
experiences faced by rural and urban municipalities (§2.3.2).
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2241 Implementing FBW - aggregated national and provincial figures

It is clasimed that within the first municipal financial year of the programme (July 2001 to July 2002), 23
million people, over half the South African population (57%), were receiving FBW

Since then, DWAF has extanded the FBW footprint significantly, and reports the folowing levels of

implementation

fr—

| Province ‘Taupowaﬁonim m;Poor population | Local municipalities
- | served by FBW | infrastructure served = served by FBW and metros
f ? by FBW | prowiding FBW
| (n=46,553,296) 2 (n=262)
| q *
_ . 1 (n=35680,679) ' (n=29,378,792) 1
Western Cape 89% 91% 86% [97%
Eastem Cape 39% 55% 0% | %%
Northem Cape 66% % T 41 100%
Free State Taree ee% T e " 95%
KwaZulu-Natal 61% 75% 57% T100% |
North West 63% 60% aT% o ea%w
Gauteng 6% | 99% a7% T%
Mpumalanga 44% 23% 13% 70%
"Umpopo  46% 25% 19% " 100%
TOTAL 65.8% 738% 52.1% 94.7%
“Source  Compiled from figures citec on DWAF (2004a). Accessed 27/06/2004

This is a tremendous achievement: within & very short space of time, DWAF has managed to extend FBW
to almost two-thirds of the population, and almost three-quarters of all South Africans with infrastructure
Significantly, DWAF appears 10 have secured the necessary “insttutional buy-in", and aimos: all
municipalities are implementing the FBW policy in one way or another. However South Africa’s legacy of
institutional disparity poses a significant challenge to the crganisations entrusted with implementing the
FBW policy, and takes us to the heart of current debates about the sustainability and equity of subsides

Not surprisingly, when we examine the figures we find tremendous regional variabons. Histoncally under-
rescurced areas lacking basic infrastructure are significantly less able to implement the FBW policy than

areas with better infrastructure and rescurces Thus we find that as few as 19% of the pocr’ in Limpopo

- Defining “the poor” s always difficull, and there is considerable disagreement within the development profession as
to what indicators t0 use (income. consumpton pattems, relationship to the vulnerabiity context, etc.) and what
threshold 1o establish as a yarastck. it s significant to note that DWAF currently defines the "poor” as those eaming an
income below R1,000 (DWAF 2004), whereas at the onset of the policy DWAF used a considerably lower amount of
RBCO (DWAF 2001b: 5) Simdarly, the equilable share transfers (discussed below) were inibally set at RB0D per
month. This means that the reportec statisbics are based on a yardstick 20% higher than that used in the nitial
equitable share calculations. Given the inequities n access to infrastructure. which increase as we move down the
income table. it is Skely that the percentage cf “poor” people receving FBW would be considerably lower than the
stated 47% were this latter definition (i.e. R800) employed.
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and 13% in Mpumalanga are receiving FEBW, compared to 92% of the poor in the Free State and 87% in
Gauteng. In part, this stems from the problems associated with providing water in rural areas or 1o
consumers receiving services from communal sources.

A total of 73.8% of the population that already has infrastructure receives FBW on a regular basis,
although it is likely that the amount received and the arrangements made to deliver FBW vary
tremendously. Of concern is the fact that this sector of the population. i.e. the sector that has sufficient
infrastructure to allow for this form of subsidised service to be delivered easily, constitutes the relatively
well off in South Africa — by a large margin, As we see below, one of the most widely articulated criticisms
of subsidised service delivery is that, historically, it is the relatively well off rather than the poor that has
benefited. The figures reported so far suggest that this is exactly what is happening in South Africa, with
only half of the population defined as “poor” " receiving FBW services.

The overwhelming majority of FBW beneficiaries are thus likely to live in fowns, receive services through
established infrastructure, and earn sufficient income not to be classified as poor. The author of this
review, for example, has benefited significantly from the policy, and now pays almost nothing for water as
his total menthly consumption in @ residential flat in Johannesburg is only marginally above the FBW
standard,

This does not in anyway negale the tremendous achievement in South Africa to date: however it does
sound a note of caution, and reminds us of the need to ensure that scarce government resources are not
implemented n ways that disproportionately impact the better off in society

2242 Implementing FBW - urban experiences
The primary target of the FBW policy is clear: the poor, including those who do not currently have access
lo potable waler or who lack basic infrastructure. However, as we have seen, the majority of beneficiaries
of the FBW scheme have tended to live in areas with some infrastructure, and earn more than R1000 per
month. For the most part, these people are urban dwellers.

Clearly, the extent to which local authorities are able to implement the FBW policy varies according fo their
financial, technical, administrative and political capacity. For the most part, urban municipalities have
attempted to cover the cost of FBW by adjusting tariffs, typically using a sliding scale or block tariffs,” and
by experimenting with different methods of service level targeting in the (unmetered) rural areas within their
jurisdiction (Paimer Development Group 2001b: 7-8).

In order to limit the economic drain of providing free services, urban municipalities have placec additional
emphasis on the need to improve dilling systems and credit control, and have been reassured by DWAF,
and by a recent supreme court decision, that they are entitied to disconnect consumers who fail 1o pay for
waler over and above the FBW standard.

¥ Defined as the “total national. provincial and municipal population with an income less than R1,000 a month” (DWAF
2004b).
" This is often dubbed the “Durban sokuion”, named after the town in which the policy was first implemented.
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There 18, as yet, insufficient evidence with which 10 judge the success of this approach. Early studies
suggested that large metropolitan municipalibes like Tswane were concerned that they would loose
considerable revenue if they implemented FBW in this way, and were experimenting with using the free
basic water subsidy to fund their existing policy of offering rebates to people identified as indigents instead

(Palmer Development Group: 2001a)

One of the problems encountered with the rising block tariff system is that it has tended to reduce total
water demand. This has proven o be the case in Durban, resulting in a significant loss of income for the
council (Palmer Development Group 2001b).

Mid-sized towns appear to be experiencing with a similar combination of tariff-based cross subsidisation
and targeted subsidies in (metered) urban areas. and service level targeting in the rural (unmeterec) areas
(c.f. Paimer Development Report 2001¢-). In Polokwane, for example, a sliding tariff structure s used in
the urban core, coupled 1o an incigent policy credtt system that is funded through the equitable share
However there s no structured subsidy system for ther rural areas (Palmer Development Report 2001c)
In Hermanus, a more complex distinction is drawn between “avaiability charges” for water, which are
levied at different rates for “indigent”, “sub-economic” and “economic™ households, and a shiding scale for
consumption, which applies equally to all consumers (Palmer Development Report 2001f. 5). Equitable
share money is being used lo help cover the cost of subsidising indigent and sub-economic households.

These attempts to use tariff based cross-subsidies are however dependant on maintaining relatively high
levels of payment, as well as the capacity of the municipality 1o meter connections and bill clients
effectively. Sacly, this coes not alvays happen. Large metropolitan municipalities like Johannesburg have
recently been forced to admi that their billing systems are in complete disarray, whilst in smaller towns,
like Douglas in the Northern Cape, the problems are such that the municipality is not even able to meter its

own consumption (Palmer Devealopment Group 2001e: 5)

An additional problem encountered in most urban areas is a tendency for people to confuse (whether
celiberately or by accident) “free basic” with “free” water, and to demand that water be decommodified
entirely (Palmer Development Group 2001e: 8), 2004f: 6). This adds %o already pervasive cultures of non-
payment.

A common finding in areas where targeted credits are used is that the municipality has difficulty identifying
beneficiaries. Indigent targeting is complex and bureaucratic, and. in many cases, people don't take
acvantage of the schemes in question and register for subsidisec services (Paimer Development Group
2001c, f, h and i). This raises the need for municipal officials and councillors to be proactive in “selling”
their policies to their constituents, and marketing the municipality and its policies more actively than is

typically the case

Until government capacity improves, it seems unikely that any of the three methods avaiable - rising
tanffs, targeted subsicies, and service level targeting — can be implemented successfully. And until
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payment for services from those expecied to pay (i.e. who consume more than 6kl a month) is improved,
urban municipalities run the risk of running up huge debts in their attempt 10 provide services in general,
and free basic services in particular.

2243  Implementing FBW - rural experiences

By far the grealest problems are encountered in the rural areas, where water provision is generally
communal, unmetered, and, for the most part, is not paid for. Even where rural areas exist alongside more
wealthy urban areas, there are only limited opportunities for cross subsidisation - especially as rural
consumers are usually connected to stand alone community based walter systems.

Developing new water systems in the rural areas means more than simply putting taps in the ground. It
implies the development of new institutional mechanisms - local government, private sector run, or
community based - able to manage projects and ensure long-lerm operations and maintenance
sustainability. Historically, this has proven 1o be the most difficult task. It is hoped that the FBW policy can
contribute to this task.

Part of the problem in implementing the FBW policy in the rural areas relates to the generally low
consumption levels of residents. Most rural families using community standpipes consume less than 6kl a
month, Thus it makes little sense to try and meter consumption and set tariffs accordingly. In such cases, it
is easier simply to subsidise the cost of providing water.

When rural areas are connecled to bulk water schemes, the cost of providing water to scattered
settiements is usually very high. In Nkomazi, for example, it is estimated that providing water 1o the rural
areas alone will consume 30% to 50% of the equitable share (Palmer Development Group 2001k: 3, j). The
alternative to expensive bulk water schemes is on-site community-based water projects. However it is
becoming increasingly difficult politically to support lower levels of service and demand-responsive models
of delivery, which means that in the short run anyway, these are the sorts of costs that will have to be
borne.

An additional problem encountered relates to the water committees that have been set up to manage
community schemes. Although attempls have been made to define their precise role and their relationship
o local government, this remains an area of considerable confusion. There is a real danger that the
transfer of responsibility for water projects and the top-down manner in which FBW is applied will
undermine the autonomy of water committees, which is likely to impact negatively on the sustainability of
projects. If water committees are no longer expected to collect money for operations and maintenance
expenses, then what is their function, and who can reliable expected to carry out repairs once the state
assumes financial responsibiity for the project?

As is the case in urban areas, FBW has had a negative impact on cost recovery. In uMsunduzi, for

example, there has always been a problem with cost recover in the Vulindlela water scheme. Historically,
payment levels were around 40%. With the introduction of FBW, the level of payment (for water in excess
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of Gki) has dropped to 10% (see Vulindiela case study). In part this is because of confusion between free
water and free basic water; in part because local poliicians have encouraged pecple not 1o pay for water

Problems with cost recovery are a senous challenge in the rural areas, and threaten to derail the transfer
of authority from DWAF to local government in the next few years (DWAF 2002: 5), or from public water
companies like Umgeni tc local government,

The problems facing attempts to implement FBW in the rural areas can be summarised as

e Very weak local government

o Poor financial state of the rural areas, with limited possibilities for cross subsidisation
e Limited infrastructure

e Poor state of extant water committees

o |lli-defined relationship between water committees and local government

23  Conclusion: Four challenges ahead

The discussion and the case stucies examined above point 1o a number of key challenges that must be
faced f the government is 1o provide free basic services on a sustainable basis. These categories provide

useful indicators agamst which the success of the FBW policy might be measured.

Firstly, as we have seen. the success of the FBW policy s tied intimately to the capacity of local
government: effective water services, as DWAF acknowledges readily, requires effective local government
(DWAF 20013 4). Unfortunately, to put it simply, we do not have nor are we likely to have in the immecdiate
future, anything approaching “effective local government” in most of South Africa

The weakness of local government does not only affect the intended consequences of the FBW policy. As
we say above, there is a real danger that the provision of free basic services in South Africa will benefit the
relatively affluent at the expense of the rural poor. All available evidence suggests that this has been the
case in countries like India, which has attempted to provide free basic services for the past four decades
(UNDP 1999a). Typical reasons for the failure of subsidy driven programmes incluce the inabiity of the
government to meet the rising costs of subsicy provision; a tendency for subsidy driven programmes to
diminish the importance of local initiatives and community involvement; and a tendency for subsicy driven
approaches 10 enhance the powers of local and national bureaucracies, Moreover experience suggests
that, once government utility providers are assured of a continued source of income, the incentive to
provide services on an efficient, cost-effective basis, and the incentive to recover costs from consumers

are correspondingly recuced
This does not, of course, suggest that such failings are inevitable, and there are significant differences
between South Africa and other developing countries. It does however paint to the need to take seriously

the link between institutional capacity and service provision. In-so-far as the FBW policy emphasizes top-
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down service delivery, the exclusion of those living outside the footprint of viable infrastructure and service
delivery mechanisms constitutes a dangerous, if unintended, consequence of policy choice.

On the positive side, FBW subsidies, coupled to good financial modeling, has the potential to enhance
institutional capacity. The extent to which this occurs constitutes a critical indicator of the policies success
or failure.

The second major challenge that needs to be addressed concerns funding. Free basic services are to be
provided by the state indefinitely, and this costs a lot of money. Clearly, this danger is common to any
subsidy-driven programme. As costs cannot always be recovered from consumers, they must be met by an
external source, in this case, state subsides. If something were to disrupt this funding flow, the programme
could not survive.

As Still (2001) points out, the issue at stake here is not just the availability of capital funds but also (and
this ties into the point about government capacity above) the ability of the government to spend capital
funds. Even “free” services have 1o be provided through institutional channels. As the basket of services
increases, and as other government-sponsored development programmes (particularly the recently
reinvigorated public works programme) compete for scarce institutional capacity, this problem is going 10
grow exponentially.

The extent to which the government is able to continue to spend money allocated lo free basic services is
thus an independent indicator of success.

Under the funding rubric we need also flag the likely impact of FBW on cost recovery. DWAF has made it
clear that this policy is not meant to imply either a commitment to the provision of free services in general
(as opposed to basic or lifeline services) or an abandonment of the principle of cost recovery in general
(Muruvan 2002: 3). Where possidle, the local state is urged to recover costs, for example, through rising
block tariffs, and is instructed to “emphasise to consumers that the new policy is to ensure access 10 free
basic services for the poor and only free basic services to all if the local authority can afford it” (Sussens
and Sam 2001: 10).

Unfortunately, in @ highly politicised country with a history of service boycolls and a widespread sense of
social entiiement, it is often very difficult to negotiate a path between demands for free services writ large
and the subsidisation of basic or |feline service levels. It is thus not surprising 1o learn, as we saw above,
that the initial implementation of FBW in many municipalities has seen a significant decrease in payment
levels for services.

A third category of challenge concerns the intended consequences of improved health care. As Still (2001)
pointed out, FBW is unlikely to impact significantly on public health unless it is backed up with extensive
ecducation programmes aimed at supplementing improved service delivery with better health care
practices. The provision of potable water alone will not necessarily improve public health. This points to the
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challenge of integrating the provision of free basic services (especially water and sanitation) and other
government and NGO-sponsored interventions in the related fields of health and welfare.

The final category of challenge takes us back to the allimportant question of sustainabilty. One of the
central pillars of previous water policy was the principle of appropriate community involvement. In
developed areas. this typically implied passive consumers, who were serviced by utility companies of one
sort or another. In underdeveloped and previously unserviced areas, by contrast, the provision of water
services often went hand in hand with the development of on-site management systems. In many
communities, this involved the establishment of some form of village water committee that would either
manage on-site water provision itself or help oversee the external agent responsidle for doing so.

All the available evwdence from other developing countries suggests that a degree of participation is vital if
development is 0 succeed (Katz and Sara 1998; McCommon, Werner and Yohalem 1990). The SA
government has clearly recognised this fact, and continues to defend the virtues of “people centred
development”

The question then is, once we implement a state-ed, subsidy driven, development programme, what is the
role for community based organisations? Will these latter be reduced to passive recipients, or will they be
able to affect critical cecisions like the choice of service level, technology, developmental priorities (potable
water or water for livesiock), etc.? And once the government rather than the community assumes
responsibility for payment, will this lead to a devaluation of water and a destruction of assets (Sam 2002
6)?

There is no @ prori reason why these problems should occur. The gquestion is: what will community
managed schemes do with FBW subsidies? Will they simply lower tariffs, or use the subsicy to replace or
enhance assets? The danger is that once critical cdevelopmental decisions are removed from the
community, the incentive for community participation and risk taking is reduced. It will be interesting to see
f this happens in South Africa under the FBW programme, and to find out what impact, if any, reduced
participation has on the viability of rural and peri-urban development projects

In conclusion: The strength of the free basic water palicy is that, whilst the policy is prescriptive (it must be
implementec), local authorities have considerable flexibility in deciding how they go about putting the
policy Iinto place. Moreover, although politically difficult. local authorities are able to decide on an
appropriate amount of free water, as well as the primary beneficianes (the “poor” versus all residents) and
mode of implementation (targeted subsidies. rising block tariffs, elc). This is consistent with a general
trend towards political decentralisation, which s widely regarded as supportive of sustainable service
delivery and, if implemented accorcingly, could help to overcome many of the problems listec above.

However, as we have seen, in the context of massive institutional weakness and dispanties, and a
widespread and pervasive culture of non-payment, the free basic services policy has, however
unintentionally, tended to bolster the arguments of those who oppose fiscal austerity and attempts at cost
recovery, and helped silence alternative community-based development initiatves
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In urban areas, “free basic water” has shaded very rapidly intlo @ massive, across-the-board, state
subsidies; whilst the inability to implement the policy in rural areas means that water is simply not charged
for (free for all, rather than free basic water). As such, the tendency is either to provide subsidised water to
the existing “haves” or, in cases where the local state is unable to support viable, sustainable, water
provision arrangements, {0 use ongoing non-recoverable state subsidies to cover up failures in the
community water supply and sanitation programme.

If these challenges are not addressed, the free basic water policy runs the risk of becoming a palliative
measure designed to mask government failure. It is our sincere hope that this does not happen.
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3 Understanding the Equitable Share

“Local government and each province is entitled to an equitable share of revenue raised nationally
to enable it to provide basic services and perform the functions allocated to it” (SA Constitution,
1996 Section 227(1)).

31 Introduction

The South African Constitution of 1996 requires that national government divide South African tax revenue
between the three spheres of government — national, provincial and local. This is referred to as the vertical
dwision of revenue. Recommendations for the horizontal division of revenue were published by the
Financial and Fiscal Commission (FFC) in 1997, proposing that local governments use their allocations for
the provision of basic services 10 poorer households, thus directing national government to allocate funds
according to the poor population in each municipality, This report direcled National Treasury and the
Depariment of Provincial and Local Government (DPLG) in their formulation of exactly how to divide up the
national revenue amongst the municipalities. National Treasury decided to introduce an entirely new
formula-based system for the horizontal distribution of revenue, as the then existent method was
inequitable and unpredictable. The aim of this new system was 10 introduce greater predictabilty and
consistency into municipal revenues, thus improving their capacity to budget (Hazeilton, 2004). This
formula-based system, the Equitable Share, was introduced in 1998 and is defined as “the sum of all the
unconditional transfers made from national to local government. .. to help local government cover all the
recurrent operating costs of providing basic services to poorer households” (Hazelton, 2004 pg 2).

Although the Constitution states that the Equitable Share is an “unconditional” grant - received in full
regardless of circumstances - it also stipulates that local government is responsible for the provision of
basic services. This suggests that local government has the obligation to use at least enough of the grant
funds necessary to provide services at the Reconstruction and Development Programme (RDP) standard
(this also implies that national government has the obligation to transfer sufficient funds to meet these
standards). National and provincial governments have the power to intervene if local government neglects
their duties (Constitution, Sections 100 and 139)

With the infroduction of the new formula system in 1998, the lotal non-capital transfers decreased almos!
30% from the year before. Only in the 2003/2004 year did the levels rise enough in real terms to exceed
the 1997 level (refer to Figure 1 and accompanying Table 1 below). It is thus not surprising that
municipalities serving poor areas struggled to perform, especially with the increased responsibility post-
demarcation in 2000. However, the 2003-2004 budget grew 45% and the 2004/2005 budget a further 18%,
making the transfers significantly higher than they have ever been before. The formula-basec Equitable
Share is a significant improvement on the previous inequitable system. Transparency and accountability
still need to be improved (as discovered when trying to access information and figures for this research),
but with the major allocation increases since 2003/2004, municipalities now have the resources to supply
basic services to the poorer households within their jurisdiction.




Table 1: Summary of national revenue transfers to local government 1997/1998 to 2006/2007

(Element 1997798 | 199899 199900 2000001 2001/02 200203 200304 200405 2005006 200607
R293 allocations 051 | 951 503 463 358 381 381 263 184 126
Equitable share 203 1024 1673 1967 2838 3 806 5062 7 415 8 459 9236
Water & 493 509 710 746 660 700 836 858 934 990
Sanitation Ops
ES and related 2347| 2574 2 886 3176 3856 4 887 7179 8 536 9577 10355
% mcrease 4.5‘ 87 12.1 10.0 21.4 26,7 469 18.9 122 81
Other non-capital 1564 205 151 566 456 498 677 723 749 749
grants l |
Total non-capital 3PN 2779 3037 3742 4312 5385 7 8568 9259 103286 11104
grants 2.7 -289 93 232 15,2 249 455 17.9 11.5 7.5
% increase 836 586 519 72.3 789 902 1244 1391 1470 1503
Relatve value 1504 1000 1039 1215 1324 1515 2088 2335 2469 2523
199697 base 2138 1808 1632 1970 2240 3416 4144 4 986 5590 5987
Reatve vale l
193899 base !

Infrastructure cap

grants
Total grants 1o 6 049 4 687 4 659 5712 6 552 B891 12000 14245 15916 1707
Local Gov 17.5| -225 0.4 223 14,7 357 350 18,7 1.7 7.4
% increase |
Avg annual +8.6| +69 «5.2 +54 +5.7 «92 +5.8 +5.4 +55 +52
inflation CP/ |
Total national 1806471 201416 214750 233934 262905 201823 3339065 368 904 404 653 430057
budget 32 23 22 24 25 3.0 36 3.9 39 39
Total Local Gov |
grants %

| Note: Before 1998/99 there was no formula allocated equitable share payments to local govermment. Instead there |
| were other ad hoc unconditional intergovemmental grants (IGGs) paid to municipalities, mostly through the Provinces. |
These have been included as Equitable Share payments above.,

(source: Hazelton, 2004 pg 6)
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Figure 1: Inflation adjusted values of non-capital transfers from national to local government

1995/1996 to 2006/2007 (source: Hazelton, 2004 pg 6)
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32 The Components of the Equitable Share
The Equitable Share is made up of the following components:
e S-Grant - Services grant 1o assist in the provision of basic services to poorer households;
e |-Grant - Infrastructure Grant to assist in institutional and governance requirements;
e R293 Grant - personnel subsidy for old R293 towns. This will be phased out in June 2004,
e Nodal allocations — given to 21 prionty nodes of under-cdeveloped areas lo aid developmental
programmes; and
« Free Basic Services — additional component to assist with the provision of basic services.
Note that municipalities are guaranteed to receive at least 70% of the previous year's total grant in order to
ensure financial stabdity. This is typically included into the S-Grant by Treasury.

For the purposes of this research, a more detailed explanation of the S-Grant and the Free Basic Services
Grant is necessary. Understanding the allocation of these granis is imperative in determining the funds
available to local government for the provision of Free Basic Water.

321 The Municipal Basic Services transfer — the S-Grant

This grant is intended 1o cover the operating costs of the provision of basic services (walter, electricity,
refuse removal, and sanitation) to poorer households. “Poorer households® are currently defined as those
households with an expenditure of less than R1100 per month (Division of Revenue Act, 2003).

The formula for calculating the S-Grant includes factors that adjust the amount according fo: national funds
available; number of poorer households; and estimated cost per capita of the provision of the services. A
further factor is one that phases in the new system, allowing for time to build capacty to fulfil the new
functions. When the Equitable Share was first introduced in 1998, the calculations were based on the
following estimated costs (Hazelton, 2004 pg 4):

Table 2: Estimated costs for basic service provision

Servi Rand Rand Percentage
per mth _ per year of total

Electricity 36 432 418
Water 20 240 233
Refuse 20 240 233
Saniation 10 120 11.6
Total 86 *1032 100.0

*Note: This amount Is still usad to cate, although it is acknow'edged that the costs have increased
(Intergovernmental Fscal Review, 2001 as cited in Hazellon, 2004)

The S-grant is paid to Category ‘B’ (local) and ‘C’ (district) municipalites according to functions performed.
The grant is diviced according o the percentages calculaled in Table 2 above, e 41.8% for electricity,
23.3% for water, 23 3% for refuse, and 11.6% for sanitation (Division of Revenue, 2003).
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3.22 Free Basic Services Grant

This grant was first introduced in the 20032004 budget and is intended to make it more affordable for

municipalities to provide free basic services 10 poorer households, The Grant is separated into a Free

Basic Electricity/Energy Grant, and a Free Basic Services Grant which includes water, refuse and

sanitation. The allocations are divided according to the same percentages used in the S-Grant. Unlike the

S-Grant the FBS-Grant includes a parameter for the number of poorer households actually receiving the

basic service. This parameter results in 50% of the grant being dependent on the actual service provision

This provides an incentive 10 local government to provide the services, and also prevents misallocation of

funds by municipalites that are not providing services. The grant s paid to category ‘B’ (local) and 'C’

(District) Municipalities according to their functions. In poor areas, the district municpalities are generally in

charge of water and sanitation while the local municipalities are assigned refuse removal and electricity

(Hazelton, 2004).

33 Funds available for the provision of Free Basic Water

The Equitable Share is significant for this research, as for many rural, poor municipalities it is the only

source of revenue available to cover the costs of providing FBW. In order to calculate how much is

availlable for the operations and maintenance of Free Basic Water supplies to poorer households, one

needs the breakdown of the ES into the various components. Table 3 below

breakdowns for @ number of local and district municipalties for fiscal year 2004/2005

Table 3: Breakdowns of the Equitable Share for three districts (2004/2005)
EQUITABLE SHARE 2004-05 MUNICIPAL FINANCIAL YEAR B

s an example of actua

S Grant
incl Total
Municipality Guarantee Grant R 293 Nodes FB8S FBE Allocation
B Umzimkhulu B 23.036.165 3.580.892 2.374.379 17.610 30.518.048
B Umzimvubu £9.854 492 $,350.593 . 5932305 §04 811 74032291
C Alfred Nzo DM 44778468 7261801 11011707 | 6.575.184 £9.627.2%0
Total:Alfred Nzo | ‘
Municipalities 127,669,125 ' 15.202.376 11,011,707 14,881,958 5712421 174477587
B'En:u-n»n _ 1.540.513 £25 268 100 620 057,261 17 774 4,359 4%
B Ngqutu | 6435670 | 3428473 1287880 ! - | 1.776.310 065535 | 13993877
B Msinga 13,742 332 3 856 942 93.523 . 2.298.228 R 20,981 T8
B Umvoti 10,811,149 15467 388 1 829289 4428 £212198
| C Umzinyathi DM 14981818 S857283 137630 198202 | 5244483 §58 030
Total: Umzinyathi
DM 47,920480 | 15325310 | 2 867,338 64908202 | 118035 ).790.474 | £8.205 325
B Makhuduthamaga 12.099.630 3.678.163 3 L7 852 5 227 -
BFetakgomo | 4834741 3060400 24 165 963 835 85,14
B Greater Marble Hall  5.413.031 3278 6850 @ 1338 600 518 054 307 235 153,679
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322 Free Basic Services Grant

This grant was first introduced in the 2003/2004 budget and s intended to make it more affordable for
municipalities 1o provide free basic services o poorer households. The Grant is separated into a Free
Basic Electricty/Energy Grant, and a Free Basic Services Grant which includes water, refuse and
sanitation. The allocations are divided according to the same percentages used in the S-Grant. Unlike the
S-Grant the FBS-Grant includes a parameter for the number of poorer households actually receiving the
basic service. This parameter results in 50% of the grant being dependent on the actual service provision.
This provides an incentive to local government to provide the services, and also prevents misallocation of
funds by municipalities that are not providing services. The grant is paid to category ‘B’ (local) and 'C'
(District) Municipalities according to their functions. In poor areas, the district municipalities are generally in
charge of water and sanitation while the local municipalities are assigned refuse removal and electricity
(Hazelton, 2004).

33 Funds available for the provision of Free Basic Water

The Equitable Share is significant for this research, as for many rural, poor municipalities it is the only
source of revenue available to cover the costs of providing FBW. In order to calculate how much is
available for the operations and maintenance of Free Basic Water supplies to poorer households, one
needs the breakdown of the ES into the various components. Table 3 below is an example of actual
breakdowns for a number of local and district municipalities for fiscal year 2004/2005.

Table 3: Breakdowns of the Equitable Share for three districts (2004/2005)
EQUITABLE SHARE 2004-05 MUNICIPAL FINANCIAL YEAR

S Grant ] | I |
incl ' - Total
Municipality Guarantee | |-Grant R293 @ Nodes  FBS FBE  Allocation
B Umzimkhulu 23036165 | 3589 862 | - .| 2374379 | 1817610  30818.046
B Umzimvubu 50854 492 | 4380 %93 al .| 5832395 | 3804811 74032291
|
| C Alfred Nzo DM 44778.468 | 7261891 .| 11011707 6.575.184 | 69,627,250
Total:Alfred Nzo i | ‘
Municipalities 127,669,125 | 15202.37¢ .| 11011707 14881958 5712421 174,477,587 |
— ' |
| B Endumeni ) 1 949 513 825288 | 100,620 | .| 957261 |  S17.774 | 4359456
| | {
B Nqutu 6435670 | 3428473 | 1.287.889 | .| 1778310 | 1065538 | 13903677 |
B Msinga 13742332 | 3sss942 |  s3sa .| 2206228 | 1292739 | 20981.764 |
B Umvoti 10811,149 | 1,957,354 . . 1.529.260 914,426 15.212.198
C Umzinyathi DM 14981816 | 5557263 | 1376306 | 6498202 | 5244453 - | 33858030
Total: Umzinyathi
DM 47920480 | 15325310 | 2867338 | 6498202 | 11,803,521 790474 | #8.205.325
| | | |
: ! !
B Makhuduthamaga | 12099630 | 3978163 | . | 3047832 | 3582354 | 22708039 |
| |
B Fetakgomo 4934741 | 3.080.400 g 1.121.165 268835 | 10085141
8 Greater Marbie Hall 5413031 | 3278850 | 1335600 1518954 | 1807235 | 13353679




B Greater

Groblersdal 9 750921 3 A0R.083 | 3924 FAO 2.600.615 3465146 23 548 644
B Greater Tubatse 12 695.502 4.005.185 | 1.107.504 3361285 3031784 24.201.270

C Greater

Sekhukhune Cross

Boundary 23785092 §360983 | - | 19492349 | 11283711 . 62.922.138

Total: Sekhukhune | |
Cross Boundary DM | 68678917 26491693  6367.973 19492349 22933622 12855354 156,813,908

For the provision of FBW., the following should be allocatecd by the municipalities
e 23.3% of the total S-Grant; and

e 40% of the total FBS

The total from these should be used to calculate a per capita allowance for the provision of water 10 the
poorer households (total + poor population). Theoretically, this per capita allowance should be sufficient to
cover recurning operations and maintenance costs (including essential asset replacement) for the provision
of FBW to those poor househaolds, and should be used in the calculation of budgets

Table 4: Calculation of the per capita ES available for FBW provision

Alfred Nzo DM ‘
23.3% of S Grant - - i R28,746,906
40% of FBS __ R5952783
Total S - - | ___R35.6090 689
Poor populaton (2001 census as used by Divof Revenue) 439678
Per capita allowance per month RE.77
| uMzinyathiDM o e —
23.3% of S Grant - R11.165.471
| 40% ofFBS . R4.721.408
Total R15.886,880
| Poor population (2001 census as used by D of Revenue) | 320 519
Per capita allowance per month R4.02
Sekhukhune Cross BoundaryOM =~~~ —
23.3% of S Grant - | R16.002.187
'40% of FBS - I | R9.173.448 |
Total - R25.175.638
| Poor population (2001 census as used by D of Revenue) S, . 653 757 |
Per capita allowance per month R3.21

It should be noted, that the ES is highly dependent on population and poor population figures in its
allocations. The 2001 Census figures that are usec in the calculations differ significantly with other data
available in the municipalives. These discrepancies can result in municipalities being under funded anc
unable to afford the provision of FBW. This s discussed further in Section X of this document

(For a fuller ciscussion of the Equitable Share, refer 1o Appendix 1, “Understanding the Equitable Share
by Derek Hazelton This work was commissioned for this study and has not been published elsewhere)



4 Methodology

41 Introduction

Methodology is key in determining the outcome of research. Different approaches hide and highlight
different issues, and present the findings within a specific framework. Whether researchers are aware of it
or not, the way the research is undertaken has a profound influence on their findings, analyses and
conclusions. Methodology also has repercussions for the researched. Researchers have, in their efforts to
help, often made situations worse. It is because of this wider ripple effect, that researchers have a moral
obligation to undertake their research with careful deliberation using the most appropriate methodology.

42 Research methods
This research has been undertaken using the case study method and Participatory Rural Appraisal, with
the latter used within a case study context.

421 Case Studies

Case study research is regarded as a qualitative method and as such does not aim to discover data that
will support or disprove a hypothesis, but rather develops theones and propositions as the research
develops (Burns, 2000). Furthermore, a case study does not look at a phenomenon in general, but is
rather a specific example studied within a defined ime and space. This allows for an in-depth study from a
variety of perspectives (Kichin and Tate, 2000) to discover what is happening within the boundaries of the
complex system. Case studies are typically a mix of qualitative and quantitative data relying on interviews,
observation, and document analysis. Case studies can be done at varying scales, starting from the study
of an individual and ranging fo the study of a country. Researchers can also have only one case, or
several. Multi-case studies are often intended to replicate each other, and are specifically chosen so that
they either produce contrary, or similar results. This is then used to demonstrate support, or show the need
to revise a situation (Burns, 2000). In this research, the research leam had very little prior knowledge of the
case studies and so predicted results could not be included in the criteria for choosing the case studies.
This was important, as the research team did not want a bias towards success or failure to affect the
choice of case studies.

With case study research it is vital that the research team is aware that their role in the research process is
inextricably linked with the results. The research team must be aware of bias, and therefore must include
triangulation and peer consultation in order o minimise the possibility of the research team becoming too
immersed in the process 10 be objective.

The case study method was applied in this research to discover and analyse the current situation in South
African rural areas with regards to the implementation of Free Basic Water. A number of defined case
study areas (multi-case studies) were chosen - all varying in size, location, and degree of implementation.
The common factors used in their selection were:




L)
i.) majonity poor population; and
ii.) located in KwaZulu-Natal or the Eastern Cape Province.,

a precominantly rural population

The case studies were not chosen as representative samples, but rather to document different
implementation strategies in order to discover any patterns/trends/lessons which could then be related to a
wider population. As mentoned, the case studies were all done at varying scales, ranging from regional to
to an isolated small community:

i) Regwonal uThukela Water Partnership
ii.) District Municipality Alfrec Nzo

i) local municipality Ngqushwa

iv.) Large scale community project Vulindlela

v.) Small scale community project Nhlungwane

Existing documentation on Free Basic Water (pilot research projects, research papers, policy documents)
was read n order for the research team to become familiar with the background to implementation and tc
builc base knowledge for the key informant interviews. The documentation. the interview malterial, and
other reports and documents that were made avalable through the key informants, were then used to
describe, analyse anc compare the case studes. A trend appeared in the case studies, suggesting
possible general conclusions on the implementation of FBW in rural areas in South Africa. This trend could
be of significant importance to government, and thus it was necessary to establish that the trend was not
restricted to this research, but that similar trencs were being discovered by contemporary researchers in
South Africa. In order to do this, both published and unpublished documents were used to corroborate the
findings of this research. This helped to establish the credibility and reliabdity of the case studies.

422 Participatory Rural Appraisal

“PRA can be described as a family of approaches, methods and behaviours that enable people 1o express
and analyse the realities of their lives and conditions, to plan themselves what actions to take and to
monitor and evaluate the results™ (Hill, 1999 pg 14),

Participatory Rural Appraisal (PRA) was the second methodology used. This was only used in one case
study - the community case study - as this was deemed the most appropriate method at this level

PRA is an appled research methodology which involves the local people in the learning process. and has
the key objective of empowering the people 10 bring about the changes themseilves. A PRA practitioner
does not prepare a sel of externally predetermined criteria for investigation, but rather learns in an
inductive manner from the community. In order to do this, the research team has 1o spend time in the
community observing and participating in their daily activities (Mill et al, 2001)




According to a group of PRA practitioners (handbook, 1993) the underlying values of PRA are:
A community must engage in their own development,
Perceptions and feelings are important,
Resourcefulness and creativity should be stimulated; and
The insight and knowledge of the community is important.

These values are echoed in Chambers’ ( 1983 )five central concepts: empowerment; respect; localisation;
enjoyment and inclusiveness.

A clear example that demonstrates the PRA methodology is found in the table below (adapted from PRA

Handbook, 1993): =

Academic Approach artici

The research team designs, refines and applies a facilitator designs and presents materials to stimulate
questionnaire [<] and reflection

Community members give information unity members cbserve the matenals, expenment,
| ____bod ideas_

The research leam gathers and analyses the data. draws ity members analyse the data, make
conclusions and makes recommendations jons, and act on them

Gathering information whilst adhering 1o these values does not result in data that is easy to analyse
statistically, but in reality can provide a more accurate picture of the situation than any statistical data

The primary difference between participatory research and traditional methodologies, is that participatory
research is designed 1o work with, and for grass roots communities, and is specifically appropriate for the
marginalised and oppressed (Hill, 2004). Traditional methodologies were designed by the powerful to help
the powerful, and despite the attempts 1o use these methods to help the poor, they were mostly a failure.
So, although PRA is difficult to statistically analyse and the factors cannot be controlled, these
disadvantages are outweighed by the unique ability of participatory research to holistically understand and
plan in poor rural communities.

PRA was appled in this research in the Nhlungwane community in order to help prepare and plan for the
impending transition from an independent community based management set up, to external management
with the implementation of Free Basic Water. The Nhlungwane case study was approached in a very
different way 1o the other case studies as thss was done at community level. At this level it was important 10
not only discover the situation with regards to FBW, as with the other case studies, but also to fulfill the
moral obligation of aiding the community to improve their lives. The research team has thus been able 1o
gather all the information necessary using the appropriate PRA methodology, and at the same time help
the community to become empowered in a decision making process with local government.

43 Techniques
A number of techniques were used to apply the chosen methods and to gather multi-layered information.
In the regional, district municipality, and local municipality studies, key informant interviews and document
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analyses were the principle technigues of investigation. However, in the community level case study there

was also the use of workshops, a transect walk, observation. and informal discussions

431 Key informant interviews
“Key informant interviews involve interviewing a select group of individuals who are likely to provide
needed information. ideas, and insights on a particular subject” (Kumar, 1989 pg 1).

This technique does not seek a large number of respondents as for a survey or questionnare. Rather, the
purpose is to interview a small number of people that are key to the issue under investigation. These
interviews are informal and are interactive conversations facilitated by the interviewer who probes for
detailed information (Kumar, 1989). The technique is particularly useful when descriptive information is
adequate, when trying 1o understand underlying motivations, when obtaining recommendations, and when
explanation of quantiative data is needed (Kumar, 1989). These were all considerations in this research

The acvantages of key informant interviews are the depth of insight gained due to the involvement and
knowledge of the targeted people, and the exploration of unanticipated topics which may result in new
areas of discovery for the research team. The disadvantages are the lack of sufficient numbers for
statistical analyses, the variety of biases that can affect the conclusions, and the difficulty in proving
vahdity. The latter two can be reduced through awareness of the possible pitfalls, as well as cross checking
conclusions (Kumar, 1989).

Application of this technique in this study involved the interviewing of key informants at the different levels
of Free Basic Water implementation. It was vital to obtain the perspectives from the municipalities, the
implementing agents, and where possible, community members. From these interviews the researchers
developed a broac perspective of FBW implementation as well as details of the processes, lessons learnt,
problems, and recommendations. The personal contact and building of trust resulted in the researchers

gaining access o reports and financial documents that were not avadable publicly.

432 Document analyses
“Documentary data can provide valuable insight into the structures and mechanisms of socio-spatial
thinking and practice " (Kitchin and Tate, 2000 pg 227)

Secondary sources are very important in case study research and include reports, minutes, budgets,
policies and other research projects. Most of these documents were created and edited for a particular
audience, and inherent bias must be accounted for. The ‘truth’ may need to be sifted out through

triangulation of various documents and interviews (Burns, 2000).

Application of this technique involved a combinaton of public documents (on the internet, published, or
available on request), and project reports kept by consultants and municipalties. As mentioned above,

these types of cocuments are often produced with a particular audence in mind and thus disclose only that
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which is necessary/helpful. It became clear that political agendas and sensilivity are of particular
significance in this research. The documentation was a significant means of triangulation with the
interviews, and gave clarity on biases, problems, political tensions and motivations. This combination was
an effective means of sifting out the ‘truth’. Different documentation also allowed for the research team to
question the assumptions made by other researchers/consultants. It became clear that it was necessary to
scrutinize the facts, and conclusions of all materials, as inconsistencies could result in false conclusions.

433 PRA Techniques

There are a vast number of PRA techniques that are all designed to build understanding of the different
aspects of community Ife. One technique cannot be used in isolation with much success, instead a few
must be chesen that will most likely build a holistic picture of the research issue. The following techniques
were used in this research:

4331 Transect Walk

A walk though the community with key informants in order to observe, question, build up background
knowledge and find out the context of the issue under investigation. The primary aim is to begin 1o
understand the community and be expeosed to the geographical and sociological make up of the area (PRA
Handbook, 1993).

4332 Skills Assessment

This tool is used to help both the participants and the facilitator gain a better understanding of the current
activities and skills of the community. A series of flash cards depicting “skills” or “tasks™ are used to
represent the activities that are a part of daily living. These are used to generate discussion, and then the
participants are required to identify those flashcards that are appropriate in their community. These cards
are then arranged by the community into gender categories — which promotes further discussion. From
these flaghcards, those activities that are not currently a part of the community, but are desired, are
mentioned and discussions around development needs arise.

4333 Ranking
This is the identification and prioritising of issues through discussion groups and visual aids. The groups
have to come to a consensus as to what are the most important issues to tackle.

4334 Voting

This is an extension of the ranking exercise, and is used in order for individuals to vote on their priorities
after the discussion and ranking process has occurred. The voling is a personal decision based on all the
discussions and exercises preceding the vote. This is a means of making a final decision on the way
forward, and ensures that each person has a ‘voice'.




Some of the advantages of using these techniques are full participation, fiexibility, the opportunities for
faclitated discussions, time to observe, and the affirmation of indigenous knowledge. These advantages
lead to some cisadvantages, namely that the process is highly reliant on the skill of the facilitator. The
faclitator can either highlight the advantages mentionad - resulting in a productive, useful process - or can
interfere in the learning process and cause the results to be a reflection of his/her interests or
misunderstandings. It is therefore imperative that PRA facilitators are adequately trained and that they

work in @ team to minimise these disacvantages.

In this research, these techniques were combined to facilitate both information generation, and community
planning. The transect walk and interviews ook place within the every day activities of the community life
and were conducted whilst the facilitator stayed in the community. The remaincer of the techniques were
conducted in a workshop setting with 30 - 60 people who took part in the exercises. This process took
place over approximately 3 months, to allow for the lessons learnt in the workshops to be disseminated
and discussed within the community. The implementation of these techniques is a vital part of the research

process, and is described in Appendix 4




5. Case Studies: Location and background information
Five case swudies within the provinces of KwaZulu-Natal and the Eastern Cape were chosen. The location
of each case study is shown in Figure 2 These case studies are at different scales, and provide insight into

rural water supply management at different levels and different institutional arrangements

elkom

Free State Kwazulu Natal
Thukela Water
Bloemfontein :odnonhb

Pietermaritzbyrt

vuinaleic®  Qurban

Alfred N2o District
Municipality

Umtata

Ngqushwa Loco
Municipality

Eastern Cape

East Lopstn

Figure 2: Location of case study areas

The uThukela Water Parinership has been contracted as the regional water service provider (WSP) for
three district municipalities in the Tugela Basin. July 2004 is the official date that they will begin operaling
as WSP. The case stucy oullines the 30 year Strategic Plan of the partnership and then compares this with
historical data (AquAmanzi) from the region and project budgets planned by the partnership. The data from
AgquAmanzi forms a mini-case study within the uTWP study of the experience and costs in the region

The Alfred Nzo Distnct Municipalty is a WSA in the eastern part of the Eastern Cape and has been
implementing Free Basic Water since July 2001. The case study tracks their experience thus far, outlining
their costs, institutional arrangement and effectiveness. The study focuses on the Umzimvubu area where
the Maluti Water Support Service Agent (SSA) operates.
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The Nggushwa Local Municipality is also in the Eastern Cape, being part of theAmatole Distnict
Municipality (the WSA) These municipalities have not officially implemented a Free Basic Water policy
officially due o institutional problems. Nggushwa LM is not the only muncipalty in this predicament, and
thus this is a valuable case stucy highlighting the obstacles to implementing FBW in rural areas. The
Nggushwa LM is indirectly implemeanting a FBW policy in that they were paying for water supply for the

rural areas from the equitable share with no income from beneficiaries

The Vulinclela Water Project is found within the uMsunduzi LM (the WSA) in KwaZulu Natal It is a single
project but serves a very large population. This case stucy focuses on the management of FBW

implementation at project level, and the challenges of cost recovery

The Nhlungwane Water Project is a small stand-alone scheme managed by the local community. Their
approach, costs, strengths, and weaknesses are all different from any of the other case studies. This case
15 important in dlustrating an alternative option for rural water supply. The case stucy also records the
process of transition from an autonomous community waler scheme, o one that is government subsicised

with outside management by uThukela Water Partnership, as a result of FBW

Several municipalities in the North West and the Limpopo provinces were approached with a view to doing
comparative case studies there. None of those with a significant rural population were implementing Free

Basic Water.
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5.1 uThukela Water Partnership
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Figure 3: The area serviced by the uThukela Water Partnership

51.1 Background

The uThukela Waler Parinership is a multi-jurisdictional municipal service provider for water and sandation
services. Il is a joint intiative by three district municipalities in north-western KwaZulu-Natal, namely
Amajuba, uMzinyathi, and uThukela and is the third largest Water Services Provider (WSP) in South
Africa. The region is primarily rural and has no large cities, only a few towns. The majority of the rural
population is poor The area covers 26 318 1464 km® and has a population of 1.78 million. There are 284
777 households in the region, implying an average across urban and rural settlements of 6.3 persons per
household (Section 78 study, 2003). Table 5 below details the demographic information for the region:
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Table 5: Demographic information for the uTWP region

uThukela " uMzinyathi Amajuba Newcastle Total
" Primary Info source T TSP2030 WSOP “TWSDP WSDP
No. customers | 125 108 | T B0634, 20381 70692 305 815
Population 629751 | 615973, 176975 364956 1787655
Indigent customers | 113338 | 74990 19748 | 38579 | 246 651
" % indigent customers T 9% T 93% | 6% 55% 81%
Customers serviced 82 058 26 609 | 3791 46 682 159 140
% customers serviced 66% 3% 13% 66°% 52%

Following the general election for local government in December 2000, the role of local government was
more clearly defined, and responsibilty for water and sanitation provision was placed at this level. In
response 10 this, the three KwaZulu-Natal district municipalities (DMs) of Amajuba. uMzinyathi, and
uThukela, together with the support of the 11 local municipalities began the process of establishing a multi-
jurisdictional municipal service provider for water and sanitation services - the uThukela Water Parinership
(uTWP). This partnership was decded upon after a study conducted by the Department of Water Affairs
and Forestry, which concluded that it would be the most cost effective manner of meeting the needs of the
large indigent population in the region (uTWP website, 2004). The uTWP will be the water service provider,
under contract 1o provide water services on behalf of the DMs. These services will include the supply of
potable water to all communities, businesses, Industry and other users, as well as domestic waste-water
and sewage disposal systems (SP2030, 2002).

In 2002, Ceenex (Pty) Lid was contracted to develop a planning document for the uTWP. The uThukela
Water Strategic Plan SP2030 is a “comprehensive, integrated, dynamic waler sector long term plan, for
urgent implementation, for the sustainable provisioning of safe, acceptable, and affordable water and
sannation services” (SP2030, 2002 pg 5). This plan detals every aspect of the delivery of water and
sanitation until the year 2030. The mandate for this plan is to find the best way for uTWP to operate -
answering how, when and at what cost (SP2030, 2002). The January 2003 allocaion of “powers and
functions” allocated the role of Water Services Authority to the DMs, and to the Newcastle LM in this area.

Two scenarios were developed, an cptmal and a marginal:

The optimal scenano aims at providing a low pressure/full pressure water connection to 98% of customers
within 7 years. This water will be supplied through a centralisec water infrastructure system that is a part of
the plan. A transaction processing system for billing and receipting is to be set up for all customers. The
optimal scenario will require capital funding of R 3 281 million.

The marginal scenario will provide a basic service (stancpipe) to all customers not presently serviced.
There will be no major infrastructural changes and the present decentralisec system will continue. The
marginal scenario will require capital funding of R980 milion.

37




Al the time the plan was drafted the three district municipalities had secured the following funding:

R237 million from the Department of Water Affairs anc Forestry
R18 million from the European Union
R65 million from the Consolidated Municipal Infrastructure Programme
R320 million in total
This funding was avallable for the 2002/2003 financial years.

This shows that for both the optimal and marginal scenario, further external funding is required to meet the
objectives of the SP2030, Whereas the marginal scenario should be achievable using expected future
funding flows from DWAF and CMIP, the optimal scenario will not become a reality unless very significant
external grant funding sources are realised (SP2030, 2002).

Optimal and marginal scenarios for operational expenddure are cutlined in the SP2030 (2002), and are
discussed in Section 554 .

512 Free Basic Water Policy

The uThukela Water Partnership does have a Free Basic Water policy, but due to the partnership not
being fully functional as yet, the three district municipalities still have their own different policies. These
policies will be replaced by the following once the parinership has taken over as water service provicer:

The Free Basic Water policy in the uThukela Water Partnership areas will be determinec by service level.

There are three leveis (Johnston, 2003):

e Street standpipe - free. This standard policy recognises thal consumption at streel standpipes is
typically under the 6kifamily/month limit. Any rudimentary system (e.g. handpumps) also fits into this
category.

e Household connections with restricted flow — flat rate of R18.00 per household per month. A broad
based cost analysis was done 1o come to this figure, and covers the use of 3.3kl per household per
month,

e Full pressure connection — a flat rate charge of R18.00 per household per month until the 6kl is
exceeded. Thereafter the current ‘normal’ tariff would apply.

The uThukela Water Parinership aims to upgrade all water supplies 1o piped connections by the year 2030.

51.3 Envisaged Income Sources

e Tarff income ~ tariffs will be standardised across the district municipalities and will be increased so
that cress-subsicization will be possible. This will be helped by the implementation of a uniform bulk
tariff (the figures for these tariffs are not known) (Johnston, 2003);

o Equitable share = R20 million (Financial Year (FY) 2003) (SP2030, 2002); and

e Water tax —~ R11 million (FY2003) (SP2030, 2002).




514 Institutional arrangement
The institutional arrangement is not yet finalised, but is unlikely to change significantly from that which s

set out in the SP2030 document

5141 The water service provider (WSP)

The WSP for the uTWP will be sat up as follows:

Participating municipalites will fully own the uThukela Water Company. The uThukela Water Services
Provider will be a private company (Pty Lid) and will comply with the Public Finance Management Act. The
municipalibes will vote and appont an executive board of directors The uThukela Water company will
enter into a long term agreement with the WSAs for the services delivery of water and sanitation. All water

related assets and water staff will be transferred to the company

uTWP will subsidize tariffs as per the FBW policy, and will be compensated by the WSA for the costs
incurred. Users will enter into a contractual agreement with the uTWP and will pay the uTWP for services
delivered. Any profits made by the uUTWP will be reinvested or paid out to its stakeholders (i.e. the Water
Service Authonties of the region)

51.4.2 The water service authority (WSA)

The three district municipalities will remain as three separate WSAs although there was a suggestion that
one multi jurisdictional joint WSA will be formed and referred to as the uThukela Water Regulator. This is
not legally possible. Below is the proposed institutional arrangement for the uTWP as WSP, and how it will

relate with all the contributing parties:
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Figure 4: Proposed Institutional arrangement for the uThukela Water Authority and Service

Provider (SP2030, 2002 pg 38)

If the formation of a WSA Regulator is decided upon, then the representative from each DM will be a
member of the Board. The Regulator will execute all the functions of a WSA including the channelling of

funds from CMIP, the Eqguitable Share.

DWAF and other grant funding
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521 Background

The Alfred Nzo District Municipality (Alfred Nzo DM) is located in the poorest province in the country - the
Eastern Cape. It is divided into three areas: Umzimvubu South, Umzimvubu North, and Umzimkhulu (see
Figure 5). The Alfred Nzo DM has a population of 635 845 of which 552 813 are classified as poor (i.e. the
monthly household income is below R1 100) (DWAF website, Jan 2004). There are no cities in the Alfred
Nzo DM and only a few towns, thus most of the population (approximately 400 000) is rural. There are 560
rural villages of which 350 have a water supply - 40% at the RDP level and 60% at a rudimentary level
(Zellhuber, 2003). In terms of the “powers and functions” the DM s the waler services authority.

In the year 2000 a study of the water schemes in the DM was done by the Mvula Trust, in order to develop
a way forward for the management of rural waler schemes in the DM. From the findings of this study, the
DM decided 1o accept the principle of community based management for Alfred Nzo. The rationale for this
was as follows (Lebenya, 2002):

o most of the schemes use simple technologies that are understood by local communities;

* the cost of operating and maintaining these schemes is low due to the simple technology. and

e vandalism is better controlled by a respected institution within a community.

Although this principle was agreed upon, it was understood that this could not be immediately
implemented, but was rather a goal to work towards - thus, the need for Support Service Agents (SSAs). In
the beginning of 2001, three SSAs were contracted, and as a first step they uncertook a technical and
social assessment of all the schemes within their given areas of responsibility. Once thes information was
gathered, intensive workshops and discussions were held on the procedures for the appoiniment of WSPs.
Combining the feedback from these discussions, and the DWAF guidelines for implementation the Village
Level Action Plan was developed. This plan outlines the FBW policy and strategy for Alfred Nzo District
Municipality (VLAP 2002). Much of the information in section 5.2.4 is sourced from this Action Plan.

522 FBW Policy

The FBW policy is determined by service level:

e Water supplied via basic systems such as handpumps and communal tapstands s free.

« All households with yard connections, as well as businesses and institutions, to pay a flat rate of RS /kl
(Jan 04) for water. This however has not been enforced, as it is not cost efficient for the DM to do so. It
was calculated that it would cost the DM R16 per customer to enforce this policy.

(Zellhuber, Gibson, Lenehan, 2003)

The policy aims at providing for the poor, and those with private connections are not viewed as poor.
Houselyard connections are discouraged, and anyone requesting a connection is responsible for all
connection costs (Zellhuber, Gibson, Lenehan, 2003)..

There has not been much need 1o develop a policy more complex than this, as the consumption in the

waler schemes is in most cases below the 6kl imit, and there are very few private connections. However,

some parties expressed a concern about the attitude towards privale connections, as the demand for them
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s Increasing in communities. If there s no policy enabling private connections, llegal connections may
become costly for the DM. This is beng shown in a village called George Moshesh where llegal
connections not only supply water for domestc use, but also for businesses. With no mechanism for taniff
collection, consumplion is very high and the problem cannot be contained (Zellhuber, Gibson, Lenehan,
2003)

Table 6: Consumption at some of the water projects in Umzimvubu North (Malut Water, 2003)
Note There are a large number of private connectons at Georpe Moshesh

Jr—— e T — —————— —————)
c o::::'. I Average Average %FBW
Project . Population July 02 4:.,:03 Litres/cap/day allocation used
| Ki'm July 02-July 03 July 02-July 03
R s [ 4 (kUmth) | S | e ———t
George Moshesh | 20 586 30471 | 28 194
“Tsita _+ 5280 2695 | I T A a2 |
Madlangala 1872 o 873 L . 70
Madlangala ext 14976 7500 | 17 69 |
“Masakala 1672 | 1058 | 13 53 |
! 4
Mzongwana 11186 1367 | 1 42

A billing system may be set up in the future, but at the moment this would cost the DM more than they
would collect from users.

The functions of the water service providers are currently split between the communties and the private
sector SSAs. Community level Project Steering Committees are responsible for overseeing the daily
operation and maintenance activitias, and report to SSAs. The SSAs are responsible for fulfiling any WSP
functions that the community does not have the capacity 1o fulfi. While coing so, the SSAs are required to
mentor the community so that the functions can be handed over in the future. The goal is to develop
Community Based Organisations that are registered legal entities, and are formally contracted to the DM
as WSPs (Zellhuber, Gibson, Lenehan. 2003).

523 Income sources
The programme is in its third year of implementation. Funding has increased each year as the programme
has proved its effectiveness and efficiency and has accordingly been extenced to new areas. In the first
year (2001) 2 bucget of R4 million was allocatec. In the second (2002), R11.4 million, and in the thirg it
was increased to R19.4 milion. For the 2003 financial year the breakdown of the source of these funds
was as follows (Zellhuber, 2003):

o R6 million of equitable share funds for FBW allocation;

o R10 million of equitable share funds for operation anc maintenance of the water projects; and

* R3.4 million from the Department of Water Affairs and Forestry (Operale Train Transfer funding)

524 Institutional Arrangement
The DM has developed a structure that defines the relationship and functions of the different partes
needed for effective and efficient implementation of FBW in rural areas. The success of this institutional

arrangement lies in the partnership between government the private sector, and civil society. This
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arrangement is not permanent as yet, inslead contracts are renewed annually. This is due to political
reluctance to privatise. It is hoped that the efficiencies of this current arrangement will soon be recognised
by the politic:ans and that it will be adopted on a permanent, long term basis.

All the information on the instidutional arrangement was taken from the Mvula Trust Village Level Action
Plan (2002).

The following organogram shows the structure for each project

Figure 6: Institutional arrangement for water provision

5241 The water service authority

The DM s the WSA and is responsble for ensuring that water supply is efficient, affordable, and
sustainable. However, as the municipality has only 5 staff employed in water and sanitation, the DM
reaksed that working alone they are unable to fulfil this responsibility. As a result, the WSA now fulfils a
management and co-ordinating role. Inter alia, this includes all of the 350 villages with water supplies.

The WSA provides by-laws and policy, contractual agreements, funding, and the planning and provision of
water services. Monthly meetings are held with the three SSAs to discuss the villages under their care,
reports are collated, budgets managed and provincial government and other authorities are reported to,

5242 The water service provider

The WSPs have not yet been formalised. The goal is for the Vilage Water Committees to be fully
functioning WSPs in a few years. This involves training and capacity building, and a complex legal
process. This legal process has provided a number of barriers and the district municipality in conjunction
with the Support Service Agents are challenging policy at present so that the process can be completed.

The WSP, when fully operational, will be a legally constituted and registered entity that will be responsible
for ensuring that water supply is reliable anc safe and that consumers are happy. This includes: customer
relations, acministration, management, general maintenance, minor repairs, daily operation, and liaison
with consumers and the WSA.




The WSPs will be appointed on a two year performance-related contract. This will be done by open
invitation. A public information meeting will be advertised and held within the local community. At the
information meeting, the invitation document will be explained and made available, with the closing date for
applications made clear. Any interested party will need to complete the invitation document and hand it in
on or before the closing date. On the closing date, another public meeting will be held to discuss all
submissions, and a public acjudication will be held at this meeting. Ward councillors, district municipality
representatives and the Support Service Agent will also need to attend this meeting. The adjucication will
not result in the appointment of the WSP, but will rather provide a forum for the community to voice their
opinion. From the meeting. recommendations will be forwarded to the WSA for final appointment. Only the
WSA can appont the WSP. Once the appointment is final, the SSA will commence the legalising,
registering and development of the WSP. The WSP will be an Association, registered as a Non Profit
Organisation

The proposed structure for each WSP is as follows

WATER SERVICE |
AUTHORITY
on

WATER SERVICE
PROVIDER
Chawman of the board
3 board members

/

MAINTENANCE FINANCE/ADMIN
Operator Acrminestrator

Figure 7: Proposed WSP structure

5243 The Support Service Agents

The SSAs are apponted to assist the WSPs to function effectively. They mentor the WSPs in all the
aspects of running their water systems. link the WSA and the WSPs; assist the WSA in monitoring the
WSP; facilitate the funding flow from WSA to WSPs, and assist the WSPs with the procurement of
materials and services.

These are the basic functions and responsibilities, but the SSAs are also responsible for any other
functions and responsibilities that either the WSA or WSP does not have the capacity to fulfi. Because of
the extensive responsidilities placed on the SSAs, it is essential that these organisations have sufficient
experience and staff to manage the complexities of the projects. They are fundamental in the success of
the programme implementation

The SSAs are employed on a two year performance-related contract. These contracts end in July 2004,
after which they will be reviewed, anc new contracts will be drawn up
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53 Ngqushwa Local Municipality

Figure 8: Ngqushwa Local Municipality

53.1 Background

The Nggqushwa Local Municipality is situated in the Amatole District Municipality in the Eastern Cape
Province and has a population of approximately 140 000. There are 14 wards in the local municipal area.
A large proportion of the area is supplied mainly by bulk water supply schemes as indicated in Figure 8
above. All of the bulk water supply schemes are operated and maintained by the Amatola Water Board.
The remainder of the area is served by handpumps, windpumps, and stand-alone standpipe schemes. The
Amatole DM is the water service authority and at present is working on a FBW policy. FBW is being
supplied to the rural schemes by default as there is no cost recovery system in place. Before the
authorisation of powers and functions, the ES went to the LM and it paid the Amatola Water Board. Now as
the WSA, the DM is invoiced by the Water Board for the bulk schemes under their management,

In 2001 the National Strategy Task Team on Free Basic Water (STT) chose the Nggushwa LM to be a
Free Basic Water pilot municipality, as it is a poor, largely rural municipality with a variety of water supplies
ranging from handpumps to bulk supply schemes. This environment was considered 1o be one of the mos!
challenging for implementation and the process would result in valuable lessons for other municipalities.
The pilot was managed by the Palmer Development Group who faciltated the workshops and the
investigation process. From the information gathered, recommendations for the institutional arrangements,
FBW policy. and budgeting were made (PDG, 2002). These were, however, not implemented. Due to a
lack of actual costing available for this pilot, the Ngqushwa LM was very enthusiastic when the Mvula Trust
proposed this WRC Free Basic Waler study. The aim of this research was 10 take the PDG pilot to the next
level and do a detaidled historic costing of water supply in Ngqushwa and then do conceptual comparative
costing of various institutional arrangements, projecting what needs to be budgeted for the long term
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provision of FBW (the written report for this study (de Jager, 2003) was used to compile this case stucy -
unless otherwise referenced, all information for the Nggushwa case study was sourced from the report and
the author). The findings in this research were met with approval from the LM and DM. To date no changes
have been implemented as the DM s awaiting completion of the Section 78 assessment currently
underway. Once this Section 78 is complete, decisions will be made and a FBW institutional arrangement
will be chosen and implemented. The current status of the Water Board providing bulk services, the DM
and DWAF providing operations and maintenance prevails on the rural schemes and distribution networks

One of the key objectives of assessing FBW at this LM level is 1o determine the affordability of paying for
all water services from the ES, and how critical cost recovery will be

For the purposes of this report only the historical and current arrangements have been used. A separate
report and presentation on the various possibilities and budgets for institutional arrangements were
presented 1o the local and district municipality to aid with their decision making (a summary of the budgets
is attached as Appendix 2)

5.3.2 Free Basic Water Policy
There is at present no official Free Basic Water policy, however, the current situation on the ground is as
follows
e Those with rucdimentary supplies have never been charged for water, and use less than 6kl, so
there 15 no need for monitoring water usage of these supplies
e The rural areas serviced by the bulk supplier. Amatola Water Board, receive FBW as the
municipality pays the Water Board for the bulk water cost of supplying 6kl/hh/month
e All other users pay for all their water (mostly resorts and large institutions)

533 Income Sources

The LM is heavily reliant on the Equitable Share due to low cost recovery. There is imited income from
businesses, peri-urban settlements and resorts. DWAF has an annual budget for operation and
maintenance but this is used at the discretion of DWAF and is not avalable to the municipalities

According to the Paimer Development Group report (PDG 2002), the income in 2001 was as follows

Equitable Share: R2.7 million
DWAF: R2.7 million
Customer bills; R0.6 million

The DWAF subsidy is only temporary and will be phased out in a few years, and customer bills have
decreased since then, with the 2002 revenue being R262 000. This shows that unless there is an effective
cost recovery system put in place, the LM will be almost completely reliant on the Equitable Share



534 Institutional arrangements

The weak institutional arrangements for managing water services in rural areas have been the major
impediment to the implementation of the FBW policy. The Ngqushwa Municipality inherited the capacity of
the former Peddie and Hamburg TLCs and is responsible for water services in these areas, as well as ad
hoc operation and maintenance of the surrounding peri-urban areas.

There are village water commitiees in some schemes that are responsible for preventative maintenance,
but this is not monitored and thus it is not known to what extent this is actually happening.

DWAF is responsible for five schemes in the area, but are also understaffed. The entire western half of the
Eastern Cape (Amatole DM and Chris Hani DM) is served by one district office that only has eight staff
members. This has resulted in an ad hoc crisis management approach

The Amatole DM is responsible for O8M in the remaining rural areas but also has inadequate staff. As a
result the DM is in a constant state of crisis management. There is no time to plan or to do preventative
maintenance. Instead, repairs are on a first come first served basis, and are also affected by political
influences.

To increase the confusion, the DM and DWAF perform similar functions in overlapping regions. There is a
duplication of roles and responsibilities and no co- ordination between the two teams. Thus, the meagre
capacity is further reduced
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Figure 9: uMsunduzi Municipality, showing area covered by the Vulindlela Water Project




541 Background

Vulindlela lies 1o the wes! the city of Pietermaritzburg in KwaZulu Natal. The scheme covers 500km® and
serves a population of approximately 122 088 (Umgeni Water, 2000). Umgeni Water (the parastatal water
utility which supplies water 1o the whole Pietermaritzburg to Durban region) constructed the project during
the period 1994 - 2000, and is still performing a large proportion of the WSP functions as well as operation
and maintenance. The water service authority (WSA) is the Pietermaritzburg-uMsunduzi Municipality
(KZ225).

Water supply for the scheme comes from the Midmar treatment works via a pump station in Groenekloof.
This bulk supply is then pumped 1o five bulk reservoirs, and gravitated to 14 smaller reservoirs. Up to this
point it is considered the bulk supply. From these 14 reservoirs, smaller diameter reticulation systems
service 19 areas by gravity. Each of these areas has a branch office that is managed by a branch office
committee. These committees liaise with the Vulindlela Water and Sanitation Committee who deal with
Umgeni Water. There are currently approximately 11 000 active private connections in the area (i.e
approximately 50% of the families have connections). This low number is due 1o two reasons: there are a
number of households that do not have yard connections, and thus use rudimentary supplies or get their
water from a neighbour’s yard tap; and there are also a large number of disconnected yard connections
due to non-payment (these disconnections were done pre-FBW). There are no public standpipes in this
scheme (Umgeni Water, 2000).

Before the announcement of Free Basic Water, a business plan for a transition process from Umgeni
Water 1o the uMsunduzi Municipality was drafted (Umgeni Water, 2000). This business plan proposed a
three year trial period as a training and capacity building period after which the scheme would be handed
over to the water service provider and water service authority for full operation and maintenance
responsibiity. However, this business plan was not finalised due to the changing government policies
(Shangase, 2003). Umgeni has continued o operate and maintain the scheme thus far, and the final
transfer of responsibility will occur on the 1 July 2004 (Limohun, 2003).

542 Free Basic Water Policy

Umgeni Water does not have a FBW policy of its own and is not required 1o do so. Vulindlela falls under
the jurisdiction of the uMsunduzi Municipality (the WSA), and Umgeni Water has been instructed by the
municipality to maintain the tarff as it was before FBW (R6.08/kl), with the only change being that the first
6kl is free. The uMsunduzi Municipality then pays Umgeni Water for the total FBW usage at Vulindlela
(Lilmohun, 2004).

543 Income sources

Umgeni Water has always subsidised the operation of the Vulindiela Scheme. This subsidy was not
foreseen at the time the scheme was planned, but like most rural schemes, Vulindlela has always run at a
loss, and Umgeni Water has met these losses from its own reserves. However, due to the implementation
of FBW in Vulindlela, the municipality now has the responsibility to pay for the FBW allocation used. From
the implementation of FBW by the uMsunduzi in May 2002 until 30 June 2003, Umgeni Water sent a
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monthly consclidated bill to the uMsunduzi municipality for all customers using less than 6kl per month, Al
usage over the 6kl limit was then billec to the customer directly. From the 1 July 2003, uMsuncuzi officially
took over the scheme. However, due to lack of capacity, the uMsunduzi requested that Umgeni operate the
reticulation system on behalf of the municipality for one more year. Since this agreement, Umgeni Water
has billed uMsunduzi for the total bulk supply of water. Umgeni Water aiso send bills to those consumers
using more than ki, and all this revenue collected belongs to the uMsunduzi municipality. At present this
revenue 18 held by Umgen Water in @ Trust account until such tme as contractual arrangements have
been finalised with the municipality. Negotiations are also underway for Umgen: Water to be paid by

uMsunduzi for thesr services (Limohun, 2003)

544 Institutional arrangement

The current system of management for the scheme follows the standard Umgeni Water system (Umgeni
VWater, 2000)

OWAF
Provinaal Programme
Manager

Mzundun Municipaity
Technical Dwector

e —

——

Umgeni Water

Dwector of
operabons
Scientficfirance admn
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|
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Plumbers Contract
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Sl Officers -

Pg 15 34 of Business Plan’

Figure 10: Vulindlela management system under current Umgeni Water management



This system was supposed lo be temporary and Umgeni Water was 1o develop the local branch
committees and the umbrella Vulindlela Water and Sanitation Committee into an effective management
and communication structure. The aim was to gradually increase the roles and responsibilities of these
local structures so that at the end of the trial phase (July 2003), the management of the scheme would
align with the DWAF Guidelines for the Operation and maintenance of CWSS Projects, Version 1, March
1999. However, as stated above, this trial phase did not occur, and Umgen: continued 1o manage the

project.
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55  Nhlungwane Water Project

Greytown
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Figure 11: Location of Nhungwane community

551 Background

The Nhlungwane Water Supply is localed in the Msinga Local Municipality, in the uMzinyathi District
Municipality, in KwaZulu Natal (KZN) (see Figure 11). The project was implemented in 1997 by the Mvula
Trust. Since its inception, the scheme has been managed by the local community. Free Basic Water has
not been implemented yet This case study was chosen in order 10 adcress the key question on how
community managed systems will cope with the transition 10 Free Basic Water (WISA, 2003)

The scheme was buidt with R300 000 from the Department of Water Affairs and R24 000 from the
community. Water for the scheme is pumped from a borehole equipped with a submersible pump powered
by a diesel generator. There are two separate rising mains, each filling two 30Kl reservoirs. The reticulation

system supplies 40 standpipes serving 220 homes (WISA, 2003)

In 2002, the community won the Water Institute of Southern Africa (WISA) Award for Excellence in Rural
Water Supply, for their efficient, committec management of the water scheme (WISA, 2003)

It was this background which prompted the selection of Nhiungwane as a case study in the implementation
of Free Basic Water in rural areas. This investigation was intended to answer the following guestions

i) In a case where a community has a good track record in managing their own water supply, will
local government retain and make use of the skills built up in the community?

i) If 1 is no longer required for people to pay for a basic water supply, will they be interested in,
and preparec to pay for a higher level of water supply?
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ili.) Where good community disciplines have been established in paying for a community service
(water), can that practice be transferred to a new development objective after the advent of
Free Basic Water?

552 FBW Policy

The uMzinyathi District Municipality (the WSA) is a part of the uThukela Water Partnership (UTWP). This
partnership is to be the water service provider (WSP) for all schemes within the municipality. The
partnership will work towards one standard policy, but at present each district municipalty has their own
policy which is decided according o what is affordable for ther region. The local municipalities have been
contracted for the coming year to manage all water projects in their area. This is an interim situation until
such time as the UTWP has a functioning support programme (Johnston, 2004).

The uMzinyathi FBW policy at present is as follows:
o Community standpipes are to be provided at no cost and the Municipality will subsidize this service
from the Equitable Share.

Thus in the case of Nhiungwane people should be able to continue with their present arrangement, but
should no longer have to pay the R7 per month levy. Free Basic Water was due to be introduced at the
beginning of 2003, was then rescheduled for January 2004 and to date (June 2004) has not been
implemented. A decision was taken by the uMzinyathi DM that all payments for waler paid for from July
2003 would be paid back to individuals as an acknowledgement that FBW should have been implemented
in all communities by then (Johnston, 2004). This payback has not occurred to date, and it is still uncertain
when the implementation of FBW will occur.

553 Income Sources

Each household is required to pay a levy of R7 per month in order to receive approximately 2 4kl of water.
There are 220 families in Nhiungwane, of which between 210 and 220 contribute. This gives a monthly
income of R1 500.00. According 1o the committee, if a household does not pay for their water, they are
denied access o the taps by the tap operators, and are thus forced to draw their supples from the village
handpumps. This strict implementation of the levy has helped the project to remain sustainable.

The uThukela Water Partnership is planned as the WSP for Nhlungwane. When this happens, the
community will no longer need to collect the monthly charge for water. Therefore, unless otherwise decided
by the community, there will be no income. The provision of water will therefore be funded by the equitable
share.

554 Institutional Arrangement

All operations, maintenance and management of the project have to date been done within the community,
The water system is run by the Village Water Commitiee (VWC) and two local operators.




The planned institutional arrangement at FBW implementation will be as outlined in Section 5.1.4 of this
research, as the intended WSP is the uThukela Water Partnership. How this relates to Nhlungwane has
been outlined in the uTWP's 30 year strategic plan (SP2030). The uTWP will manage rural schemes using
roving plumbing teams that provide O8M support. A local operator will be appointed in each area, and will
be responsible for liaising with the nearest service centre (for Nhiungwane this will be in Greytown). The
operator will be an employee of the DM, and will be pai¢ from the annual budget. The operator will be
responsible for minor repairs, and will call for assistance when there is a major problem. The uTWP will be
responsible for all functions of the water service provider, and there will be no outsourcing to Support
Service Agents. The uTWP are planning a schedule of monthly visits to all schemes to ensure regular
maintenance and suppor to local communities. uTWP plan to sub contract local operators to continue thew
work where appropriate and report to the relevant staff of UTWP when assistance is needed. The plan for
Nhiungwane is to employ one operator who will be responsible for the Nhlungwane Water Project and

other nesghbouring water supplies (Johnston, 2003)




Findings

uThukela Water Partnership

551 Experience to date

The Free Basic Water policy has not actually been implemented yet, but is scheduled for July 2004.
uThukela Water has a huge backlog of work to do, as the district municipalities in the region have
erratically implemented FBW in rural areas and there are many communities that need to be served. The
current capacity to deliver the services Is inadequate, but there is restructuring and training to get the
municipalities ready in the near future. There has been a reluctance to inform communities of the policy
until there is the capacity 1o deliver, so some rural communities have continued with pre-FBW
arrangements (Johnston, 2003). The WSDP and Section 78 assessments have been completed, and the
uTWP has been approved as the best option for water service provision in the region.

The municipalities have chosen not (o outsource operation and maintenance 10 the private sector. Instead
all services will be managed and maintained by the uTWP. There will be roving plumbing teams to service
the schemes. Local operators will also be employed to monitor and fix small problems, but all major repairs
will be carried out by professionals (SP2030, 2002).

5.5.2 Costs

The expected income (at 2003 value) from Equitable Share (R20 million), water tax (R11 milion) and tariff
income (R95 million) totals to R133 million. The SP2030 Plan outlines the operational budget for Financial
Year 2003 with the optimal scenario at R173 million per annum and the marginal scenario at R160.7
million per annum. The optimal scenario includes R40 million in additional tariff income per annum that is
required to bring the business into solvency again. This is hoped to be realised as a result of an increase in
customers, and the billing system that would be implemented. The plan does not clarfy where the money
would come from to cover the R27.7 million predicted deficit per annum for the marginal scenario.

Table 7: uTWP FY2003 Proposed Budgets for operation and maintenance

Proposed Costhousehold/ | Costhh/ Cost/capita/ " Costcapital
Budget FY2003  annum - month annum . month
Optimal R173,320,000 | R1464 R122 R256 R21
Marginal R160,700,000 | R1356 R113 R237 R20
Scenario '

Note. According to 2002 figures, approximately 120 000 households are served with either basic water or full service -
this includes urban and rural.

Due to the SP2030 being only a plan, it is not possible to discuss the optimal and marginal scenario
costing at ground level. However, there is extensive historical data available for the region from a previous
WSP, AquAmanzi, as well as proposed project budgets developed by the uTWP. These sources
triangulate to help provide an outline of real costs of water provision in the region. It is important to note
that the proposed uTWP budgets appear to have no correlation with the SP2030 Plan.
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55.21 AquAmanzi Historical Costs

AguAmanzi have been constructing, commissioning and managing water schemes in the uTWP region
since 1998. These schemes were gradually hanced over to the relevant district municipalities between
December 2002 and March 2004 (Johnston, 2004). Detalled monthly records of the expenditure at each
scheme were kept and these provide an example of the real costs of operation and maintenance.

Most of the projects were supplied with 6ki/hh/month of free water on the instruction of the relevant DMs
even whilst some remamned under the management of AquAmanzi, AguAmanz was required 1o provide
support, mentorship and technical assistance to the village water committees, as well as to co water
quality testing at all of the schemes. These were reported on in @ monthly O & M report which includes
comprehensive financial and water consumption records. This arrangement is similar 1o the institutional
arrangement in the Alfred Nzo District Municipality (Section 5.2), and the institutional arrangement
proposed for the Vulindlela Water Scheme (Section 5.4).

Most of the water projects are supplied by bulk water schemes, with the remaining being stand-alone
schemes supplied from rivers and boreholes. Some projects have units that dispense the restricied amount
of free water e g. water widget units, others with house connections are billed after the free water imit is
reached, and some with unmetered standpipes have no restriction (bulk meters show that the usage s
below the limit) Since the introduction of FBW, AgquAmanzi records show an increase in water
consumption and a decrease n vandalism (AquAmanzi, 2003)

Detail of each scheme in the region will not be included in this research, instead a summary of all projects
and their costs in each district municipality will be shown. This summary will then be followed by a more in
depth study of the 5 rural schemes in the Nquthu Municipality (within the uMzinyathi DM) in order to
understand the AquAmanzi approach better.

55211 Regional Costs
Regional costs for all the AguAmanzi projects were summarized in their monthly progress reports. Using
the progress reports from January 2002 to August 2003 one can determine the cost of water provision in
the region. A comparison between the two reports also highlights the influence of economies of scale in
the costing, as between December 2002 and August 2003 AquAmanzi retained management of fewer
projects as the transfer process to the district municipalities had commenced.




Table 8: AquAmanzi Records January-December 2002

District Population | House | Operating | Support Total O&M | Total Revenue | Deficit
i Municipality holds | Cost Cost Cost Cost
(R/mnth) (R/mnth) (Rimnth) (R/hh/M) | (Rimnth) | (Rimnth)
Amajuba DC25 30493 | 3811 R28.158 R49.270 R77,428 | R20.30 | R19,189 | -R58.230
(7 projects) o
uMzinyathi 33512 | 4189 R52, 681 R45.201 R97882 | R2340| R14215| -RB3.667
DC24 !
(7 projects) |
" uThukela 34608 | 4326 R18347 R30.843 R49,190 R1137 | R20899 | -Ra6,191
DC 23
(8 projects)
Total 98913 12 364 RO0,186 | R125314 | R224,500 { R18.36 | R36,403 | -R188,097
(22 projects)
Table 9: AquAmanzi Records January-August 2003 after FBW implementation
District Population 'Nouu Operating | Support Total O&M | Total Cost | Revenue | Surplus
Municipality holds I Cost Cost Cost (Rhh/mth | (Rimth) | (Rimth)
| ((Rimth) | (Rimth) | (Rimth)
Amajuba DC25 20747 2503 | R21963 | R40571|  R62534 | R24.10 R468 | -R21,495
(5 projects) | i |
uMzinyathi 10736 | 1342 | RB602 | R46,076 R54678 |  R40.70 RO | -R8.602
Ee |
(4 projects) !
“uThukela 13 454 1682 R6,300 | R39.361 R45 661 R27.15 RO | -R6.300
DC 23
(4 projects) ! .
Total 44937 §617 R36865 | R126008  R162873  R30.65 R468 | -R36,397
(13 projects) i

Interesting conclusions can be drawn from these two tables:
e The effect of Free Basic Water can be seen in the almost non-existent revenue collected in 2003.
Very few people are using more than the FBW allowance, thus the full cost of the water is billed to

the DM concerned.

e Although the tables are largely pre- and post-FBW, the increase in costhh/month cannot be
attributed to the implementation of FBW. Rather, it is due to the decrease in projects and
population served with the handing over of projects to the district municipalities. It appears that
economy of scale in support costs played a major role in the low total cost of R18.30/hh/month in

2002.




In 2003, the total management cost increased slightly despite a more than 50% reduction in
population served. This pushed the total cost up from R18.36Mhmth to R30.65/hhvmth, an
increase of 67% Table 10 below summarises the change in per household management cost from

2002 t02003
Table 10: Increase in Costs with Decrease in Population
Support/mentor No. of households | Costhhimonth
costs served |
2002 R125 314 12 364 R10.13
2003 R126 008 5617 R22 43

5.5.2.1.2 Nquthu Costs - Historical and Planned

A case study of the Nguthu Municipality (DWAF, 2003) was published in 2003 as part of the natonal
DWAF pilot research project. The study includes five rural villages in the municipal area that had detailed
cost records. AquAmanzi were responsible for the cperation and maintenance of these projects, and all
costing is from their records. In December 2002 Ndatshane, Nquthu 1 and Nquthu 2 were handed over to
the district municipality. The BOTT contract came to an end at the end of March 2004 and the remaining
two projects had been transferred by then (UTWP, 2004). The income and expendture records from this
study are a very useful example of the real costs of rural water supply over the past few years. This study
is incependent of the SP2030, thus the real costs recorded at Nquthu have had no influence in the costing
exercise for SP2030 (UTWP, 2004). Before the Nquthu report was finalised, UTWP developed budgets for
the Ngquthu schemes, these budgets were then included in the report and compared with the real costs to
date

The Nquthu Municipality is found within the uMzinyathi District Municipality (see Figure 2), and is
predominantly rural, with a very small town making up its core. The Nquthu municipality has a total
population of approximately 202 425 people. Of these, approximately 4,142 live in the town and 198,283
live in the rural areas (DWAF, 2003). The uMzinyathi DM is the WSA for Ngquthu, uTWP is the bulk WSP,
and AquAmanzi was the reticulation WSP for the rural areas (Johnston, 2003). AquAmanzi was appointed
under the Build Operate Train Transfer (BoTT) contract with DWAF but was gradually phased out as
schemes were transferred to the DM. As mentioned above, the BoTT contract officially ended in March
2004. Current negotiations anticipate that the uTWP will be the WSP for all water and sanitation in the
uMzinyathi DM, and is scheduled to be officially contracted from July 2004 (Johnston, 2003). AQuAmanzi
set up and traned community based organisations as water committees who were responsible for day-to-
day operations and maintenance. These committees have been disbanded as the uTWP will be
responsible for all functions and will communicate with communities through ward councillors (DWAF
2003)

Of the five schemes studied, Nguthu 1,23 and Ndatshane are supplied with bulk water from a plant
operated by uThukela Water, while the Bambisanani scheme is supplied by a spring. Population and
service level statistics are to be found in Tables 11 and 12 below:
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Table 11: Population figures for five schemes

Lcheme Name Nguthu 1 | Nguthu 2 Nguthu 3 Ndatshane Bambsanani Total

Total poputation 11444 6 060 2 440 8 500 20000 30

Total no. of households 1430 758 305 1062 251] 3 n

fave housenold size B “ 8 A J J
(DWAF 2003, pg 6)

Approximately 88% of these households have an income of less than R1500/month and are therefore
classified as poor. Due to this high percentage it is unlikely that many families in the area will be able to
pay more than nominal amounts for water (DWAF, 2003).

Table 12: Levels of service at five schemes

Is:m Name Nguthu 1 ] Nguthu 2 Nguthu 3 | Ndatshane I Bambisanani | Total
—— 4 o N u 1 e
Lm standpipes 12i 37: 131F 22] 389
r:m — 11 wd 27 1 on 244 3 :ml
Total households 1 430 7sai’ 305 1 oea' 251l 3 aoJ

(DWAF, 2003 pg B)

Most households within the area have a level of service at RDP or higher, however, questionnaires done in
the area for the DWAF stucy show 54% of the standpipes are not working (DWAF, 2003).

In order to determine the average annual cost of waler supply to these households, the aclual costs
incurred since the commissoning of the schemes were used. These were obtaned from the AquAmanzi

December 2002 monthly reports for the schemes:

Table 13: Average monthly costs of water provision to the five schemes

I

tem Monthly average (from commission to Dec 2002)
Nguthu 1 | Nguthu 2 Nquthu 3 | Bambisanani | Ndatshane TOTAL
| No. of Households served 1430 758 305 1062 251 3806
Total Overheads R 7,583 R 2,785 R1.701 R 1,767 R 7450 R 21286
Repars & maintenance R 582 R 576 R 289 R 144 R 518 R 2120
Buy-in or Production Cost R 3,336 R 3,146 R 874 R 441 R 1,898 R 9,695
Support & Mentoring cost R 24,351 R 19,602 R 11,406 R 8,996 R 26,243 R Q0 508
Total O&M Expenditure R35862| R26110| R14.271 R11347 | R36111| R 123701
Total expenditure’hh/month R 2508 R 34.45 R 46.79 R 4521 R 34.00 R 325
Total
P Sture/capita’ " R314 R4 R585 R565 R425 R 406
s B R8675| R333s R 1,620 ROT6 | R2366| ..o
Other Income/month R 139 R 191 R 136 R 31 R 68 R 565
Profit / (Loss) per month R 27,048 | -R 22565 R 12514 R 10,340 R33677 | .R106.144




The average cost is R4.06 /capita/month, or R32,50/hh/month including bulk water. The expenditure above
does not allow for asset replacement. The losses on these projects have historically been covered by the
DWAF subsidy. This subsicy will be phased out in the near future and will therefore not be included as an
income source for budget projections

The cost to operate and maintain the Nquthu schemes is higher than the average costs for AguAmanzi
over the three district municipalities (shown in Table 8) for the year 2002, This demonstrates the
advantage of regional water provision where more costly schemes are balanced by those that operate
more efficiently. This acvantage shouid be maximisec by the uTWP who cculc then allow for some cross-
subsidisation between rural schemes.

The uThukela Water Partnership has drafted budgets for these schemes as they are expected to be the
WSP (DWAF, 2003). These budgets are shown in Table 14 where they are compared with the historical
costs in Table 13, It should be noted that historical bulk water costs from AquAmanzi are pre-FBW These
costs were acdjusted by uTWP for the projected water consumption due 1o free walter in order to do a
financial analysis of the schemes

Table 14: Comparison between proposed uTWP budgets (2003/2004) and historical AquAmanzi
costs

Nquthu1 Nquthu2 = Nguthu3 Bambisanani Ndatshane TOTAL

. Historical AquAmanzi R430,344 R 313,320 | R171,252 ‘ R136,164 | R433332 R 1484412
1 ]
Proposed uTWP budget (inc! I | :

projected bulk water costs) R337500 R257445  R215665 | R 143311 | R256231 R 1210152

(uTWP budgets from DWAF, 2003, AguAmanzi budgets from December 2002 Progress Report)

The uTWP budget is equivalent to R26.50/hh/month or R3.31/capita per month, and does not allow for
asset replacement. This is slightly less than the AquAmanzi budget despite the inclusion of a higher bulk
water cost. These costs align with other costs discussed in this research, but do not match with the
proposed SP2030 marginal scenario. The reason for this is unknown, but shows that what uTWP is
actually budgeting in reality is much more attainable than what 1s outlined in the SP2030

In order to establish the affordabilty of FBW in this area, expenditure must be compared with predicied
income. The two sources of income are the ES and user charges, with the former being the primary
source. The portion of the ES for water services is allocated to the WSA, which is uMzinyathi DM
Calculating this exact portion as determined by National Treasury is complicated and will be discussed in
Section 6.4 of this report. A provisional 30% of the total ES received by the DM will be used for the
dlustration below:

61



Table 15 shows two scenarios using the population data used in this research and the official population
figures used by National Treasury in the calculation of the ES allocations.

Table 15: Equitable Share allocations for uMzinyathi DM

DWAF Nquthu study Division of Revenue Act
(2003)

uMzinyathi ES allocation 2003/04 R34,823,000 R34,823,000

["30% of ES allocation for water R10,446,900 R10,446,900

uMzinyathi Total Population 616 000 426 934

uMzinyathi Poor Population 572 880 202 130

Allocation (@30%) per capita R1.52 “Ra
| /month (poor population only)

As is illustrated above, correct demographic figures are essential for the determination of the affordability
of FBW. The reality is that the Equitable Share allocations are based on the population used by the
Division of Revenue Act (2003), and with those numbers, FBW is affordable. if, however, the population
figures of the uMzinyathi Water Services Development Plan are correct, then the poor population is
significantly higher than that which has been allowed for in the allocation of ES. This makes FBW
unsustainable for the municipality.

The expected income from house connections can be calculated from the proposed tariff structure for the
area. This tariff structure is based on service level:

Communal standpipes - 1.2KI per household of FBW

House connection -~ R20 monthly charge + R4/kl charge. No FBW.

It is predicted that those with house connections will use 6kihh/month. Therefore, an average monthly bill
of R44 is expected for all house connections. This R44 was used to calculate the approximate income for
the 5 schemes (DWAF, 2003):

R44 x 467 private connections = R246,576 income per annum for the five schemes

In order to determine the affordabilty of FBW in the area, a comparison was made of income and
expenditure, and the amount needed from the ES to cover the deficit was estimated. The comparison is
shown in Table 16. The proposed uTWP budget has been used as uTWP is due 1o take over as WSP in
July 2004, and the proposed budget is similar to the historical data.




Table 16: Affordability of FBW
uTWP budget
5 - ~_ (Rands)
Total O&M cost for the §
rural schemes (from
Table 13) R1,210,152
Income from schemes

[ i _R248,576
Surplus (Deficit)

. - I | R963,576
Population ) 30 444
Deficit per capita per month
(amountrequiredfromES) = R264

As can be seen, f the WSDP indigent population figures are correct (Table 5) and the Nguthu costs are
represeniative of rural water supply costs in uMzinyathi DM, the percentage allocation of the ES needs to
be significantly higher than 30% in order for the municipality to remain out of debt. A further concern is that
the costing scenario relies on 100% cost recovery from all users with house conneclions, and does not
allocate any FBW 1o these users. If tariffs are not collected from those with house connections every
month, the shortfall will be even greater, thus highlighting the need for an effective billing and collection
system to ensure the sustainability of FBW. It is clear that the district municipalities cannot allocate

nominal percentages of the Equitable Share to FBW without resulting in compounding debt over the years

The calculations thus far exclude asset replacement. Adding this component, one can unfortunately predict
that Free Basic water will probably not be sustainable in this area, uniess there are significantly more
house connections (and assuming that there is a high level of cost recovery from those house

connections). If this does not happen. the uTWP will be reliant on cross-subsidisation to cover the deficit.




62  Alfred Nzo District Municipality

621 Experience to date

The Alfred Nzo DM's Free Basic Water is in the third year of implementation. The DM is divided into three
zones, and a Support Service Agent (SSA) is contracted for each zone. The agents are responsible for the
operation and maintenance of all the schemes in their zone. These do not include the towns. The
approximate population covered by the SSAs is 300 000, which is half of the population of the District
(Zellhuber, 2003).

The three SSAs are required to work in a fairly close relationship with each other. They have a monthly
meeting with the DM, where they report on progress, as well as discuss problems, improvements and
lessons learnt. Each month an operations and mainienance report is submitied by each agent, including a
system of Key Performance Indicators, water quality tests, and milestones. Any information gathered,
systems developed elc are lo be shared amongst the agents so as to have the same standard of work and
to reduce unnecessary overlap or duplication (Zellhuber, Gibson, Lenehan, 2003).

In the first year of the contract, the following work was required by each SSA (Mvula Trust 2002):

e Assessment of the Schemes (0 - 3 months)

Technical assessment of the schemes

5 Insttutional assessment of each scheme

o Community / household assessment (Baseline survey)

> Carry out minor refurbishment and repairs to ensure schemes are technically functional
and water is flowing.

o Capacity and training needs assessments

> Mentering and Support of existing Village Water Committee / Project Steering Commiittee

o Assessment of SSA syslems and practices

e Operation and maintenance (3 - 12 months)

Continue capacity building and training of Community Based Organisation (CBO)
Set up CBO agents to oversee the schemes
Refurbish schemes needing considerable capital works to make them fully functional

= Continue mentoring support: O&M, financial, institutional and social mentoring, health and
hygiene promotion, any additional ad hoc services, elc.

¢ Developing and set up systems and procedures for use by the Alfred Nzo DM to monitor
WSP operations and performance.

e Inthe 2" and 3" years, the following was required (Mvula Trust, 2003):
Undertake assessments of all new schemes to be transferred to the Alfred Nzo DM,
preparations of implementation plans complete with budgets for the mentoring support that
will be required.




Ensure that all the schemes under the SSAs control are both technically and institutionally
functional
6.22 Costs
Maluti Water is the consultant appointed as the SSA for the Umzimvudu North section of Alfred Nzo DM
This area covers 39 water schemes of varying sizes and service types/levels. The population served is
recorded as 142 007 (Maluti Water, 2003). Malut: Water is given an annual budget that is a combination of
Equitable Share funds from the municipalty and DWAF funding. The Equitable Share funds are used o
fund the CBO costs of the schemes, and the DWAF funds cover the management, technical support, ISD
support, and disbursements (Gibson, 2003). The Maluti Water expenditure will be used 1o demonstrate the
typical cost for water supply in Alfred Nzo DM

The budgets for the two funding sources operate on different year-ends. Due to the dates of available data
the costing for this report will be calculated from July 2002 - June 2003 (Maluti Water, 2003)

Combined DWAF and ES budget for July 02- June 03 R4 371 425
Actua! Expenditure R4 154 448
Cost per capita per annum R29 25
Average cost per capita per month R244

Cost per household per month R17.08

Note this includes the SSAs professional support costs

Also note that the area served by Maluti Water includes a relatively high number of schemes (16 out of 39)
which are fed by gravity sources (Maluti Water, 2003). Gravity fed water schemes are cheaper to run than
pumped schemess

The other two SSAs serving Umzimvubu South and Umzimkhulu have slightly higher costs as they have
ess gravity schemes. Their average costs are between R3.00 and R3.50 per capita per month, which is

still economical (Zellhuber. Lenehan, 2003)
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63 Ngqushwa Local Municipality

6.3.1 Experience to date

Ngqushwa Local Municipality does not have a Free Basic Waler policy, and is thus not officially
implementing Free Basic Water. However, as mentioned in Section 5.3 above, FBW is being supplied by
default to many areas

Rural areas are receiving ad hoc repairs and maintenance 1o their water supplies. This service is being
provided at a cost comparable to efficient, effective systems in other municipalities. However, the current
situation is unsustainable in the long term as the lack of regular, preventative maintenance is bound to
result in failure of water supplies. With no allowance for assel replacement, the municipality will not be able
to afford to repair crippled systems. This highlights the need for municipalities to prioritise the development
and implementation of a researched, tested arrangement in order to save the unnecessary waste of
meagre resources

The contractual agreement between the Ngqushwa Municipality and the Amatola Water Board is not clear
nor is it an efficient system. The water board bills the municipality at a flat rate of 6k/hhvmonth. This is
regardiess of actual water consumption, and masks users using more than 6kl. The flat rate is also reliant
on a population figure that has not been verified. This system does not encourage the Water Board to
carefully monitor high users or water leaks, as they are receiving revenue regardless of the situation at
ground level. This also places a big emphasis on population figures.

632 Costs

6.3.2.1 Population Figures

In order to properly assess and analyse the costs of providing Free Basic Water, it is essential that correct
population and indigence data be used. From the data obtained for this research, a large discrepancy in
the demographic information was discovered,

1996 Census figures Total population =94 111
DWAF data Total population =234 634
Division of Revenue Act (2003) Total population =93 975
DWAF FBW website (2004) Total population =109 263
Paimer Development Group Data No. of househoids =30 519

Combining Paimer Development Group village information (No. of households) and data from other service
providers who have detailed, reliable and accurate information, the number of occupants per household is
taken as 4.54. Based on this figure the folal population is therefore 138 556. This population correlates
with data from the Amatola Water Board, who state that they supply 80 B93 people, comprising 58% of the
total population in their region.




For the purposes of this research it is therefore assumed that the most accurate total population figure is
138 556. Both this figure and the census figures will be used in the caiculations, as the latter are used in
the allocation of the Equitable Share.

6.3.2.2 Consumption Figures
A second factor that is important to determine for cost calculations, especially with regards to FBW, is
water consumption.

The consumption figures are split into Information obtained from Palmer Development Group, which covers
the majonty of the villages, anc the actual metered water consumption from the Amatola Water Boarc

Table 17: Consumption figures

Consumption

e % | Households | Population lic/a

{ - Ygrd_connocumﬁA 1 m_ - S81 2502 - 62%
1
__Communal standpipes (with schemas) 46 70% _14 28T 64 772 i 25
____ Communal standpipes (no schemes) 16.20% 4948 22464 15
. Communal standpipes (inadequate with schemes) 5.10% 1560 7082 1
No Data (with schemes - assumed stand pipe) _ 6.80% 2063 9366 25
T Boreholes - no schemes.  7.80% 2 366 _10 742 25
Schemes an¢ boreholes 2. 80% 862 3013 25
— No data - no schemes. 5 40% 1641, 7 450 15
' o i __ Nosupphyl 7.40% 2261 10288 8§
Totals L 30519 138556

From this table it is evident that the Sandile and Wesley Bira schemes need 10 be or are currently being
cross-subsidised from the other Amatola Water Board schemes in Nggqushwa that are consuming less than
the average of 25l/c/d per person.

Table 18: Service Level Summary

Summary of POG data used in calculations

—— —

e — e et

Clearly adequate RDP level of supply 49% 14 818
Possibly ROP 23% 7011
BHs and low level SPs l 16%: 4 788
No data. no supoly 1w 3002

101% 30519

The Amatola Water Board villages' bulk consumption figures per settlement or village are summarised in
Table 19 below.




Table 19: : Bulk consumption at Amatola Water Board schemes (2001 figures)

"No.of | Population Figure  Actual | Consumpti No. of | % of % more
' Villages | from Amatola | Consump | onif25lic/d  Villages = villages  than
‘ Water Board  tion (ki/id) . using more | using more = 25 Vcid
than 25lic/d | than 25 llc/d |
Sandie : I
" 4 44231 1553 208 | 19 46.3% 171%
Dabi scheme 2 6045 64 151 0 0 42%
Glenmore ‘
" 3 14 582 336 365 1 33_.3% 92%
aing scheme 3 4 398 30 110 0 0 27%
Peddie 3 2815 28 64 0 0 a4%
| scheme
| Wesley Bira
H 9 8822 349 218 5 55.5% 160%
Totals B0 893 2361 2022

Total actual consumption of 2361.3 ki/d is higher than “theoretical consumption” of 2022.34 kI’'d based on
all households consuming 25l/c/d, however this difference is at present only a small excess on the FBW
allocated total. The Amatola Water Board is at present billing the LM for the theoretical consumption based
on the 25Vcapita calculations.

The actual consumption levels have probably increased due to the water being free and are predicted o
increase further as levels of service increase, so it is important that cost recovery systems pul in place. If
49% of the households (i.e. those with access 1o RDP levels) consume more than 25 lc/d then this
situation will become a financial drain on the DM should there be no cost recovery from those communities
consuming more than their 6000 /hh/mth

6.3.2.3 DWAF establishment and operational costs (2002)

As previously mentioned, DWAF receives an annual subsidy for water management in the district. Their
total bucget was R2.7 million which was divided between all the schemes managed in the district and an
approximate proportion was used 1o calculate the expenses for the Nggushwa Local Municipality.

Table 20: DWAF costs for water services in Ngqushwa LM

otal Cost per
sed cost um

TOTAL Personnel & salanes expenses R356,17
TOTAL Administration & overheads expenses R101,68:
TOTAL Stores and small stock R39..
TOTAL Equipment R36.1
TOTAL Professional and Special RE5.7
{______¥
Grand total R508 835

6.3.2.4 Amatole District Municipality Establishment and Operational Costs

These were not made available for the research.




6.3.25 BoTT Service Provider Costs

Amanz abantu were the BoTT agents responsible for operating the Peddie schemes. Peddie Regional
scheme has been transferred o the Amatola Water Board (bulk provider) and the Amatole DM. They are
currently still operational in the Peddie South scheme. Their costs to provide water to these areas are
shown in Table 21 below. These costs include the Community Based Organisation WSP costs and the

Support Service Agents costs. These schemes serve three villages and a population of 2 815 people

Table 21: Peddie Regional & South Project costs from Amanz'abantu

—— — —————— ——

Peddie
Regional Peddie South
_(Aug 2001) Avg / month Avg / month
Consumption KI
Total Consumed n 332
iic/d 274 1.19
lc/d (active tokens) - L 8Tn 1535
Bulk Supply KI
Total Supplied 536 arz
UFW in KI
Total UFW Ki 226 40
Total l'connectionhr 849 2.66
Total I'km/hr 1964 106
Total UFW % ~ 1 A% _ 12%
O&M COST (Rands)
BULK WATER COST R1.418 R2.618
MATERIAL R2 R57
Administration and Management — VWC | R496 RS5.462
Finance and cost recovery - PIA/ O & M R1,000 R2.153
TOTAL LABOUR : R1,496 R7.614
TOTAL COST | R2914  R10.589
INCOME (Rands)
Projected from demand R1.242 R1.329
RATIOS
Cost per Kl (Consumed) R9.38 R41.76
Cost per Kl (Produced) R37.21
Cost per capita RS5.32 R6.20
Cost Recovery % (%) 43% 13%

- the cost recovery s dependent on the Free Basic Water poicy mplementation of the LM and DM. The cost recovery from these
two Amanz’ abanty projects is taken o be 2erc (as it s negligibie as a % of the whole)

The average per capita cost for water supply to the Peddie area is R6.09/month

6.3.2.6 Best estimate of costs for year 2002

The costs in Tables 20 and 21 all contribute to water service provision in different parts of Nggushwa Local
Municipality. In orcer to estimate the total costs for water provision in 2002, all the information was collated
and summarised into Table 22 below. Twe costs have been calculated - the first column shows costs
calculated using the best estimate of the population as explained in section 6.3.2.1 of this report, and the

second with the census 1996 data
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Table 22: Estimate of current water provision costs in Ngqushwa (2002)

| 2002 based on
* m m :'n - census (1996)
138 492 (Rands)  (Rands)
COST SUMMARY (per annum) [
based on tariffs by Amatola Water Board R2.656 518 _R2656.516
& Services R202 R202
Chemicals & Energy o R35013 Rasm:J
[Transport R151,682 R151,
L abour R621,207 R621,20
MWSP Costs R165.541 mes.s_ql
[TOTAL Rand per annum _ R&”_?AUJ, R3,8324
COST RECOVERY
Peddie South Income (Amanz'abantu) ms,sul ms,ul
Other income from small towns etc. R246. R246,
Total Required for payment from FBW to Amatola Water Board R3,570,50 R3,570,50
number of indigent househok!s 30 51 207
bsidy requirement R per household per annum from equitable ’4
E::eymmmnmwaawm from equitable R"J N’J
RO.7 R14.
Lwddy requirement R per capita per month R2.11l R).iJ

6.3.2.7 Estimated cost of providing a efficient, sustainable water to Ngqushwa LM

A costing exercise was done for each of the three institutional arrangements mentioned in section 5.4. Due
to the fact that these figures are estimates/projections and include many assumptions and variables, the
defalled breakdowns are not discussed. Instead, the range of the institutional arrangement costs s given
to provide an estimate of the total costs of provicing a fully operational water service to the Ngqushwa
Local Municipality:




Table 23: Estimated costs of proposed WSP institutional arrangements

2002 based on census (1996)
figures
Cost per annum

Estimated \WSP costs for proposed institutional
amrangements Rémillion - ‘33_4 mathon

Bulk Water supply based on tanMs by Amatola Water
Board _ ___ R2656516

Total estimatec cost i o RE.6 milkon - R8 milion

Income from tanffs - S R262.000
Subsidy requirement R per household per annum (2002

values) from equitable share — ! R305 - R373
Subsxly requrement R per household per month (2002 R25 -R:
values) from equitable share | )

Subsdly required R per capita per month ce RS.50 - R6 &8

This is significantly more than that which is currently being spent on water provision in the LM. The reason
for this is that the present system is inadequate, and needs 1o be upgraded to an acceptable standard. It

should also be notec that these costs are only first order anc the real costs could be lower. It is also

important to note that the costs are exclusive of asset replacement




6.4
641

Vulindlela Water Scheme
Experience to date

Throughout the six years that Umgeni Water has been running the Vulindlela scheme, 1 is not the
operation and maintenance problems that stand out as the most challenging, but the issue of cost
recovery. As seen in the graph below, the number of customers paying for water was a low 40% before
FBW was implemented. With the implementation of FBW this dropped considerably (as expected), as
approximately 60% of customers use less than 6kl per month (Hiope, 2003). However, from the 40% who
were using over the FBW allowance and were receiving bills, payments reduced each month post-FBW o
less than 10% in December 2002. It is clear that Free Basic Water has exacerbated the non-payment
problem in the community (data obtained from Umgeni Water)
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Figure 12: Percentage customer payments compared to number of Active Meters Dec 01-Dec 02

The problem of non-payment is multi-faceted (Liimohun, Shangase, 2003):

There is insufficient staff to constantly be checking for llegal connections;

There is insufficient staff to consistently apply restrictions when bills are not paid;

Customers using less than 6kl cannot be disconnected as a mechanism to force payment of debt
from pre-FBW as this would infringe on the constitutional right for everyone to have access to 6kl
per month;

With the implementation of FBW, there are many customers who mostly use less than 6kl. When,
for one or two months they exceed the 6kl limit, and they receive a bil, it is ignored,

Water use due to illegal connections is difficult to prosecute. If these users are nol customers of
Umgeni Water (i.e. there is no meter), then Umgeni Water cannot issue a fine. It is a complicated
legal procedure to claim for damages, and it is not deemed worthwhile by the water board. Instead,
the connection is removed and the person reporied 10 the local Induna for community discipline
and policing;

People have realised that they will receive 6kl per connection, and have applied for a second or
third connection in order to receive double or triple the FBW allowance without having to pay (this
is slopped if discovered and the connection is removed);
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There have been cases of politicians announcing Free Water (i.e. unimited volume per month) not
Free Basic Water as a part of their campaign strategy. In a similar line politicians have encouragec
people to not pay for water.

For all these reasons, the customers are going deeper into debt every month (see Figure 13, data obtainec
from Umgeni Water), and this places an increasing financial burden on Umgeni Water. Umgeni Water has
been able to absorb the cost due to its other income sources, but the uMsunduzi Municipality will be less
easily able to do so when the transfer is complete. An effective collection system, combined with the
political will 1o enforce payment for water consumec above the FBW allowance s needed in order for this
scheme 1o be sustainable

3,000,000

2,500,000

2,000,000

1,500,000

Rands

1,000,000

s00000 —mnoo-r-oo0oniono—
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Aug-03
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Aug-02
Oct-02
Dec-02
Feb-03
Apr-03

Figure 13: Increasing Arrears

642 Costs

The Vulindlela Water Project has had a detadec budget for each financial year. This budget includes not
only operations and maintenance, but also includes all management, interest on finance, depreciation,
loans etc. Below is the actual expenditure for the 2002/2003 financial year. This shows what the real costs
of running the scheme are

Table 24: Vulindlela Rural Scheme operation and maintenance Cost Figures (FY 2002/2003)

' Maintenance Costs 1]
" Plant anc Equipment hired RS 170
Mantenance Contracts- Flant R36.263
Matenal - Small tools | R10,8%0

Operating Capttal Expenses '
Pipe Specials T R4 304

" Renewals R3.680

" Fuel & lubncants

" Contribution Rural Offices

T R143608




Workshop - Repairs, artisan mm‘

matenals, management | R1,524 407
[ Workshop - Buidings
| Workshop - Electncal

" Workshop - Mechanical RE82
Workshop - Vehicle R&61
h’o‘d Maintenance Costs R1.730,127

Note The item Comtnbubion 1o rural ofices’ refers 1o wages paid 1o the branch cfice staff
and the flem “‘workshop refers 10 all Umgeni Water staff working on the project

Umgeni Water, being the bulk supplier, has not included the cost of bulk water in their expenditure. This,
however is a cost for the uMsunduzi municipality who since July 2003 have been paying for bulk water.
The annual expenditure for bulk water at R2.79kl is approximately R2.7 million. This R2.7 million, added to
the total in Table 24, gives an operation and maintenance total of R4 430 127 .66. This translates to R18.45
per household (typically 6 persons) per month, or R3.07 per capita per month. At this level, this is a cost-
effective scheme,

However, a large proportion of the real total cost of the scheme is depreciation and interest, This must be
accounted for 10 calculate whether the scheme is financially viable or not.

Table 25: Vulindlela Rural Scheme Full Financial Costs (FY 2002/2003)

Indirect Expenditure Rands
Depreciation - iImmovables TR12,139,104
Govt grant T R751,147
Insurances " R270.445
interest - Extornal R16.166. 435 |
Total Indirect Expenditure R27,824 B37
Total Direct Expenditure | R4,130,127
Total Cost T R31954,965
Total Sales L R3,568 420
Deficit T -R28,386 544

The total cost is R130.87 per household per month expenditure, or R21.81 per capitla per month. The total
sales above includes the Equitable Share portion 1o cover the FBW usage, and all revenue from
households exceeding the FBW allocation (but the latter is negligible). As can be seen from Table 25, the
Vulindiela Water Scheme s running at a loss (allowing for all costs) of approximately R28 million per
annum. However, it is not usual 1o factor capital depreciation and interest into running costs in rural waler
supply in South Africa. For this reascn the monthly per capita cost of R3.07 derived above is taken as the
Vulindlela figure.
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65  Nhlungwane Water Project

651 Experience to date

The community has been managing their water scheme very successfully since its commissioning, with
very little outside assistance Each family pays R7 a month in order to be able to get water from the
systern. The taps are opened once a day for an hour in the morning. Families are rationed to three 25 litre
containers per day (except on Saturdays, when they get five 25 litre containers) (Water Committee, 2003)

The pump house is kept clean and the engine is serviced according 10 the maintenance specifications. The
committee pays in cash for the equipment, services, fuel, anc salaries. The pump records are kept up to
date, and hang on a hook in the pump house. These records show that water losses have not exceeded
20%. Although there have been some interruptions to the supply when the operator has stopped pumping
due to a fault that she cid not know how to fix, there has been only one major problem since
commissioning — one of the reservoirs was leaking badly.

The community does not receive Free Basic Water, and have hac negligible communication from the
district municipality or uThukela Water Partnership regarding when it is expected to be implemented. Most
people questioned as part of this research, did not know what FBW was or how it applied to their lives. As
part of this research, the community participated in a series of workshops 1o ecucate them on FBW and
how it would impact their current management system. Vanous options were discussed for the possibilities
of developing an agreement with their WSA that allowed them to retain partial management of the scheme,
as well as what was to be done with the R7 levy. The full report on this process and the conclusions
reached can be found in Appendix 4

6.52 Costs
6.5.2.1 Operation

The operating costs have been consistently very low due o good management, regular maintenance, and
low wages. The typical monthly expenciture is as follows

Administrator: RS0
Operator: R300
Plumber: R50
Dresel R500
Service Costs: R200
Transportiother.  R150
R1170

The maintenance of the scheme is pad cut of the savings generated from the monthly levy. This
maintenance has not only covered minor repairs, but the community also paxd for a professional contractor

to do repairs to a failed reservorr (Committee Book keaper 2003)




All income and expenditure records have been kept since the inception of the project. Figure 14 below
shows these records for 1999-2001 (Partners in Development, 2004):

Nhilungwane Water Project
Income and Expenditure (1999 - 2001)
2000 — -
100
50

—o— Income
—8= b ipmnsnse

§ §
.4
?

I T TR E TR T

2001

Figure 14: Income and Expenditure records

6522  Savings

From the income each month, R450 was put aside for an operations and maintenance (O&M) reserve,
Over 5 years the community saved R20 000 from this, despite having to pay for reservoir repairs and all
other minor O8&M. In 2002, they were awarded R20 000 for their good management of the scheme by the
Mvula Trust. Their savings are now in excess of R40 000 (Water Committee, 2003).

6.5.2.3 Total Costs

The total cost per household per month is R7. This is approximately R1 per capita per month. This cost
includes all operation, maintenance, management and some asset replacement. The community has thus
far managed to cover all the costs the scheme has incurred to date. It is doubtful whether they will be able
to cope with a major failure of the system, but most problems are prevented through good management.

6.5.2.4 uMzinyathi District Municipality Budget for Nhlungwane
A generic budget format has been developed by the uTWP for all community water schemes. The figures
for Nhlungwane which appear in Table 26 below are rough estimates of what might be required and they
and would be refined in future years.
This budget has been drafted by the uThukela Water Parinership in a general format that has been applied
across various water schemes. Although the total budget is final, there is room for transfers between the
budget categories, or if it becomes clear that the specific needs of the Nhiungwane water project differ
from the above proposed budget split
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Although this was the budget allocation for July 2003 - June 2004, the municipality has not yet started
work at Nhlungwane and none of this money was spent
_Table 26: uTWP/uMzinyathi DM Operations and Maintenance budget for Nhlungwane for 2003/2004
OPERATIONAL EXPENDITURE S —
REMUNERATION | __Budget
20032004
02 001 Allowances-Scard -
02 002 Awards _
4 003 Sonuses =1}
02 004 Bursanes
02 005 Compensation Commissioner - __ASI’:: ]
02 006 Contributions R
02 007 Funeral Benefits
02 008 Group Life "
02 009 Loave Pay
02 010 Mecical -
Je on Ovenime Standdy -
02 c12 Pension ISR
02 013 Prctectve Clothing _R 500 !
2 014 Raticns Supplied |
02 015 RC Leves
02 016 Recruitment —
02 017 Relocaton Expenses ,
02 018 Satanas  R15.240
2 g19 Shils Development = _R1sz2 |
020 Subsiches
02 021 Traning R 3.000
02 022 Unamployment Insurance Fund R 152
02 ca3 Vehche Allowances
Sub Total R 15,244 |
GENERAL EXPENDITURE | _Sudget
- 2003'2004
03 001 Admirustrabon Cost o
03 0Qz2 Advertsements & Marketing N -
23 003 Bad Debts |
03 004 Sank Charges J
03 o0s ooks & Publicabons ]
03 006 Chemicals B R19€
03 0Q7 Cleaning Materials R0}
03 008 Communication __R100 |
ok co9 Consumables B
03 010 Conferences Seminars o
03 011 Deployment | 1
03 012 Deprecianon | —
03 013 Eleciricity P |
03 o014 Entertarment |
03 018 Fuel & ON T RS.913 ]
ox 016 Insurances | ——
03 017 Inverdory Loose Tools | ]
03 018 Laboratory Services | o
03 019 Lenes
03 020 LCenses — |
03 021 Management Support Services R21.374 |
eI 022 Membership Fees | o |
03 02: Planning & Development | -
3 024 Prning & Statonary | o N
o3 025 Srofessiona Fees
03 026 Defivery Expense |
03 027 Reetst !
03 02 Research | o

029 Satesy R100

w
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Security

Small Tools

Subsstence & Traveling
Vehides

Waler Analysis

Water Purchases

Water Research Levy

Water Resources Management
Taxes

Sub Total

Buildings, Grounds & Fencing (Ciil)
Cathodic Praotection

Dams

Electrical Sub Stations

Instruments

Laboratory Equipment

Machinery & Plant Equpment
Office Fumiture & O*ice Equipment
Poeines

Plant

Pump Stations

Purification

Reservoir

Roads

Vehicles

Sub Total

Machinery & Equpment
Office Fumiture & Equipment
Radio & Commurications
Survey Dagrams

Vehicles

Waler Connections
Computer Software

Sub Total

TOTAL OPERATIONS EXPENDITURE

TOTAL CAPITAL EXPENDITURE
TOTAL EXPENDITURE

TOTAL INCOME
OPERATIONAL EXPENSES
SURPLUS / DEFICIT

R 4,000

R 6,000 |

R 1,000
R 2,000

This budget of RE3 408 equates to R5 284 per month expenditure which is R24 .02 per household (or
R3 .43 per capita) per month, which includes all O&M costs at both community and WSP level and is

comparable to the cost of water provision in the other case studies.




6. Discussion

6.1 uThukela Water Partnership

The uThukela Water Partnership has set a high target for the implementation of water services. If they
manage to secure external grant funding to fulfil their optimal scenano then the service level in this region
will most likely be of the highest standard in the country. If, however, they are unable to secure these
funds, the marginal scenano will be similar to the programmes being implementec in the other case
studies, with similar financial, anc operations and maintenance challenges. The defining difference
between this case stucy and the others, however, is the regional partnership that will be implemented
soon. This parinership has many opportunities for economies of scale, and cross-subsidisation. As this
Tugela Basin is primarily rural, and poor, this partnership could prove to be the only way sustainable water
provision could be realised in these district municipalities.

The uTWP proposed SP2030 marginal scenano budget for FY2003, when compared with the historical
cost of supplying water in the region is at least 300% higher than any other service provider:

Table 27: Comparison of Costs for Water Supply in the uTWP Region

[ HISTORICAL COST ESTIMATED COST WITH FBW |
CASE STUDY
. (Cost 'household /month) (Cost /household /month) ‘
| uThukela Water Partnership o NA R113.00
["Nquthu Case Study R33 .59 R26 50
E?dhlunqwane Case Study R7 00 R24.00 |
I d
| AquAmanzi Projects in uTWP region R18.36 - R30 65 | R18.36 - R30.65 |

The uTWP SP2030 budget may need o be reconsidered in the light of the Nguthu study showing the
significant deficit that will accumulate due to very low revenue collected from rural areas, anc the inability
for the Equitable Share to cover the costs despite 30% contributions (refer to Table 13)

As alreacdy mentioned, the uTWP has the benefit of the economies of scale that will arise cue to the
extensive area and the population served These type of benefits were illustrated in the AguAmanzi
records in Tables 8 and 9, where the management cost of serving just under 100 000 people was 40%
lower (per household) than for serving 45 000 people. With the current uTWP served population at 159
140 and the potential population at 1.78 million, management costs should be low. Here, the discrepancy
between the SP2030 planned budget (R113hh/month) and the uTWP provisional budgets for both
Nhiungwane (R24/hh/month) and Nguthu (R26 50/hh/month) should be highlighted. Whereas the SP2030
budget is exceptionally high, the provisional budgets are cost effective - with economies of scale being a
likely explanation

In conclusion, these case studies show that a budget of between R3 00 and R4 00 per capita per month is
a reasonable estimate on the cost of the provision of water to rural areas within the uTWP region

However, even this budget (of R3.00 to R4.00) does not appear to be affordable based of current income
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and Equitable Share allocations in this region (see Table 32) In order for water to be affordable, it is
essential that the correct poor population is established. and that FBW is targeted at the poor only. Further,
cross-subsidisation from towns and large consumers will also be a vital contributing factor,

6.2 Alfred Nzo District Municipality

The Alfred Nzo District Municipality began the process of implementing Free Basic Water in rural areas
soon after the first announcement of the government policy in 2000. As a result of this prompt action, FBW
has been in operation for almost three years already. The institutional arrangement that was developed
has been tried and tested over this time, and is proving to be effective and efficient. The schemes that are
fully operational consistently supply clean water to communities - problems are dealt with quickly (normally
within 24hrs) and monthly maintenance is done on each scheme. Old schemes have also been refurbished
and re-commissioned by the SSAs thus increasing the percentage served.

There is regular communication between the community committees, the SSAs and the district
municipality, keeping all parties accountable and up-to-date on their role in the system. As a pan of this
communication, a detaled monthly reporting system has been developecd which has a series of Key
Performance Indicators that are applied 1o each scheme. In order 10 make all this information easidy
available, a GIS system is being set up to track progress, trends, and to red flag potential problems.

Alfred Nzo District Municipality has increased their Equitable Share contribution to water significantly. In
FY2002/2003 R16 000 000 was allocated to rural water supply and R8 600 000 to water supply for the
towns. This shows a commitment by local government to waler services provision. Together with DWAF
OTT funds, this money has been very efficiently utilized (at R2.50 ~ R3.50 per capita per month), FBW is
actually being made avaiable in the rural areas of the Alfred Nzo DM — unlike many other DMs who have
only commitied on paper and have not implemented ther policies and plans yel.

The DM aims to eventually stabilize costs at R2 80 per capita per month (2003 value) for water supply in
the rural areas. This does not include WSA costs (which are paid for with a separate budget) or asset
replacement (the latter is being motivated for by the Director of Water and Sanitation who sees the urgent
need to invest money each year for future replacement of infrastructure). Furthermore, with the phasing out
of DWAF subsidies over the next few years, the municipality will need to increase the percentage Equitable
Share allocated and perhaps adjust tariffs to cover the deficit.

The situation at Alfred Nzo DM is currently good, and the system implemented is working better than many
in the country. The plan (perhaps somewhat idealistic) is for the SSAs to gradually work themselves out of
a job as they capacitate the local committees as the WSPs, and as the ANDM itself develops additional
management capacity. This will take a number of years of reducing the role of the SSA as capacity
increases in the communities. This would be the ideal. However, there are underlying problems that may
cause the current institutional arrangement to be drastically revised in the next few years:




The Alfred Nzo DM politicians are still sceptical about the SSA contracts. Despite it being clearly
cost effective, they are hesitant as most of the money goes to private companies (SSAs). The
Deputy Director of Water ancd Sanitation constantly has to assure the politicians and prove that the
system is the best option

e A second threat to the current institutional arrangement is the approximately 114 staff that DWAF
intend to transfer the DM in the next few years. The DM will have to find a role for these new staff
members. The municipality may try to use these new staff members 1o continue the SSA work, but
most do not have the required skills

It is thus ironic that the future of perhaps South Africa’s best example of rural water supply management

and Free Basic Water provision is by no means certain

63 Ngqushwa Local Municipality

The primary obstacle to the implementation of Free Basic Water in Ngqushwa is the lack of institutional
capacity. There cannot be a significant improvement in the current situation unless this is dealt with. There
is duplication of services provided by the Community Based Organisation WSPs, Amatole DM and the
DWAF maintenance teams due to lack of communication between these parties. Both the DWAF and
Amatole DM maintenance teams function aimost entirely on crisis management principles. The major cost
implication is in their establishment costs and the lost opportunity costs of resources not shared

Apparently only a imited number of the preventative maintenance activities are actually carried out. The
CBO WSPs have these functions on ther performance contracts but there is no monitoring 1o ensure that
they actually do them. These CBOs need to be recognsed and empowered to perform this valuable
function. This should be formalised in the policy. The Amatola Water Board has indicated that all its
schemes do have a preventative maintenance programme in place. This is perhaps a reason for extending
the Amatola Water Board function to include reticulation water service provision on these schemes -
maintenance teams are alreacy going 1o these schemes regularly and the additional cost for servicing the
distribution lines should be significantly less than setting up a separate maintenance team from the LM,
DM or a private sector organisation

There is very little or no cost recovery-taking place, which makes the water services almost totally reliant
on the FBW equitable share allocation. The Amatola Water Board is currently getting paic a "theoretical”
value based on population served against a tariff. Therefore, regardiess of actual consumption or
performance, the Amatola Water Board is guaranteec a fixed income from the water supplec to the rural
families. Most schemes are not using their monthly six kilolitre allowance per household, with the exception
of the Sandile scheme which is being subsidised by those using less. As a result of the high usage at
Sandie, the LM still has a high bulk water invoice from the Amatola Water Board. It is important the cost
recovery mechanisms are put in place to get income from these communities. and for the Water Board to

bill on actual consumption 8o that costs at LM ievel can be reduced




The Amatole District Municipality will be required to have acequate institutional capacity to perform its
duties as @ Water Services Authority. In order to provide the necessary support and management of the
projects, the district municipality needs to set up an adequalely staffed division within its own structures
that can perform the duties on a continuous basis. The Amatole District Municipality will be required to
pass by-aws 10 legalise matters such as lariffs, the status of the Water Services Provider (WSP),
consequences for non-payment, etc. In order to do this successfully, the Amaltole District Municipality has
fo establish a number of relationships with other organisations that have roles to play in promoting the goal
of providing water services to all. The DM will also need 1o decide on the water service provision
institutional arrangement it will use to ensure the most efficient, effective and sustainable means to deliver
water to all communities in the district. There are numerous possibilities for the establishment of these
WSPs. Three of these are:

e The Amatola Water Board or a private sector organisation as the reticulation WSP

e The Amatole District Municipality as the WSP

e Community based organisations as WSPs with a Support Services Agent appointed to perform tasks
and functions in support to the WSPs

These are discussed in detail in the report attached as Appendix 2.

This case study highlights the obstacles to implementation of FBW that exist in poor municipalities with
very limited capacity. There are other municipalities bke this in South Africa that are in a similar position. As
a part of this case study, a step-by-step implementation methodology was developed to help the
Ngqushwa municipality to develop a FBW policy, institutional arrangement and budget. This methodology
could be used by any municipality that is struggling to develop the above. This methodology is attached as
Appendix 3.

6.4 Vulindlela Water Project

Umgeni Water has proved to be cost efficient in their operation and maintenance of the Vulindlela Water
Project. They are reliable and have successfully provided Free Basic Water to the community. This was
confirmed in a survey® done in 2003 of a 10% sample of the community, where 95% of the responses were
positive when asked whether Umgeni Water were providing adequate operation and maintenance of the
scheme.

The water project will be handed over completely to the uMsunduzi municipality in July 2004. Mr Miungisi
Shangase, the then reficulation area manager for Umgeni Water, recommended an institutional
arrangement that could be adopled. This arrangement is similar 1o those suggested in the DWAF
guidelines for water projects.
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Figure 15: Suggested management institutional arrangement at full scheme transfer on 1 July 2004

The low revenue collected for water usage is a major contributing factor to the poor financial situation of
the Vulindlela Water Scheme Although Umgeni Water has been efficient in ther operation and
maintenance, they have been poor in dealing with non-payment. As was stated by Mr Shangase of
Umgeni, it is important not to have the same company handiing bulk supply and reticulation (thus the
separation shown in the suggested arrangement in Figure 15 above). The company’s major income is from
bulk water sales. The revenue from reticulation/private customers is insignificant in comparison, and thus
there is very little incentive to have efficient cost recovery. It was more cost effectve for Umgeni Water to
NOT follow up on non-payment, and simply absord the cost, than to pay the staff salaries for the time
consuming process of revenue collection and/or water restniction. This has built bad habits of non-payment
which will be inherited by the uMsunduzi Municipality with significant financial ramifications

The major difference between the Vulindlela Scheme and the other schemes included in this research is
that water is supplied via yard connections. There are, therefore, a number of people who use more than

6kl/month, and there is potential for th:s number o grow

A concerted effort needs to be made to develop a sysiem of cost recovery. Very importantly, this system
needs 1o be understood and supported by local politicians. The municipality wil need to cevelop this
support, as the politicians have a reputation for undermining Umgeni Water in their efforts to clamp down
on non-payment. This system will then need to be implemented consistently by the reticulation water
service provider appointed by the municipality when the complete transfer occurs in July 2004. It is
recommended that Umgeni Water should not be this WSP for the reticulation for the reasons already
discussed. If a high percentage of payments can be altained and maintained, the revenue collected will

help the project become financially sustainable

However. even 100% payment every month would not cover the interest on the construction loan. From
this example it 's clear that national government needs to cover the full capital costs of water schemes if

they are 1o be financially viable




65 Nhlungwane Water Project

The Nhlungwane Water Proect is one of few successfully managed communitty water supplies in the
country. Due 1o the lack of overheads and costly management staff, the historic cost of running the scheme
is very low — R7.00 per household per month. This appears to be affordable 1o the community, based on
the high payment rate. The scheme has succeeded in running at these low costs due to good economies

The government Free Basic Water rollout has been slow. The uMzinyathi FBW policy was agreed in 2002,
but by June 2004 it has still not been implemented in Nhiungwane. However, when the DM does
implement FBW, the suggested budget of R63 000 for the Nhlungwane Water Project will be adequate.
Despite being 300% more than the current community budget, at R24/hth/month it compares favourably
with other experience and is economical enough.

As far as discussions with the community regarding the coming changes are concerned (see Appendix 4),
care needs to be taken before tinkering with a system which has been found to work well. What was
presumed to be a simple transition for the community, proved to be complex and frustrating. The only
reason to change would be if the advantages considerably outweighed the disadvantages. There were
considerable obstacies for each of the different options for the use of the R7 levy. These were eventually
sidelined, in favour of implementing a system which allowed for additional consumption of water by any
party who could afford the cost. However, a decision on how o implement this was notl made, and cannot
be made until the uTWP becomes invoived.

Although the majority of the community are in favour of an adjustment to their system, there is a reluctance
to implement until discussions are held with their water service authority and water service provider. The
lack of communication of these parties with the community, and the delay in the implementation of Free
Basic Water has resulted in the community members getting frustrated and losing a degree of trust in the
government. The community has expressed a desire to retain management of their water scheme,
regardless of whether FBW should be implemented or nol. This is partially due to a concern that f the
government takes over, it would not be reliable in its management and that after a period its support would
stop due to insufficient funds, lack of capacity, or a change in policy. Their desire is that the uTWP will
subcontract the community to manage the system as they have since its commission. With the proposed
uTWP budget of R63 408.22 an (overdue) increase in the wages could be motivated for to pay those that
help to operate the scheme.

A clear conclusion on the way forward cannot be drawn from this research due to the above mentioned
indecision, and frustrations. The community is interested in planning, and improving its system, and want
to work with the authorities in order to do this. What the end results will be of these negotiations with the
WSA and WSP is unknown. A proposal was submitted to the uMzinyathi DM on the 17 October 2003 at the
suggestion of a representative from uTWP. A portion of this proposal is quoted below:




It is proposed that a service contract is entered into with the Nhlungwane Water
Commintee in terms of Section 1.2 of the White Paper on Municipal Service Provision
(Apni 2000). Umzinyathi DM could then implement a system of a monthly debit order into
the Nhiungwane Water Project account to pay for expenses. These monthly payments
would be termed the monthly Nhlungwane Village Service Contract payment

It is also proposed that at a separate system is set up for any maintenance costs that
may anse above these set monthly costs. The administrator would then submit her
financial records reguiarly to the DM to account for all the income. Any water usage that
exceeds the 2.4ki/household FBW, will be paid for by the community at a rate of R10 for
2.4kl (R4.17/kl which is comparable to the charges recommended by uTWP) to cover the
desel used. and for other extra operating costs. This will be monitored using a prepaid
coupon system (see example attached). The committee must be allowed 1o use surplus
operating funds (such as may be accumulated as a result of responsible management)
for implementing minor improvements fo their scheme (e.g. addition of cattie dnnking
troughs - something which has been proposed by the community).

If this system works well, it will be able o serve as a model for replication in other cases
where small isolated communities have shown an ability and willingness to manage their
own water supply. The advantage to uTWP would be the cost savings that would be
realised if the Nhiungwane committee continue to look after their own project as well as
they have been doing.

The water committee have been well prepared through the workshops and planning exercises of this case
study, and it is hoped that they successfully present their management plan to the WSA and WSP.

This case stucdy highlights the neecd for Water Service Authorities to have a flexible policy anc
implementation strategy In orcer o accommodale exceptional communities who have well managec
systems in place. Communities such as Nhiungwane should be recognised and rewarded for their good
management and should be involved in the decision making for any changes that affect their community.

It is important to note that the lowest historical cost for water supply was recorded at the Nhlungwane
Water Project. At only R1.00 per capita per month their costs were (and still are) more than a 45% lower
than the best cost per household recorded by any other service provider in this research. This community
is noted 1o be an exception to the norm, @s many other rural water schemes across the country have failed
when managed by the local community. However, exceptions like this should not be ignored, and Water
Service Authorities anc Provicers should negotiate contracts (provided for in Section 1.2 of the White
Paper on Municipal Service Provision, April 2000) with communities such as Nhlungwane to continue to
manage thewr schemes while the WSP provides a support role. In order to make this arrangement possible,
the WSA needs to develop a policy and a defined process that communities can follow to request a
contractual agreement with the WSA and WSP. Without this in place, it is doubtful whether the WSA will
have the time or inclination 10 meet and negotiate with every community water supply commitiee - as has
already been demonstrated by the slow response from the uMzinyathi District Municipality. Nhlungwane is
only one small community in a municipality with many issues to sort out. and it is therefore the community

that will need to push for progress in implementation




Conclusions

The objectives of this report were 1o:

Investigate Free Basic Water institutional arrangements;
Investigate the success of these institutional arrangements if already implemented;
Make recommendations for suitable, cost-effective institutional arrangements,;
Assess the real costs of providing the water at project, support agency, and municipal level;
Investigate the availability of funds and the channelling of those funds; and
Make recommendations for the successful transfer process to FBW.

i

Each of these objectives has been met in this research, with an nvestligation of several institutional
arrangements, planned and implemented, successful and flawed. The costs of each case have been
detailed, as well as their affordability in terms of the Equitable Share funding. All these will be discussed
and summarized further in this chapler.

Each of the case studies chosen was different in location, scale, level of implementation and other factors.
In order to compare these case studies, six criteria were chosen 1o identify commonalities that may lead to

general conclusions that can be applied 10 other situations. Table 28 below shows these criteria:
Table 28: Summary of case studies

Institutional Level of FBW provided - Cost Cost/capita/
| arrangement technology _recovery | mon
- Utwp Regional WSA and | Public standpipes & | 3.3KI planned Not yet R20
‘ WSP private connections _implemented | (planned)
- AquAmanzi SSA supporting Public standpepes & | 6kl 10 standpipes | Poor R2.30
. regional VWC, reporting to privale connections | monitored by walter |
WSA widget. No FEWto |
private connections
AgquAmanzi SSA supporting Public standpipes & | 6kl to standpipes Poor R4.30
Nquthu VWC, reporting to private connections | monitored by waler
WSA widget. No FBW to
= private connections |
- uTWP Nquthu Regional WSA and | Public standpipes & | 3.3kl planned Not yet R3.31
‘ WSP private connections implemented
- Umzimvubu SSA supporting Public standpipes & | Okl | No cost R2.44
- ANDM VWC, reporting to | private connections recovery
Ngqushwa DM as WSA. Public standpipes, Gkl Poor. No R2.17
DWAF and LM as rudimentary & system in
WSP. private connections place.
Water Board as
bulk WSP Inactive
VWC.
Amanz'abantu | SSA supporting Public standpipes & | 6k None post R6.09
VWC, reporting 1o | private connections FBW.
WSA Efficiency
pre-FBW
unknown. .
Ngqushwa undecded Public standpipes & | undecided Not yet R6.19
estimate private connections implemented
Vulindiela SSA supporting | Private connections | 6kl Poor. Not R3.07
VWC, reporting to enforced
WSA consistently.
Nhlungwane Community . Public standpipes | 2.4kl Very good R1
management 5l = L




From this table, two clear trends emerge: the correlation between the SSA type institutional arrangement,
and cost-efficient water provision; and the general lack of cost recovery.

71 Institutional arrangements

An analysis of the various district municipalites’ institutional arrangements for the implementation of Free
Basic Water in rural areas is limited at this stage, as the Alfred Nzo District Municipality is the only
municipality of the four investigated in this research that has actually developed and implemented an
approach to FBW. The uTWP has a very detailed strategic plan which assesses FBW, but this is still in the
process of being finalised, the uMsunduzi Municipality will only be taking over the Vulindiela Water Project
in July 2004, and they are uncertain of the institutional arrangement they will use; and Amatole
(Ngqushwa) Municipality is still in the process of developing a FBW policy. However, drawing from the
AquAmanzi projects, the Umgeni Water operations of Vulindlela, and the Alfred Nzo DM experience
recommendations for a cost effective institutional arrangement for the delivery of FBW can be made

Nhiungwane will not be included in this discussion of a recommended institutional arrangement as it is an
exception to the norm, and should be viewed as a benchmark for the ultimate in low cost operation and
maintenance in rural water supply. Experience indicates that there are very few community WSPs as
cohesive and successful as Nhiungwane, and this institutional arrangement can thus not be broadly
applied. Instead, district municipalities should allow for exceptions such as these and perhaps develop
unique contracts with such communities in order to allow them to continue to operate their water schemes
with cost efficiency that cannot be matchec in any other way (but note legislative obstacles to this model -
see Hazelton report Section 10.7 in Appendix 1)

The uTWP 2030 will be exciuced, as there has been no implementation history 1o prove that its proposed
budgets are realistic. Their planned cost per capita at R20/month is too high for other district municipalities
to follow and it is beyond the level of Equitable Share funding. The proposed budgets for Nquthu and
Nhlungwane are economical, but again, it is difficult to comment as they have not been implemented.
Ngqushwa LM will also be excluded as it has no policy or institutional arrangement in place

The common factor between the AqguAmanzi, Vulindiela and Alfred Nzo DM institutional arrangements are
the specialised, experienced, independent Support Service Agents contractec for supporting or managing
the operation and maintenance of water supply schemes. These organsations have provec to have the
expertise to manage both the budget and engineering challenges of rural water supply. This does not infer
that privatisation is necessary, only that an independent SSA (public or private) with the necessary
expertise appears 10 be an essential element for refiadle and economical provision of water. An example of
such an arrangement is found in Figure 16 below:



WSA
Bulk WSP agerement Muricipalty

Reticulation WSP/
Support Service Agent

Community Commitiees
(possible future WSPs)

Figure 16: Recommended institutional arrangement

The district municipaltty is the water service authority and is responsible for policy, contracting the Support
Service Agents and water service providers, budgets, and ensuring all parties are fuffilling their obligations.

The Support Service Agents ensure that daily operation and maintenance of the schemes happens, and
are responsible for community liaison and capacitating, management of budgets, and regular reporting to
the WSA and WSP.

The waler service provider must ensure that the Support Service Agent is supplying a clean, reliable water
supply as well as for accomplishing cost recovery, community social issues, reporting regularly o the WSA
and SSA. The WSP and SSA may be the same party. Iif a community WSP is desired as in the Alfred Nzo
DM, then the functions of the SSA and WSP will overlap as the community WSP is capacitated and legally
registered. This latter example will mean a gradual phasing cut of the SSA who may eventually only
provide expert assistance for major maintenance.

7.2 Cost per capita

A fairly comprehensive costing of waler supply was detailed in each case study, giving a broad spectrum of
the historical and predicted costs with the different institutional arrangements. From these various studies
one can see a pattern developing in the cost per capita that can be used 1o budget for the supply of FBW
to other rural areas.




Table 29: Comparison of the operation and support costs of water supply in the different case

studies
- No. of i’coplo , Cost oimi—o?s & Cost of Operations &

Served ' Support’hh/month Support/capita/month
uTWP Marginal Scenario 1787 655 R113.00 R20.00

“AguAmanzi (UTWP region) T o891z | I R1836 T R230
Nquthu rural (historical) = 30444 | ' Rizse T R480

“Nquthu rural (WTWP T 30444 | ' R2650 R33N
proposed budget)

Nhlungwane : 1500 S R7.00 R1.00
~Alfred Nzo DM - 142007  R1708.  R2aa
(Umzimvubu North)

“Vulindlela 122088 @ . R1845 R307
Ngqushwa LM 120 841 R9 75 R2.17
Amanz'abantu (Peddie in 2815 R27 41 RG6.09
Ngqushwa)

“Estimated Ngqushwa I 94185 _Ra2800. _ Re19 |
(From Table 24. Avg taken)

(includes WSA costs)

From these case studies, the median cost per capita per month for operation and mantenance is R2.75. It
should also be noted that when loocking at the AguAmanzi, Nquthu, Alfred Nzo DM, Vulindiela and Pedde
costs there is a correlation between the number of people served and the cost per capita, showing the
significance of economies of scale. The Nggushwa costs currently fit into the above mentioned correlation
but the service provided is poor and will neec significant improvement before it can be compared with
these other costings. The costing exercise done for the Ngqushwa institutional arrangements results in a
higher cost per capita and does not correlate with the other case studies. However, these projected costs
for Ngqushwa have allowed for WSA costs which none of the other case studies (except the uTWP
SP2030) have included. This cost could be significant in each case study as municipal overheads and staff
salaries are generally hwgh



R700
R600 |e Pecde
Costiqep; oo
R4.00
R 3.00
R 2.00
R 1.00
R0.00

- Nacushwa essmate

0 50000 100000 150000
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Note. uTWP SP2030 strategy bucget not included as the costs are 100 high

Figure 17: Correlation between Cost per Capita and Population Served

73 Asset Replacement

Asset replacement is a vital component of Free Basic Water costs, and yet was not included in the budgets
of the Water Service Authorities in this research. Without planning for these future costs, the water supply
cannot be sustainable in the long term. Water Service Authorities must begin to budget for asset
replacement, setting aside funds from their annual budgets.

But how much should be budgeted? While plastic pipes and concrete reservoirs do have a long Ife
expectancy, other tems such as valves, meters, pumps, engines and electrical controls are faster wearing
In today's value, an average scheme costs approximately R1 400 per capita to construct. If 20% of this has
to be replaced/upgraded every ten years, that is R280 per capia to be spent every 10 years - this
translates 1o R2.33 per capita per month.

As discussed in each section, the costs do not include asset replacement, and are thus not the real costs
of water supply. Using the median of the costs in Figure 17 above (escalated to 2004/2005 value), and the
estimated asset replacement cost calculated in section 8.3, an approximate total cost per capita per month
for water supply can be calculated:

R3.51 (operations and support) + R2.33 (assel replacement) = R5.84 Total cost /capita/month
This figure is for 2004/2005 and should be escalated annually at the inflation rate. It should also be noted

that this figure does not include WSA costs. These costs will vary considerably in each district municipality.
However, in this research it appears that these costs are often included under a different budget section.




74 Cost Recovery

Cost recovery is a problem that still needs to be dealt with. The Alfred Nzo DM has no cost recovery in
rural areas, and this is predicted to become an increasing problem in the future as consumption increases
with increasing numbers of yard connections. Yard connections are discouraged and household water
consumption beyond the FBW quota is not being paid for. The municipality plans o cevise a strategy in the
future, but is at present focussed on expanding the rural water supply to cover all vilages in the DM.
Umgeni Water has a problem with cost recovery at Vulindlela, and has increasing arrears every month.
The lesson here is the need 1o have different companies/organisations responsible for bulk supply and
reticulation. The company responsible for the reticulation must have the motivation 1o recover costs every
month as a part of their contractual obligations and financial sustainability. AguAmanzi used prepad
meters before FBW, but these were replaced with units dispensing a controlled FBW allocation at
standpipes. This prevents those that cannot afford to pay for water from using more than their free
allocation

Cost recovery is a contentious issue in South Africa at present. After conflict over cut-offs due to non-
payment, the Minister of Water Affairs Ronnie Kasrils announced that it was unconstitutional to cut people
off from a lifeline supply. This has exacerbated the cost recovery issues, as people continue to receive
water despite arrears. The other reality is that many people cannot afford the water tariffs, despite
willingness-to-pay, and cannot be denied a basic human need due 10 economics. The vast majority of
rural householids getting water from standpipes do not use more than 6kl per month and therefore there will
be no cost recovery, but with the increasing number of - and desire for - private connections, cost recovery
will continue to be important

No solutions to these problems emerged from this research, but it did highlight the need for more work to
be done on this topic

7.5 The Equitable Share

For poor rural areas the affordability of FBW is pnmarily determined by the Equdable Share allocations
These allocations will be compared with the costs in this study, and with the median cost calculated above
Most of the calculations and dlustrations in this research used 2002-2004 figures. The costs will be
escalated and applied to the most recent Equitable Share allocations for financial year 2004/2005. The
money for water services is allocated to the Water Service Authorities. In order to calculate the
approximate portion of the Equitable Share allocation that is intended to subsidize the costs of FBW,
23.3% of the total S-Grant and 40% of the total Free Basic Services portion for the DM and for the LMs
within the DM jurisciction is assumec to be available. Table 31 shows the approximate totals availadle in
each case study area. It should be noted that the calculations for Amatole, uMgungundiovu and Amajuba
were complicated by local municipalities within ther jurisdiction being Water Service Authorities and thus
the figures for these areas are less certain than for the other areas.




Table 30: Rands allocated for water services from the Equitable Share (Div of

Revenue 2004)
[ [T

| 2004/2005

. services

“uThukela R91,817.856 | R13.636,333 |
uMzinyathi ~ RB8,205,325 R15.866.880
Amajuba R57,340,114 | R11.163,506
uTWP (3 DMs R237,363.295 | R40.086,809

 Alfred Nzo T R17T4,477 587 | R35 699,689

" uMsunduzi R69 468 999° i T R13673977
Amatole R266,336,111™ | R58.973.476

—

* This amount is alocated 1o the local muncapality. The LM is e WSA and thus receives the allocation for water

services

*  This amount exciudes all alocations 1o Buffalo City LM (WSA) as Amatole is not responsible for that area,

and has no access 10 the funds

Using these ES allocations one can apply them o the current and projected costs discussed in this report
for the different case studies and determine their affordability. In Table 32 below, the water service
allocations are compared with the total populations within the jurisdiction of the applicable Water Service
Authorities, in order to show what % of the population the current ES allocation can cover. It should be
noted that the Census 2001 figures have been used, as these are the ones that were used by National
Treasury for the 2004/2005 Division of Revenue. If the population figures used in the case studies were
used, results would vary from those below. Once again, this highlights the importance of correct population

figures.

Table 31: Affordability of water provision

' ES WSA ] Costicap/ % Recomme | % cover | %
allocated Popin mnth** coverage nded , possible @ cover
for water (Census possible Costcap/ recommended needed

‘ 2001) l @actusl  math | costs * v

| uTWP R40,986 809 lSO!lOO‘ R4SZ-| 9-44% T R584 ‘ 3% | 43%

' R23.32 ' ‘

 Alfred  Nzo R35 699669 550 389 R5.08 106% RS B4 93% 57%

DM i 1
Ngqushwa | R2,064,680 84220 RATI-| 29-62% R584 1% | 60% |
! R10.19 \'
" Vulindiela R13673.977 553223 R5 .80 36% R5.84 36% 48%
(uMsunduzi) |

* The portion of the Amatole aliocaton that would be for Npgqushwa, based on populaton figures.
**ncl asset replacement. escalated to 2004/2005 value

*** for 200472005 taking info account indigence levels anc population actualy served




If the cata in Table 31 is correct, the situation is positive only for Aifred Nzo. The percentage possible
coverage for all the other WSAs, even at the recommended cost/capita, s low. However, it must be
remembered that the ES is allocated on the basis of indigence levels anc further, the FBS portion is
allocated according to the number of people actually served. When this is taken into account, and the
percentage coverage actually needed in the 2004/2005 is calculated, then the picture is considerably
better, but still not sufficient. All the WSAs, bar Alfred Nzo at this stage need 1o both allocate the full
recommended percentages of their ES to water services and cevelop effective cost recovery, and cross-
subsidisation strategies. However, as none of these municipalties have large urban centres 1o cross-
subsidise high water provision cosis, this table also highlights the importance of a cost-effective
institutional arrangement

As already mentioned, Equitable Share allocations for basic services are targeted at incigent households
only. Therefore correct indigent population figures are crucial to cetermine affordability. It is also imperative
that the census figures correlate with the figures used by WSAs. The ES indigence numbers were imputed
from the 1996 Census and usec from the first ES year, 1998/1999, until the 2003/2004 ES year. If a
comparison is done between these indigence levels and the indigence levels used by the WSAs in ths
study, there are significant discrepancies. These ciscrepancies resulted in lower ES allocations than the
WSAs appeared to require, placing strain on municipalities” already tight budgets. This could be a reason
for the delay in the implementation of FBW in some of the case study areas. The 2004/2005 ES is based
on the 2001 Census, however, the official imputed poor population figures from Census 2001 were not
available at the time of the research. For the uTWP region, there were significant increases in the ES
allocation that were not projectec in Division of Revenue Act 2003. This could be attributed to increased
indigence figures from the 2001 Census, which will improve the abiity of the WSA to provide FBW in this

region.

Free Basic Water in the rural areas of South Africa is difficult, but possible, and with good management
could be sustainable in the long term as long as national government provides sufficient levels of Equitable
Share revenue 1o municipalities. From the lessons learnt in this research, the key factors in successful
implementation are; good planning;, the honest assessment of the WSA capacity and the consequential
contracting of experts to fulfil the roles and responsibilities the WSAs cannot fill; political support for FBW
policy, and accountability

76 Recommendations

From the experience gained in the four case studies areas, it is clear that a thorough investigation of status
of water schemes is the essential first step in the successful implementation of Free Basic Water in rural
areas. The Water Service Authorities need to have a very clear understanding on how all the schemes are
operating, where refurbishment is needed, and where new capital projects are required.

Once the current status has been established, the budgets and the implementation of institutional
arrangements can be discussed. il needs lo be ascertained what expertise is available within the DM, and
where expert assistance will be neecded in order to supply water across the entire DM It is at this stage
that roles and responsibilihes shoulc begin 1o be aliccated

a3




A DM should undertake costing exercises for the different institutional arrangements, drawing of the
expernence of other DMs. The DM needs to determine what can be afforded, what extra income s needed,
and where this money will be found. Included in this must be an allowance for asse! replacement. From the
costing, the required percentage allocation from the Equitable Share will be clear, and can be motivated
for.

It is essential that political support and commitment is obtained at an early stage and nurtured throughout
planning and implementation, as the Alfred Nzo DM and Vulindlela experience shows that political issues
can threaten the success and sustainability of FBW implementation.

Key role players in Alfred Nzo FBW programme made useful suggestions from their experience thus far.
These suggestions are summarised in the information box on the following page.



Alfred Nzo DM Deputy Director of Water and Sanitation, Mr Ernst Zellhuber:

Success is reliant on the involvement of the private sector. It is very unlikely that the WSA has the
expertise, nor the time to provide the intensive and diverse services needed for the successful
implementation of FBW in rural areas. From the experence in the last 3 years, it has also proved
highly cost effective to employ the SSAs. If a budget was calculated to compare the costs for an in-
house operation, this would be clear.

When deciding on a strategy for implementation, stick to the basics. It is difficult enough to get
these basics working efficiently, without worrying about finer details. As the strategy begins to
work, develop the details.

Allocate a portion of the annual budget for an operations and maintenance fund. This money
should be saved and allowed 1o grow for future replacement costs.

Do not be afraid to delegate roles and responsibilities. The municipality cannot do everything. Find
people who are experienced, and involve them at every leve! possible.

Once a structure i1s in place, anc key role players have been contracted, ensure regular monthly
meetings in order to brainstorm, solve problems, encourage, and improve the system.

Develop standard reporting systems for SSAs. Ensure detaled, useful reports that allow the
municipality to extract relevant information for progress analysis

Involve Council in the process and decision making. Keep them up to date with progress, and
financial statements. It is important that their trust and support is retained for the strategy to be
successful in the long term.

When designing schemes, it is cost effective to group villages together, as there is then only one
WSP and commiittee to liaise with

Design your structure to make sure there is maximum local community involvement,

Use pumps to regulate consumption at a village level. Supply only 6kl per household, and then rely
on the local water commitiees o regulate and police the individual household consumption.

Jim Gibson of the Maluti Water SSA

O& M is not a project, it is an enterprise. Planning should be done with this in mind, and the
different cycles the system will go through must be allowed for,

Get systems in place e g. KPls, milestones

Ensure there is discipline

Wages for community workers must be on linked to accountability for work done

There must be accountability - between municpality, SSAs, local operators, commitiees, and
communities

Have the backing of the DM for the system implemented, and ensure it is not open fo illogical
changes at the whim of politicians

Anthony Lenehan of WASH Consultants SSA

Contract out to SSAs. DM's rarely have the capacity to do all functions and keep up to date.

The municpality must take a senous look at the cost of schemes, institutional costs elc, and see
where there are unnecessary large funds being used. Efficiency is very important

Sort out the unknowns before you start

Transparency: actively inform politicians and the public what is happening, and why_ Privatisation
1s not liked, and people need to be kept up to date or else it won't work

Diesel systems are better. Eskom s not equipped to deal with rural systems. The quality and
consistency of electricity is not good. With a diesel system you are not reliant on another service
provider that you have no conltrol over

Constant water supply is the most mportant key performance criterion

Balance the level of service with willingness to pay.

Trickle feed yard systems are better than high pressure communal tapstands: running costs are
cheaper, and regulation is easier.

Find out what communities want

Don't build new schemes without first servicing existing schemes
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Department of Water Affairs & Forestry - the Western Regional Manager for operations
Documentation:

DWAF (2002) Free Basic Waler Implementation Strategy Pilot Study: Ngqushwa

Statssa Census 1996

Amatola Water Board: waler provision data

Mvula Trust and Amanz'abantu: Business Plan base line survey data

DWAF: water provision data.

D. Other References

The WRC Cost Tanff Model (2002) prepared by the Mvula Trust, Durban Westville University and
Partners in Development.
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Appendix 1

Ngqushwa proposed models and costings
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Model 1: Contracting out the role of water service provider

The organogram below illustrates @ model which aims to minimise the functions of the Amatole District
Municipality. The Amatole District Municipality could contract out all the water services functions to the
Amatola Water Board and private sector organisations, retaining the reduced responsibilities of the Water
Services Authority. The AMATOLE DM will thus be required to monitor the contracts, set up
communication arrangements with communities and undertake high leve! planning

Amatole DM
WSA

———
Nogushwa LM |
leScheme|| Wesley / 'DJO-SNQ Laing Scheme | Glenmore Pedde /
Bra S r I Scheme Pedde South
Schemes
Varnable Scheme Management Committee
...................... that could operate at an iIndividual
' t ward. or poliscal doundary level
| Operation, maintenance and |
I repair of distribution done by
a regional team, or 8
screme marierance ear  ( Oserton [ | (G |
(AMATOLE WATER Mantenance & ~ .|
\ . | repar of bulk works [ 1 ,
Vemcccn s ccnnncc e : done by AMATO
(VATER BOARD [ Meter Reader | | Finance
Admirssirator

Figure 1: The Amatola Water Board and the private sector as water service providers

In the first scenario the Amatola Water Board will be the Water Services Provider for both the bulk and the
reticulation supply to all the villages that are a part of their network. The schemes not connected to the
Amatola Water Board could either be supported by the District Municipality, a Support Service Agent, or
could be included into the Amatola Water Board WSP. Alternatively, the Water Board would only be the
bulk water WSP and a Support Service Agent (private sector) would be the reticulation WSP.

Community based Organisations will be responsible for preventative maintenance and communication
channels. This will be required for all the communities (i.e. those served by the water board and those
stand alone schemes).

This model will mean that the AMATOLE DM has no direct service provider relationship with customers,
but it maintains its statutory obligation o represent the interests of the people in its area of jurisdiction. This
obligation exists for all municipal services, whether the service is actually being rendered or not.
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walter service provider for the six schemes

It is referred to using the term statutory communication channel. This is a primary responsibility of the
elected District Municipality councillors to act as the channel for communication.

Other vanations of this model could be adopted:

The area may be divided and two or a few WSPs used;

The AMATOLE DM may contract out specific functions, such as billing and revenue collection
separately,

The AMATOLE DM may choose o retain certain functions, perhaps WSP support or cost recovery

Acvantages

The District Municipality can contractually bind the Amatola Water Board and other Support
Service Agents to meet certain Key Performance Indicators, to operate within a budget, and to
police cost recovery, thus ensuring a high level of service to their district

If there was only one reticulation WSP, then they could establish a standard implementation
strategy which ensures that all communities can have the same roles and responsibilities
procedure for reporting problems, level of support, tariff structure etc.

Disadvantages

The successful provision of water to all communities is entirely dependant on the competence of
the WSPs

Political and administrative obstacles could prevent the AMATOLE DM from being adle to
outsource the financial management of water provision

Model 2: Maximising the role of the Ngqushwa Local Municipality

If the AMATOLE DM undertakes the full WSP role, including bulk (excluding the area of the Amatola Water
Board) and retail services, it needs to be a high capacity organisation, employing a large number of people
located throughout the cistrict. The Amatole DM as the WSA will provide a regional suppor: office in
Peddie, or a main office in East Loncon with a satelite office in Peddie to perform the roles and functions

The Amatole DM would thus take responsitrlity for the following functions:-

Operation, maintenance (preventatve and reactive) and repair of all distridution networks
(including villages served by the Amatola Water Board)

Cost recovery and billing for all schemes

Bulk water service provision o all communities not served by the Amatola Water Board

Monitoring the service provision of the Amatola Water Board

Monitoring of its own functioning as WSA and WSP

A contractual agreement would be established with the Amatola Water Board to continue 10 be the bulk



All communities will need to have CBOs responsible for preventative maintenance and communication with
the Amatole DM.

Amatole DM
Operation Maimtcrance WSA | 0 \
& Rﬂ"ll of §
Bulk works done s ‘
by AWB -;
;
-
:
Finance and O&M Manaper ,’_|=
Admunssiration -
Resources [ s
———— Opcraten Mainienance y Customer Laoson Cost Revoverny &
Admis ' & Repaw of Officer Balling Officer
Distribwition done by 2
Local Municipality hased

Mantenance 1eam o

Communities
Communicating through
CBO’s

Figure 2: The District Municipality as both the WSA and a WSP

Advantages:
e There is opposition to privatisation of services - this model will build a large public sector
organisation.
¢ This mocel for Ngquwasha Local Municipality will easily fit into a provincial model should the WSA
wish to establish a provincial (i.e. at East London) support office

Disacvantages:
e |tis unlikely that a DC can build sufficent capacity 1o be an effective service provider over a wide
area with large numbers of unserved people in hundreds of settlements.
e There wil be difficulties in keeping a close relationship with customers.
e This option could easily lead to ‘top down' implementation.

Model 3: Maximising the use of Community Based Organisations

This model explores a partnership option between the District Municipality (DM) and the communities. The
DM will rely on community based water service providers, typically water commitiees. 10 take on the WSP
responsibilites. These community-based organisations that form the Water Services Providers will be
contracted directly by the WSA and will have the cobligation to undertake as much of the maintenance of
the infrastructure as possible. The principle that should apply is that anything that can be done by the

104




[ Amatcle DM |

i
()T\”d' on Maimenance | A3A
A q\"\”. “' - EEsaa e,
| Distribution done by a M-—— Finance and
Local Municipality hascd ~;‘:‘:r_““ M =1 Administration

\ Maintenance weam J Resouroes

Operation Maintenance g S

| & Repair of 'Qud Comminees & .‘nun.:'.lor\//
| Bulk works done — e
by AWB
. v

A paid member from cach community |
|
Sclected 10 be the operaror Haran !

Should be clustered o manageuble units |

O buls senvice providens | |

Community Based Organications

—
|

R~‘~{\'l'~l"!~" W - ‘
Customer Lisison ‘

2 Cost recoven !

-
)

Day to day operutions & mantenance
| 4 Admmanistration

Figure 3: Community-based WSP model

community-based organsation should be done at that level as this will maximise quick response and cost
effectiveness. The DM will will provide support services to the WSPs to ensure their effective functioning
(especially on tasks that require higher expertise levels)

The DM will ether retain the responsibility for bulk water supply, the implementation of new projects,
support services and sanitabon promotion, or they could choose to contract out to support service agents,

and other organisations to perform some or all of these functions

Advaniages

o This arrangement brings the benefits of a demand responsive approach to providing water services

o It provides for responsibilities to be delegated to settiement level as far as possible, promoting a
‘bottom up’ approach to development.

e |t is cost effective as the water services providers can use informal arrangements

e The option has a reasonably good track record in South Africa

e Arrangement optimises the benefits brought by community based services providers and those
brought by high capacity organisations

e The DM does not have to buid large capacity.

It 's a relatively low cost option



Disacvantages

e The capacity of community-based organisations has to be built

e There will be a large number of walter services provicers

e The DM still has to build capacity to undertake the WSA, support, bulk services, sanitation promotion
and programme implementation functions (unless these are contracted out — bar the WSA function)
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Nhlungwane Community Process
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Nhlungwane community response to coming changes

1. Core research questions

i) In a case where a community has a good track record in managing ther own water supply, will
local government retain and make use of the skills built up in the community?

i) If it is no longer required for people to pay for a basic water supply, will they be interested in,
and prepared 1o pay for a higher level of water supply?

ii.) Where good community disciplines have been established in paying for a community service
(water), can that practice be transferred (o a new development objective after the advent of
Free Basic Water?

2. Process

21 Introduction of research project to Water Committee

12 September 2003

Partners in Development have been working with the local Water Committee for a number of years, but
had not attended their monthly meetings in 2003. At this meeting an update on the Water Project was
given to the research team. Following this update, the research team questioned whether there was any
progress with Free Basic Water in the area. The committee could remember no interaction with either the
District Municipality or the u Thukela Water Partnership. The research team explained the new powers and
functions with regards to water supply, and the role that uTWP planned to play both financially and
technically. Once the committee understood and had asked questions that concerned them, the research
team made the suggestion that the community does not stop their current system and simply let the
government pay, but to keep up monthly levy and use it to pay for additional water, or a completely
different development project.

The committee was requesied 1o think about the proposal, and speak to friends and family. Permission
was given for the research team 1o workshop the idea with the community so that an informed decision
could be made.

2.2 Prelim interviews and mapping exercise

18-19 September 2003

The aims of the two day site visit were: 1o get to know the community; to explore current and future
developments of this community, and to start facilitating the thinking around redrecting community
contributions 1o other community development initiatives, after the introduction of free basic water

Current sources of water
The community of Nhiungwane currently obtain water from the following sources:
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Handpumps Used mainly by those who do not pay for water. Those people who use tap water
also use the borehole f they need extra water eg for livestock or watering the
gardens.,

Mpofana river Used to be the main source of water for the Nhlungwane community, especally
during dry seasons. This source is still used if the umgongozo (borehole) is broken. It

is also used for a community garden

Stream Used mainly for livestock watering. During dry seasons there is often too little water
available in this stream, and sometimes there is no water at all. During these times
community men dig below the river bed to get 10 water.

Rain water Rain is limited to the wet season. Rainwater harvesting is only possible for those with
appropriate roof designs
Tap water In order to get access to this source the community members or families have o pay

and initial joining fee of R150 00 and the monthly tariff of R7.00 per household. Tap

waler s the cleanest source in this community

Main uses of water

The tap water users are allowed 3 water containers (25 litres) per day per family. According to the
interviews, water is used mainly for cooking, drinking, bathing, watering the garden and for livestock
watering. The tap water provided is encugh o meet the needs of the household, but there is generally not
enough water for the livestock or for watering the gardens. If there could be more water people would be
able to cater for gardens, block making, livestock, and students could wash their school uniforms each day

People were not aware that it was possible to increase the amount of water that they use daly, This
became clear when they explained that there was arable land that 1s not ploughed due to insufficient water
They also expressed the need to install a pump in another borehole that was drilled by Mr Rudi Schroeder
who advised that if there shou'd be a need o increase water supply then they could make use of that
borehole. Mr Schroeder used to work with this community and initiated the idea of the water project to
provide the walter needed for the gardens. This was the start of the process for the Nhlungwane Water
Project some ten years ago

Community Activities

These include one community garden and a few family gardens

Ekwethembeni Cormmmunity Garden

This community garden started ten years ago. when a person from the community gave a piece of land for
communal ploughing. The project has a membership of 46 families. Members farm to supply their families
and to sell surplus to the community. Their produce includes beetroot, spinach, onions, tomatoes

cabbages, carrot and mielies. The Department of Agriculture supported them with fencing and an engine
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and pump which supplies irrigation water. A R10.00/ contribution by each member is used to run the
project. The garden is successful, although theft by baboons is a problem.

Family gardens

A few households have small gardens where they plant vegetables. Most of these are only ploughed and
planted in summer. Some households save their daily ration of tap water to water their plants, while others
use water from the handpumps. Umsasane (a type of a thorn tree) and wire is used o fence the family
gardens. There was a concern that there is a shortage of umsasane in Nhlungwane. This resulls in people
not ploughing their fields.

Other community projects
People of Nhlungwane keep cattle, goats and sheep as family wealth and not for selling. They are used to
pay penalties or for cultural purposes

A block project started by the late Mr Bethuel dic not succeed, allegedly because of the shortage of water
and sand.

Interviews

Number of people interviewed

Sixty-three people were interviewed including youth, adults, females, males, leadership etc. Most of the
interviews conducted were in groups with very few one-on-one inlerviews, as people were gathered
together at different places.

The breakdown of people interviewed is as follows:

Male Female
Adulls 15 25
Youth 17 6

About 25 people participated in 2 community mapping exercise. Most of the participants were females,
however the sun was very hot and the men turned out 1o be the most active during the exercise. A few
women observed from the shade of a tree while others got involved during the discussion.

Interview with the local political Councillor, Mr Kubheka

The aims of this interview were to find out about the following:

e the process of the transfer of water management to the uMzinyathi District Municipality and the
community involvement in this transformation;

e any programmes planned for the Nhlungwane community in the near future; and

* involvement of the Nhiungwane youth in developing their area.




Councilior Kubheka claimed 1o know nothing about the operation of the Nhlungwane Water Project, or the
transfer of water management to the uMzinyathi DM. During the interview he was informed about the
process. It emerged that the reason for his non participation was because he lives in the neighbouring area
of Mkhuphula that did not get piped water because of resistance to pay when the project was nitiated.
Because of the lack of water in his area, the councillor does not like 1o be involved in, or show support for,
the Nhlungwane Water Project

Councillor Kubheka also told of a local government project to supply solar power electricity. The household
has to pay the installation fee which is R100, and then pay R*18.00 per month. There is only one household
that s using solar electricity so far

He talkecd about several projects that are expectec o commence soon. poultry farming, sewing and
community gardens.

He expressed concemn that people do not attend meetings, and that it is dffficult to communicate with the
community other than through meetings. He does not know what they can do to overcome this problem.
According to Mr Kubheka the youth do not get involved as they lack understanding of the importance of
development activities

Youth involvement in development issues

From the interviews with youth, it became clear that they do not participate in any development activities in
ther community. When asked the reason why, they gave different answers: no one invites them to
meetings so they think that they are not needed, they only get invited when there are disciplinary hearings
taken by leadership against one of the youth; they think that it is not applicable for them to participate in
development activities.

Sports activities at Nhiungwane include soccer (for both boys and giris), netball and Imbube music. Boys
soccer lacks sponsors therefore they do not compete with teams from other wards, while girls’ soccer was
recently involved in competitions that were organised by uMsinga Local Municipality

Conclusion

From the interviews it was clear that there s a serious shortage of water for livestock watering. Other
potential uses for additional water include family gardens, block making, and poultry farming. Should they
have an Eskom electricity supply they can do things like welding, and panel beating (the solar panels
offered by local government. are not powerful enough for industrial uses)

Another important issue that was discovered was the lack of cooperation between the Nhlungwane
community and their local councillor. For example the councillor complained that people do not come 10
meetings, while the chairperson of the water committee complained that the councillor refused to sgn a
letter 10 the Mvula Trust (requesting help to fence the pump house) because the councillor felt it may
jeopardise his negotiations for the supply of water to Mkhuphula ward. The relationship between the local
councilior and the community will influence whatever plans are made for this community.
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A knowledge-and-skill-assessment was not done on the two days visit, but was included into the first
workshop to help the community understand their best possibilities for development

The vocabulary and attitudes that were expressed in the interviews showed a tendency for dependence on
government and other funding. People are waiting for outsiders 1o come and do things for them. This is an
interesting observation, considering that this project was chosen for research precisely because they have

done better than most in looking after their own water supply

2.3 Workshop 1

9 October 2003

This workshop was the first in a series that aimed al helping the community of Nhlungwane to consider
their options, and plan for the future
We made it clear from the start that we
were not bringing money fo the
community, or jobs, or a development
project. but rather we wanted to help
the community realise the potential that

they have 1o help themselves

With this goal in mind, the first
workshop was focussed on identifying
all the activities in the community that

were linked fo income generation
and/or sustainable livelihoods, An extensive set of piclures was used depicting different tasks, and the

participanis divided these according 1o gender roles and responsibilities

Once this was done, the large group split into
smaller groups, and they ranked all these
tasks by priority. In this ranking procedure
they were asked io decide what were the
most important activities in the community
and which of these needed “developing”
Much debate ensuved but each group
evenlually ranked all their picture cards.
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eering away from the project goal, it was deemed necessary 10 inform the community of thesr

options and he'p them 1o pla
2.4 Sanitation field trip
3 November 2003

From the outcome of the first workshop it was clear that sanitation was a very important issue in the 0's

urine diversion loilet. Urine diversioncommunity. Although this was st n a way forward

Mr Richard Holden of the Mvula Trust was contacted for advice due 10 his expernence in community driven
sanitation in the Msinga area. He directed us to Mrs Vetrinah Madondo who is currently working with Mr
Holden, and is from the Msinga area. An educational site visit was organised, and 15 people from the
Nhlungwane community were taken to be shown Mrs Madond is seen to be an appropriate technology for
this area, as it is extremely rocky, and difficult to dig in. The people of Nhungwane had expressed that the
reason for their being no latrines in the area was due 10 the lack of time and energy required to dig a pit
We aimed to show them an alternative that did not require a pit, anc could also de afforded without

exiernal funding

The Inp was very successful and
sparked many questions and

CISCUSSIONS
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Livestock waterning

At present there is insufficient water for livestock in the dry season. The Nhlungwane stream runs dry in
winter, and the livestock have 1o go a long distance to the Mpofana River. The participants estimated the
daily consumption of 25lcow/day and 7ligoat or sheep/ day (note: the Department of Agriculture
recommend the figure 40litreflarge stock unit/day for planning purposes). The project charges 20c per
25liters. This amounts to R&/month/cow and R2/goat/month. This is relatively expensive for the
community. Also, not everyone in the community has livestock, so the issue of who benefits f the
community levy was used 1o buy extra water for livestock drinking raised a debate. Some people felt that
everyone should contribute towards getting more water, since animals like donkeys plough for everyone.
Others believe that the matter should concern only those who keep livestock.

Community Gardens

The participants in this workshop felt that there is a need for a second community garden, since the current
one is far from the settiement area. The current garden is irrigated by water from the Mpofana River, which
is pumped up by an engine to the garden. However, the distance and lack of an access road makes it
difficult to sell the harvest, because members have to carry the loads of vegetable on their heads. The
need for fresh vegetables is high and the current garden is not meeting this need. There is a feeling that a
garden within the settlement area could provide the extra produce needed

The options chosen as the most important are community projects that cannot benefit everyone directly.
For example everyone may gain access to blocks from the block making project, but not everyone would
be a member of the project. The only way others would benefit is through buying from the project. It
therefore follows that only members should have 1o pay the costs 1o run the project. This was explained 10
those at the workshop, and understood as a vahd point. It was suggested by the research team that those
interested in block making and the community gardens form a planning group. The research team offered
to help with some planning exercises and business skills.

Sanitation is seen as a shared goal that everyone would directly benefit from. The problem is that the costs
for training and the start up capital are high. It was deciced thal the committee and the community should
decide whether they should invest some of their savings into this project. However it was agreed that it was
not feasible for the R7 water levy 1o be used for saniation.

Water coupons
The absence of any clearly defined, practical, shared community goal let td to the development of the
concept of the water coupon

The proposed water coupons are AB size cards showing piclures representing 96 x 25litre containers (i.e.
at total of 2.4kl per card). The householders name is printed near the top of the card, and the
administrator’s signature is found in the bottom right of the card to authenticate it.
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The R10.00 per 2.4k! would either be paid o the water
service provider, or the money would be usec by the
Water Committee to pay for the extra pumping and wage

An example of a pre-paid water coupon
drafted for Nhlungwane costs that would result from the increased consumption

The water coupons were suggested by the research team due 1o it being a simple, robust system with no
electronic, mechanical or hycraulic parts that could break. The coupons would fit into thesr current system
with very little adjustment

The idea of water coupons was introduced at workshop 3, and was welcomed by those who came to the
workshop However, there was a concern that pecople who volunteer 1o oversee the stand pipes do not do
their work properly as they are not paid for it (it is understood that the tap minders to not actually attend the
taps when they are open). It is believed that water gets lost as a result of this, as people get more than the
amount that was agreed upon. The possiblity of paying the 41 people who are caretakers on each stand
pipe was to be discussed in a community meeling in December 2003 (but note that if the payment of tap
minders is to be necessary, the modest remuneration of RS0 per minder per month would cost more than
R2 000 per month, more than the entire current operating budget)

Since no decisions were taken at this workshop, the committee suggested that these matters were to be

discussed further in the community annual general meeting in December.




The research leam and the community leaders present were positive about the implementation of the
adjusted system in the new year.

2.7 Introduction of prepaid coupon concept at Nhlungwane AGM

The research team was nol present at this meeting, but a report of the ocutcome was given by the Induna.

Despite the positive response thal was received during the workshop period, the decision taken al the
AGM was o not intfroduce the water coupons, or make any plans for the introduction of Free Basic Water
It was reporied that a few influential members of the community who live and work in Johannesburg,
opposed the plan. The reasoning given by these people was that the community should retain
management within the community and not let the government take over operations and maintenance.
They voiced distrust in the government and predicted that FBW will not last long. They fear that if they
hand over to the government that the government will not fulfil their obligations, and will leave the
community in @ worse off position.

The Induna was not happy with the decision and had a second meeling with some of those who vetoed the
changes. At the Induna's request, the research leam atlended this meeting to explain what is being
proposed, and also what the uTWP policy and implementation plan is. The meeting was successful and
the Induna was able 10 reconcile with these people so that the community can plan for the implementation
of FBW. The community want to have a meeting with the DM and uTWP to present their plan to the District
Municipality in order to continue to manage the daily operations and maintenance of the scheme. The
research team have approached the relevant persons to set up this meeting, and are awaiting a response.

3 Conclusions
The options for re-directing the R7.00 levy are not simple:

Sanitation is definitely the highest priority in the community, and one that affects every household.
However, the cost of sanitation could not be met by the R7.00 levy. The community may decide 1o use
some of ther R40 000 savings to infiate a sanitation project, but the construction and materals costs
would have to be borne by the householders.

A block-making project was also a popular choice, yet when the option was analysed people realised that
they did not want to confribute monthly to a project that would benefit some, and not others. This same
lack of uniform benefit to the whole community was realised for livestock watering and for a community
garden. Ultimately the community could not come to agreement.

The water coupon was hoped to be the fair' solution to everyone's different development priorities. The
community was positive about the option, and have decided to discuss it further. The obstacle with this
system is, however, the need for daily monitoring of consumption. It is believed that people will not be
prepared 1o manage the system without receiving payment for their time. Payment of each tap minder
would result in a significant extra running cost that would not fit within the uTWP budget and is thus
unikely to be approved.
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Other related WRC reports available:

Modelling of rectangular sedimentation tanks.

TN Lemmmer; CGdK du Toit

When undertaking projects in rural areas very little consideration is given to the view and
concerns of the affected community. A strategy for public participation and involvement
in rural water supply and sanitation projects will ensure the thorough understanding of
the project by the local community, a user-friendly design of the infrastructure due to
input from the end-users, i.e. the community itself, provide a platform for community
consensus and give the social development consultant a better understanding of the
community skills levels and hence the production of a better training document for the
operation and maintenance phase resulting in a sustainable project

This study also aims to analyse the vanous scientfic techniques used in public participation,
analyse the impact of each technigue and develop a strategy to enhance public participation
and public involvement in rural water supply and sanitation projects
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