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Private Finance Initiative
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Public Finance Management Act

PPP

Public-Private Partnership
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INTRODUCTION
2.1

BACKGROUND

South African municipalities are responsible for delivery of basic services including the provision of energy,
water, sanitation and roads.  These require significant financial and human resources.  In the majority of cases,
municipalities provide these services and the required infrastructure using their workforce or by procuring the
services of a private company through a formal procurement process. However, there are a number of cases
where municipalities work jointly with the private sector in a partnership arrangement to develop infrastructure or
provide a service through a public-private partnership (PPP) agreement. This report, commissioned by the South
African Local Government Association (SALGA) and written by City Insight (Pty) Ltd, investigates the use of PPPs
by municipalities in South Africa and worldwide with a view of understanding how widespread PPPs are, and the
factors that encourage or inhibit their use.

2.2

PROBLEM STATEMENT

The development of a significant amount of new municipal infrastructure in South Africa as well as the maintenance
of existing infrastructure is often undertaken by the private sector, where it is estimated that over 30% of municipal
infrastructure expenditure is spent. However, it does not appear to be in the interests of the private sector, or of
the municipalities, to follow the PPP route instead of following the usual supply chain procurement route1. This
could be because of the process and conditions attached to the PPP process. At the heart of National Treasury’s
PPP model is legal consideration that the municipality cannot consider a PPP until they have completed the
assessment as prescribed in the Municipal Systems Act’s Section 78(1). The municipality has to then decide, in
terms of Section 78(2), to ‘explore the possibility’ of using an external mechanism to provide the service.
However, this report will indicate that PPPs have very rarely been used in the delivery of municipal infrastructure in
South Africa. This may seem surprising as, in many countries, PPPs are used in a variety of instances to improve
infrastructure and/or the management of that infrastructure. This report aims to investigate the reasons why the
uptake of PPPs has been so limited in South Africa.

2.3

RESEARCH OBJECTIVES

This research project aims to research municipal PPPs internationally and in South Africa to identify the issues
and challenges promoting and inhibiting the uptake of PPPs in South Africa. From this assessment, the report will
provide recommendations for SALGA on how to address these challenges.

2.4

REPORT OUTLINE

This report is comprised of six key sections. Following the introduction, a literature review examines the history
and evolution of PPPs, the various definitions and types of PPPs and some emerging issues. Chapter 4 examines
the regulatory framework for PPPs in South Africa, followed by a chapter detailing the current and past PPP
projects in the country. This includes a municipal review of current projects and challenges faced in implementing
PPPs. The concluding chapter provides four key recommendations emerging from this study. Finally, a single
annexure details all of the current registered PPPs in South Africa.

1

Rogerson, 2009; Jackson and Hlahla, 2014
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2.5

RESEARCH METHODOLOGY

This study was informed by an initial desktop research which involved a review of over 100 books and articles
on PPPs across the world. These were analysed to understand observations and findings from the literature
review. Following this, using data from National Treasury’s PPP unit based in Government Technical Advisory
Centre (GTAC), a list of municipal PPPs in South Africa was assessed and each project researched using desktop
analyses as well as through engagements with the municipalities concerned. Stakeholder interviews were
undertaken with a range of government departments, municipalities and organisations involved in supporting
or engaging in PPPs. These included National Treasury2 and GTAC, the Development Bank of South Africa3
(DBSA), Department of Cooperative Governance and Traditional Affairs (COGTA)4 and the National Business
Initiative (NBI).As the ‘operational’ side of municipal PPPs, the Transaction Advisory Services and PPP Unit in
GTAC is the key unit driving the PPP work.  They define their work as supporting organs of state, on a demanddriven basis, with advisory services in the planning, contracting and execution of PPPs and other large or complex
infrastructure or public service transactions.
This includes advice on regulatory requirements and good practice on a wide range of national, provincial and
local government transactions, including precinct development and government accommodation projects, the
implementation of alternative energy technologies, IT services, special economic zones and hospital services.
Other elements are monitoring and advice on project implementation and contract management of existing PPPs.5
Discussions were held with GTAC, although unfortunately, they do not have any specific monitoring analyses
which could be used in this study. However, they have interacted in the research process, and information has
been gathered, including which municipalities they are working with or have worked with on PPPs.
The NBI has undertaken most work of any private sector organisation involved in researching and promoting PPPs
and information was obtained, and interviews conducted particularly on their work on PPPs for the water and
sanitation sector. Engagements on the uptake of PPPs were held with a number of municipalities. The responses
have varied significantly.  It is clear that for many municipalities there are simply too many constraints, particularly
in time frames, the complexity of process and cost of the process. This has meant that some municipalities do not
even consider PPPs as possible opportunities. Included in the subsequent sections of this chapter is information
provided by the following municipalities:
•

Metropolitan Municipalities: eThekwini, City of Cape Town and City of Johannesburg

•

District Municipalities: Garden Route District Municipality, King Cetshwayo District Municipality and Overberg
District Municipalities

•

Local Municipalities: Mossel Bay, Cape Agulhas, Kouga, Langeberg, Overstrand

•

Secondary Cities: George, Drakenstein

•

Rural Municipalities: Thaba Chewu, Mbizana and Bergrivier

Collectively, the review of literature, stakeholder engagements and data analysed has provided a rich set of ideas
which assist in both understanding why the uptake of PPPs has been so poor and allowing for the development
of recommendations on how this situation could be improved upon.

2

Whilst National Treasury (NT) has devolved the operation side of PPPs to GTAC, contact has been made
with senior officials at NT, including in the Departments of Budget and Treasury, Strategic Procurement and
intergovernmental relations (IGR)

3

The DBSA’s major role has been on promoting the Private Sector Participation model and not on PPPs at a
municipal level.

4

COGTA does not appear to have been involved in assisting municipalities around the PPP process.

5

GTAC, 2018
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LITERATURE REVIEW

There is an extensive set of literature on the worldwide use of PPPs, their structure, effectiveness and shortcomings.
This literature review presents the main findings related to the use of PPPs at a local government level.

3.1

THE HISTORY AND EVOLUTION OF PPPS

PPPs can be traced back as far as the 17th century in France and other parts of continental Europe. In Anglophone
countries, the modern history of PPPs begins in the United Kingdom, where increasing levels of public debt in the
1970s and 1980s, encouraged the government to engage in collaborative projects with the private sector. This
allowed the government to develop new infrastructure while lowering risks and maintaining accountability and
control of service delivery.6
These partnerships have a long history in municipal infrastructure and urban services, and as such, there is a
significant amount of research conducted on PPPs, their governance, frameworks, successes and challenges.7
PPPs affect research and development, and therefore have an impact on innovation. This, in turn, leads to
technological advancement, and technological advancement leads to economic growth. Thus, PPPs can be
critical in covering policy alternatives that are part of a nation’s innovation strategy.8
PPPs have evolved over time. They were initially seen as beneficial at a macroeconomic level in terms of public
sector debt levels, because reduced pressure on government budgets allowed a greater capacity to spend on
other policy priorities. Later, they were considered to provide better value for money in the provision of public
infrastructure.9

3.2

DEFINITION AND TYPES OF PPPS

A review of definitions of PPPs across a number of pieces of literature generally references infrastructure financing,
construction, operation and maintenance.10  Link (2006) defines each aspect of the term:  ‘Public’ refers to any
aspect of the innovation process that involves the use of governmental resources; ‘Private’ refers to any aspect of
the innovation process that involves the use of private sector resources, mostly firm-specific resources; resources
are broadly defined to include all financial resources, infrastructural resources, research resources etc.; and
‘Partnership’ refers to any and all innovation-related relationships.11
Definitions range from interpretations of PPPs as institutional arrangements, financial relationships, governance
tools and developmental strategies to broad definitions that accommodate a variety of co-operative arrangements
between government, private sector and non-governmental organisations (NGO). These arrangements are
intended to improve infrastructure networks and enhance service delivery.12
For the purposes of this report, PPPs are defined as “working arrangements based on a mutual commitment (over
and above that implied in any contract) between a public sector organisations with any other organisation outside

6

Teacher, Van Gramberg, Profiroiu and Neesham, 2013

7

Brinkerhoff and Brinkerhoff, 2011

8

Link, 2006

9

Hodge, 2007

10

Brinkerhoff and Brinkerhoff, 2011

11

Link, 2006

12

Fombad, 2016
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the public sector.”13 This definition highlights a shared dedication to achieving some kind of joint outcome, and of
going ‘above and beyond’ the principal-agent relationship.14
The literature describes a wide variety of types of PPPs, and there are a number of ways in which they can be
defined and differentiated. Although, Brinkerhoff and Brinkerhoff (2011) note that no single analytic framework can
capture the diversity, relevant parameters, and qualities of PPPs. PPPs can be differentiated by contract type; by
purpose; by their organisational structure; or by the sector in which they operate (with purpose and contract type
being the most commonly used differentiation).
PPPs can also vary in levels of formality, transparency, power-sharing and motivation.15

Contract Typology
PPP contracts may vary from simple service contracts to more complex models known as concessions.16
Partnerships can take on a variety of different forms, including service contracts, build-operate-transfer concessions
and joint ventures. Municipal service partnerships, taking the form of formal public-private sector partnerships
(PPPs), involve some combination of the elements of design, build, operate, transfer, finance, and maintain.17

Figure 1: Common forms of PPP Contract Types18
Levy (2011) provides detailed definitions of some of the various forms of PPP contracts that exist:
•

Build–operate–transfer (BOT): A private entity builds a project to meet the public agency’s requirements,
providing design, construction, financing, operation, and maintenance during the concession period. The
BOT entity collects the revenue generated during the concession period and returns the project to the public
agency at the end of the contract period for little or no additional compensation.

•

Build–own–operate (BOO): Similar to BOT, except that the BOO entity owns and operates the facility.

13

Brinkerhoff and Brinkerhoff, 2011

14

Brinkerhoff and Brinkerhoff, 2011

15

Houghton, 2010

16

Fombad, 2016

17

Rogerson, 2009

18

Based on Levy, 2011
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•

Design–build–operate–maintain (DBOM): A private entity provides design–build (DB) services to construct a
publicly owned facility and assumes operational and maintenance responsibility for a specific period of time.
This approach was developed to ensure that the DB proposal will result in a high-quality project because the
DB entity must maintain the facility for a specified period.

•

Lease–develop–operate (LDO): A private entity leases a facility from a public agency. It then provides capital
to renovate, expand, or upgrade the facility and operates it under a contract with the public agency.

•

Buy–build–operate (BBO): The public agency sells an asset to a private entity that is able to complete any
improvements (such as expansion or rehabilitation) that are necessary to create a profitable venture for the
private entity to operate.

•

Availability payment process: The public agency makes periodic payments to a private entity in return for
delivering a service or a product, generally with specific delivery and/or quality milestones as part of the
agreement.

•

Shadow tolling: A private entity obtains revenue from a tolled roadway. The revenue is calculated by a formula,
rather than the physical collection of tolls.

Other forms of PPP include tax-exempt leases, sale/leasebacks, tax credits, and turnkeys — all with the end
purpose of allowing the private sector to use its initiative and capital to generate a profit for itself while serving a
public need.19

Purpose Based Typology
The purpose for which PPPs are created can be used to differentiate them. Hodge (2007) notes the need to
distinguish between social partnerships and economic partnerships in order to grasp the division among the
various uses of the term PPP around the world. For example, PPPs may be created for social purposes such as
for drug research with private sector contributions.20 ‘Economic type partnerships’ are characterised by long-term
commercial contracts between government and business for various combinations of planning, procurement,
construction, finance and operation of a construction or infrastructure facility.21

Figure 2: Purpose Based PPP Typology22
19

Levy, 2011

20

Roehrich, Lewis and George, 2014

21

Peterson, 2010

22

Based on Brinkerhoff and Brinkerhoff, 2011
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Brinkerhoff and Brinkerhoff (2011) propose a purpose-based framework that examines the defining features of
the partnership identified as they relate to achieving particular purposes. These include policy, service delivery,
infrastructure, capacity building, and economic development.
•

Policy PPPs seek to design, advocate for, coordinate or monitor public policies of various types: sectoral,
national, and/or global. Partnership structures can vary from loose and informal issue-specific networks to
more formal cross-sectoral committees, task forces, or special commissions. Such PPPs can focus on the
technical aspects of policies, but they are often enmeshed in politics as well. These policy networks have
emerged as important transnational structures for engaging governments on global policy issues.

•

Service delivery PPPs engage non-state actors in delivering public services by separating the payment
for public services from their provision. Governments (in the case of poor countries, assisted by donors)
retain responsibility for financing and payment and outsource service provision to the private and/or nonprofit sectors. The true partnership component of PPPs for this purpose is frequently debated since the
most common mechanism connecting the partners is some form of contract, which reflects a low degree of
mutuality. To the extent that the PPP operates with shared commitment and accountability, and joint planning
and consultation on service mix, the relationship demonstrates more of the features (as opposed to simply the
language) of partnership. Moving toward a long-term relationship based on trust and commitment shifts the
contractual basis of the PPP from a traditional contract to a relational one.

•

Infrastructure PPPs bring together governments and the private sector to finance, build, and operate
infrastructure such as ports, highways, sewage and waste treatment facilities, telecommunications, electric
power generation, and so on. Infrastructure PPPs employ a range of structures and processes, such as joint
ventures with both national and multinational firms to obtain technology and capital, build-operate-transfer
agreements (BOTs) of various types, and loan or trust funds (for example, housing credit funds).

•

Capacity building PPPs may in some cases address service delivery needs, but they explicitly focus on
helping to develop the skills, systems, and capabilities that allow those groups or organisations targeted
for assistance to help themselves. International donors are a major source of support for such PPPs, and
they can be found in a wide variety of sectors: health, education, environmental management, community
development, and agriculture. Capacity building PPPs can take the form of loose knowledge networks,
organisational twinning, memorandums of understanding, or formal contracts. They often have a normative
orientation that highlights the autonomy and agency of assisted groups to apply their new capacities as they
wish. Ownership and empowerment are valued as enhancing independence and agency.

•

Economic development PPPs are cross-sectoral collaborations that promote economic growth and poverty
reduction. In the United States, Europe, and the United Kingdom, such partnerships are common at municipal,
county, and state levels, with a combination of local, state, and federal funding; for example, the Mainstreet
United States program. Within this category are many of the private sector partnerships from corporate social
responsibility programs and commitment to the double or triple bottom line. Governments and international
donor partners frequently play a broker role, both in terms of finance and matching up private firms with
non-governmental organisations and/or local communities. The United States Agency for International
Development’s (USAID) Global Development Alliance is one example. Economic development PPPs can
take the form of joint ventures, contracts, or memorandums of association. At the global level, PPPs aim at
resource mobilisation, often for sector-specific contributions to economic development in poor countries.

The various forms of PPP are often sector and country-specific, for example, the Build Operate Transfer concession
is the most widely used and long-standing transport PPP model.23 In many developing countries, the Design-Build
Finance Operate concession model is the most preferred arrangement in many emerging PPP markets.24

23

Osei – Kyei and Chan, 2016

24

Osei – Kyei and Chan, 2016
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3.3	ADVANTAGES AND DISADVANTAGES OF PPPS AND
KEY SUCCESS FACTORS
As the types and forms of PPP may differ, the advantages and disadvantages vary significantly from project
to project and between types of PPP. This section provides an overview of some of the main advantages and
disadvantages of PPPs that are described in the literature and outlines some of the factors that impact on their
success.
The main benefits of PPPs are primarily related to their expected increased effectiveness and efficiency.  There
is a commonly held belief that the private sector has access to better skills and management capacity, and
is, therefore, able to deliver better outcomes. However, these advantages are not always seen, and in many
projects, the disadvantages outweigh the benefits.
Some of the advantages of PPPs, as outlined in the literature, include more effective and efficient implementation
and deliver greater value for money. The accelerated implementation of projects is attributed to the manner in
which services are packaged and procured.25 The private sector is also able to often provide more specialised
management capacity for large and complex projects, and is able to access the widest range of private-sector
financial resources.26
One of the benefits of PPPs championed by some and criticised by others is that PPPs allow for a reduction in the
size of a public agency by substituting private-sector resources and personnel.27
The most commonly stated advantage of PPPs is that of providing additional funding for public projects, allowing
state funds to be used for other purposes and potentially reducing public debt.28 This enables an improved
response to rising expenditures for refurbishing, maintaining and operating public assets, and addresses increasing
constraints on government budgets.
The benefits of the public and private sector working in partnership have been found to improve risk management29
and increased innovation, allowing each partner to share its own specific competencies and capacities to achieve
common goals.30 The emphasis on the partnership can also offer a platform for increasing and improving the
participation of civil society and business in local affairs as well as increasing transparency and accountability
between partners.
However, each of these benefits of PPPs also have the potential to become disadvantages. Hodge (2007)
references a number of failed PPP examples: a value-for-money appraisal methodology biased in favour of policy
expansion, the lack of transparency which hampers access to information needed for project evaluation and
scrutiny, and projects in which the value-for-money case rests on the transfer of risks which do not take place.31
A common drawback of PPPs is the tendency for governments to retain the majority of the risks with PPPs,
undermining the PPP concept, which requires risk to be shared between the partners.32 The appropriate allocation

25

Levy (2011)

26

Levy (2011)

27

Levy (2011)

28

Levy (2011

29

Roehrich, Lewis and George, 2014

30

Rogerson, 2009

31

Hodge, 2007

32

Zinyama and Nhema, 2015
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of risks between the government and the private partner is fundamental to the success of PPPs.33 Challenges
around risks are raised repeatedly in the various studies and literature reviewed. Given that PPPs are a way of
transferring risk from a government agency to a private entity, just as the projects tend to be large and complex, so
are the risks. Risk allocation requires that the risk-taker be compensated, and therefore all parties to a PPP must
determine the nature of the risk involved and how much the transfer of risk is worth. For infrastructure projects,
some of the risks that must be considered involve the transfer (or not) of specific responsibilities from a public
agency to a private developer. These transfers include determining who is responsible for acquiring necessary
rights-of-way; who pays utilities for the costs of relocating their lines, pipes, and so on; how environmental studies
are conducted; and who assumes the cost of changes required as a result of final approval of the study.  
PPPs become questionable when the type or nature of the project is engineered to make it more favourable to the
private sector, resulting in additional, not less public expenditure.
In the United Kingdom, case studies have shown that procuring transport infrastructure services through PPPs is
generally far more expensive than public finance. Funding earmarked for PPP projects is usually insufficient, and
taxpayer funding to make up the shortfall displaces other services.34
The nature of the PPP partnership can also break down due to the lack of capacity of municipal officials, who are
often already overloaded with responsibilities.35
A commonly expressed concern about PPPs is the excessive ‘red tape’ and regulations which govern them. This
can slow projects down and add considerably to the costs.

3.4

INTERNATIONAL EXAMPLES

There is a rich body of literature on international examples of PPPs. This section examines the prevalence of
PPPs internationally and the level of and types of support that is provided to encourage PPPs.

Prevalence of and Support for PPPs
Van den Hurke et al (2015) distinguishes between four categories of national support of PPPs, from sceptical
systems offering no support to full-fledged PPP systems.  PPP-supporting units can be defined as specialised
public agencies working towards the development of PPPs through the provision of key functions and services
such as policy guidance, capacity building, project promotion, assuring finance, and green-lighting of projects.  
It typically refers to a public agency under the auspices of a government department or ministry whose main
purpose is to promote and improve PPPs, among other things by accumulating knowledge, and by coordinating
and advising PPP procurement.36
Countries, where PPP policy is most developed, include the United Kingdom, Canada, the Netherlands and
Australia, all of whom have special entities dedicated to promoting PPP policy.37 Many of these entities also
stimulate project implementation.
France, Greece, Italy, Portugal, and the United Kingdom form a group of countries which combine high-scoring
PPP-supporting units and therefore advanced PPP support, with a high degree of PPP activity. In France and
Greece, their units not only carry out dissemination functions such as providing technical support, investing in
33

Hodge, 2007

34

OECD/ITF, 2013

35

Rogerson’s (2009

36

Van den Hurke et al, 2015

37

Zinyama and Nhema, 2015
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capacity building/promotion, and maintaining a repository of knowledge; they also actively guide and evaluate
PPP policy, have a green-lighting function, and participate indirectly in project implementation. Institutional support
for PPPs in these countries has been consistent with the claim that PPP-supporting units matter.38 These do not
necessarily have to be centralised at a national level. Spain is an example of a country where PPP-supporting
units are located at the regional level, and there is no central PPP support unit.39
The private finance initiative (PFI) in the United Kingdom has been credited with energising and accelerating PPPs.  
It has been used for the development and construction of roads, bridges, and tunnels, and is also applied to the
government-controlled health-care programme, which has seen billions of private investment dollars allocated to
the construction and upgrading of hospitals and related facilities. Prisons and schools have also been included in
the PFI programme.40
Osei–Kyei and Chan in a 2016 study on transport PPPs, found that Africa is among the developing regions with
low numbers of transport PPP projects and among the regions with a high number of failed projects. The study
found that transport PPP policy is indeed feasible. However, proper policy actions and measures must be carefully
observed, and these include effective and efﬁcient stakeholder management, transparent and competitive
tendering process, high participation of local investors, stable macro-economic conditions and strong government
commitment and regulatory framework.41
In Tanzania, there have been major efforts to improve and promote private sector participation in PPP projects. As
a result, the country developed a PPP Policy, then a PPP Act in 2010, and PPP regulations were approved in 2011.
A PPP Coordination Unit was established within the Ministry of Finance, to assess and examine all PPP proposals
in their financial aspects. However, it is noted that despite the establishment of these units, no PPP projects were
actually submitted to them for assessment and approval.  Importantly, “having suitable PPP strategies, policies
and regulatory framework is one thing, but making them effective and efficient is entirely another”.42
The uptake of PPPs in Zimbabwe has been very low due to factors including the uncertain political environment,
the absence of a legal framework to guide implementation of PPP projects, investor perceptions of high political
risk, lack of political commitment, lack of clear legal and policy frameworks, lack of financial resources with the
government, currency risks, lack of expertise and capacity within the government and lack of policy consistency.43
The government has taken a policy position to adopt PPPs under which the private sector would collaborate
with government to deliver infrastructure. Key features of PPP arrangements in Zimbabwe are a necessity for
cooperation and joint development whilst sharing costs, resources and risks.44

Types and Models of PPPs
In the European Union, PPP types include a contract-PPP, a concession-PPP, and the institutional-PPP.45 Link
(2006) identifies research collaborations as a public-private partnership not only because both public and private
organisations participate in them, but also because public resources are used to encourage their formation.
Research joint ventures also represent a public-private partnership, consisting of a collaborative research
arrangement through which firms jointly acquire technical knowledge.46
38

Van den Hurke et al, 2015

39

Van den Hurke et al, 2015

40

Levy, 2011

41

Osei – Kyei and Chan, 2016

42

Kavishe and Chileshe, 2018

43

Zinyama and Nhema, 2015

44

Zinyama and Nhema, 2015

45

Peterson, 2010

46

Link, 2006
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In Australia, there are two different PPP models operating, mainly distinguished by source of revenue stream
and nature of government guarantees. The first model assumes public services are delivered by government
agencies, while infrastructure and ancillary services are ensured by the private partners. The demand risk is borne
by the government, which guarantees the private provider a minimum level of revenue by paying this directly. The
second model (used in Australia for over 20 years, for utilities and toll roads) transfers demand-based market or
revenue risks to the private partners and financial risks to users, while the government does not provide any direct
payments or revenue guarantees.47
There are several core objectives of Australian PPPs, which aim to foster private sector confidence in the PPP
process and to encourage competitive bidding. PPPs must strive to provide value for money, costing must cover
the full duration of the project, and risk allocation should be to the party who is best able to manage the risk at the
least cost.48
Australian PPP arrangements also distinguish between core services, which are to be retained by the government,
and non-core services, which are considered for provision by the private sector.49 Australian governments’
approaches to PPP delivery of public infrastructure have been reasonably cautious. PPPs established to date
have covered a broad spectrum of social and economic infrastructure projects. Their successful application to
social infrastructure projects has opened options for private sector participation and for government savings in an
area that is unsuited to privatisation. Their application in the education sector is only just emerging, but there is
potential for considerable gains to be made through private sector participation in the tertiary education sector.50

3.5

EMERGING ISSUES

Some of the emerging issues from the literature review are useful in providing lessons for creating a conducive
environment to encourage PPPs, allocating risk and monitoring PPPs.
The wide range of literature on PPPs demonstrates the enormous possible purposes for which PPPs can be
applied, but the complexities and difficulties in making PPPs work effectively suggests that they should be applied
predominantly to those societal problems that call for the particular advantages of a partnership.51
An important theme that runs through the literature is the need for supportive policy, regulatory environment
and institutional framework in which PPPs can function. PPPs need to operate within a supportive regulatory
environment, which is comprehensible, stable and predictable. Importantly, it must allow for a faster process
in developing PPPs.   Successes have shown the importance of standalone PPP Units, simplified rules and
regulations, and procedures to remove bottlenecks for smooth functionality of government.52
In both the public and private sector, supportive management is decisive in resolving difficulties. The literature
stresses the importance of positive working relationships in developing the PPP, as well as in resolving differences.53
This requires both parties to have strong capacitated personnel, where the skills of the public agency which must
match those of its private partner.54 Political awareness and support are also necessary to sustain PPPs over
difficult times.  
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Monitoring systems are vital in the early identification of problems and in ensuring the intended outcomes are
achieved.55 Here, pertinent issues include how key performance indicators are developed and modified; the
availability and integrity of performance data and metrics; and the importance of a consistent application of
penalties.56 Effective management of these issues by the public partner will increase the likelihood that intended
value-for-money outcomes are achieved.57
Risk sharing and mitigation measures are important for PPP success. For example, a mix of financing models is
recommended in order to spread the risks. PPPs should also be subject to limits in terms of absolute volume or
share of public spending on investment.58
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4	REGULATORY FRAMEWORK FOR PPPS IN SOUTH
AFRICA
The first structured PPP arrangement in South Africa dates back to 1997.  Since then, South Africa has maintained
a leading position in PPP administration and regulation in sub-Saharan Africa.59
South Africa has a central PPP unit within the Government Technical Advisory Centre (GTAC), which is an
independent entity that reports to the National Treasury. It advises and supports the Treasury regarding major
infrastructure procurement projects, PPPs and service delivery improvement programmes.60
The National Business Initiative (NBI) has played a major role in exploring ways in which the private sector could
more actively contribute to the improvement and management of infrastructure in the water sector. A number of
key research reports have been developed by NBI, providing an introduction to PPPs, an examination of their
barriers and opportunities as well as specific sectoral focus on water PPPs.
The laws impacting on and regulating PPPs in South Africa include the Constitution, the Public Finance
Management Act 1999 (PFMA), Treasury Regulation 16, Section 120 of the Municipal Finance Management Act
(MFMA) and provisions of Chapter 8 of the Municipal Systems Act 32 of 2000 (MSA).61

4.1

MUNICIPAL SYSTEMS ACT (MSA)

The MSA allows municipalities to provide a municipal service through an external mechanism, which can include
a PPP (Section 76 of MSA). This requires a review of the mechanism to provide the service (Section 77), termed
a ‘Section 77 Review’ in which a municipality must first assess whether the service can be provided internally
and if not, it can then explore the use of an external mechanism. Section 78 states that if a municipality elects to
use an external mechanism, they must assess different service delivery options and must give notice to the local
community. They must then conduct a feasibility study, which must comply both to the MSA as well as the MFMA.

4.2

MUNICIPAL FINANCE MANAGEMENT ACT (MFMA)

The MFMA requires municipalities to provide value for money services. If for whatever reason, the municipality
cannot undertake the provision of services internally, the MFMA in chapter 8, part 1, requires municipalities to
ensure that they select the most efficient way to provide the service, and this is one of the tests that any proposed
PPP must undergo. Chapter 11 of the MFMA addresses supply chain management (in part 1) and PPPs (in part
2).

4.3	TREASURY REGULATION 16 - MUNICIPAL PPP
REGULATIONS AND GUIDELINES
From 1 April 2005, the Minister of Finance, in agreement with the Minister for Provincial and Local Government,
issued the Local Government: Municipal Finance Management Act: Municipal Public-Private Partnership
Regulations which addresses the PPP provisions in both the MSA and the MFMA, and other matters in the MFMA
related to the procurement of multi-year PPP agreements. National Treasury has developed a PPP manual with
guidelines for municipal PPPs on the basis of Regulation 16, which consists of training modules outlining the
59
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process of developing a PPP as well as toolkits for specific sectoral PPPs. The following diagram outlines the
process for undertaking a PPP as outlined in National Treasury’s municipal PPP guideline:

Figure 3: Process for Undertaking PPPs62
One key element of the PPP Guidelines is a clear description of municipal services and guidance on which
activities are subject to both the MSA and MFMA – and which are subject to the MFMA alone. To accomplish this,
the Guidelines use the MSA definitions of ‘municipal services’, and ‘municipal activities reasonably necessary for,
or incidental to, the effective performance of a municipality’s functions and the exercise of its powers’ (municipal
support activities), which includes all other municipal activities that the municipality has the competency to
undertake. The third category of PPPs includes partnerships in which the private sector uses the municipal
property for commercial purposes. Importantly, projects involving the performance of a ‘municipal support activity’
and ‘the use of state property by a private party for its own commercial purposes’ are only governed by the MFMA.
As mentioned above, if it wishes to embark on such projects, a municipality is required to undertake a feasibility
study in terms of Section 120(4) of the MFMA.
In terms of Section 120 of the MFMA, the accounting officer / municipal manager may only approach the municipality
for a council resolution authorising the project after a feasibility study has been undertaken. This has important
implications from a PPP perspective: legally, the municipality cannot consider a PPP until it has completed the
assessment prescribed in Section 78(1) of the internal mechanism possibilities and has then decided, in terms of
Section 78(2), to ‘explore the possibility’ of using an external mechanism to provide the service.
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5

PPP PROJECTS IN SOUTH AFRICA

This section provides information on PPP projects that have been undertaken at a municipal level in South Africa.
Information on these projects was obtained through a literature review, as well as through the use of the record of
municipal PPPs as provided by GTAC. There does not appear to be a comprehensive record of all PPPs which
have been proposed or finalised in South African municipalities, and this is the most comprehensive of any such
record developed to date.

5.1

PRE-MFMA PPP PROJECTS

Before the implementation of the MFMA, municipalities could enter into such partnerships without recourse to
following legislated processes arising out of the 1996 Constitution. One of those PPPs in the pre-MFMA period
was implemented by eThekwini municipality in 1999 in conjunction with Mondi Paper to recycle wastewater.
After a formal tender process, Durban Water Recycling (Pty) Ltd was awarded a 20-year concession contract
for the production of high quality reclaimed water which could be sold to industrial customers for use in industrial
processes. This freed up water for approximately 300 000 Durban residents and allowed eThekwini to delay
capital investment in a recycling plant whilst creating a long-term revenue stream for the municipality.63
Overall, this case of eThekwini’s greywater is an example of a successful and innovative PPP to improve the
sustainability of wastewater management, minimising environmental impact and having multiple benefits for the
community.

5.2

POST-2005 COMPLETED PPP PROJECTS

Since the proclamation and implementation of the MFMA relatively few municipal projects have been formally
registered with National Treasury as PPPs. Three projects were closed and signed off by September 2017.64
These were a tourism concession (Thaba Chweu), a Design-Build-Finance-Operate-Manage Council building
(City of Tshwane) and Design-Build-Finance-Operate-Manage waste landfill sites (Elundini).65

5.3	CURRENT REGISTER OF PPP PROJECTS STILL
UNDERGOING FINALISATION
There are currently 34 projects on the GTAC register of projects. The projects are listed in the table in Annexure 1.
For the past two financial years, the register indicates almost no progress has been made in terms of the status
as recorded by GTAC. It was noted by GTAC, though, that sometimes the communications between GTAC and
the municipalities was quite poor and there appears to be no regular monitoring process in place. Additionally,
the project information is not always compete. The chart below shows the sectoral breakdown of municipal PPPs.
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Figure 4: Sectoral Breakdown of Current PPP Projects in SA
The majority of projects have an economic focus, including developing tourism facilities, agriculture projects and
fresh produce markets. Waste-to-energy is the single largest sub-category of projects with six projects being
undertaken or investigated.
From the data analysis it is clear that the time taken for each PPP is considerable. In the case of the Drakenstein
municipality waste-to-energy project, the formal process began with the issue of an RFP in 2008, yet it was only in
2012, four years later, that a memorandum of agreement was in place. A council decision was only taken in 2014,
and Interwaste was appointed later that year. However, it is subsequently reported that the project was cancelled
in 2018.

5.4	REASONS PROVIDED BY MUNICIPALITIES USING
PPPS
In reviewing the PPP projects in South Africa, as well as the literature on South African PPPs, a wide variety
of different reasons have been advanced for following the PPP route. These include the sharing of risks and
additional access to specialist skills, the ability to access new sources of finance and an ability to avoid the
constraints that traditional procurement methods impose.

Risk Sharing and access to skills
PPPs allow for a sharing of risks, transferring some of the risks onto the private sector. By partnering with a
private sector company, the risks for concerns such as cost overruns, late delivery and poor quality66 can be
shifted away from the municipality.67
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This is different from the standard outsourcing of contracts and contracted services, where there is very little
transfer of risk and accountability, and there is no change in ownership of assets. EThekwini Municipality noted
that risk-sharing must be determined upfront and adhered to throughout the life of the PPP project.
An important aspect of PPPs is that they give municipalities access to specialist skills that are not available within
the municipality staffing structure. Transaction Advisors provided specialist skills in particular areas, including
information on alternative service delivery mechanisms. In the case of Johannesburg’s Waste to Energy project,
for example, it was argued that using the PPP route allowed for greater access to skills in order to allow for a better
understanding of how much energy the project could generate, how it could be funded and which site to select.
These were seen as significant factors in contributing to the project’s success.68
The PPP process also allows a municipality to work closely with other spheres of government. For example, the
Bitou municipality noted that the PPP process created a closer working relationship between themselves and
the Western Cape Department of Transport and Public Works who assisted them and helped ensure that the
PPP analysis was completed in compliance with National Treasury’s regulations.69 The City of Johannesburg
also noted that they had received valuable support from the Department of Environment who provided them with
additional internal and external capacity.70 The Garden Route municipality also noted that the PPP requirements
for assessment of affordability, value for money and risk transfer provided a useful external view of the issues.71

Access to Finance
PPPs can provide access to funding that a municipality would not otherwise have had. In Nelson Mandela Bay,
the municipality did not have a sufficient budget to full Wi-Fi and broadband access roll-out to all communities.72
In the case of the City of Tshwane, it was argued that PPPs allowed for the implementation of a water resource
management plan off the municipal balance sheet. This, the municipality argues, allowed for the supply of bulk
water at a lower rate.73  Some municipalities also find that this can provide easier financial arrangements as both
the management and finance is outsourced. eThekwini’s grey-water water scheme (pre-MFMA) involved a 20year BOOT where the municipality pays an annual management fee, a fee for the lease of the land, and a levy
per cubic metre, without having to pay the upfront capital costs.74
In some cases (such as in the Bitou municipal office accommodation PPP) it was found that the PPP route gave
greater value for money than the standard procurement route.75

Innovation and escaping municipal constraints
PPPs can provide a method of getting around the constraints of the standard municipal procurement system.
In eThekwini, bulk water pipes allowed for the generation of electricity – a system which would have presented
significant procurement constraints.76 Similarly, Nelson Mandela Bay’s Waste Park PPP also included a long-term
landfill gas recovery component.77
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Of course, it may be argued that none of these reasons are unique to a PPP and many could be regarded as
simply reactions to situations in which municipalities often find themselves, such as not having the requisite
expertise or sufficient finance.

5.5

MUNICIPAL CHALLENGES IN IMPLEMENTING PPPS

Some municipalities indicated that they had not considered PPPs as a possible means of financing or delivery of
infrastructure because they believed the PPP process to be too complex, time-consuming and expensive. At the
same time, some of them also indicated that they believe there should be better communications and assistance
given to municipalities to consider going the PPP route.
Reasons provided in engagements with municipalities as to why there was not a greater uptake of PPPs by
municipalities are various and include the slow and complicated process required, the inability of the municipality
to undertake such a project because of their limited skills and finally because municipalities believed the process
to be more expensive than the standard procurement route.

The Slow and Complex Process of Implementing PPPs
Many of the municipalities who have implemented, or tried to implement PPPs have noted that the process is
complicated and takes a significant amount of time. The numerous steps that must be undertaken can mean
that the process to procure a PPP can take upward of five years. Even in the early stages, the appointment of a
transaction advisor is complex. This can significantly slow down the delivery of services by a municipality.78 The
stringent requirements for National Treasury approvals for every stage of the PPP arrangement also add to this
time delay.
If PPPs take over five years, then they can easily be seen as products of the previous administration and risk
cancellation, such as in the case of Drakenstein. Thaba Chweu Local Municipality notes that this can also
discourage investors. Resistance from organised labour to the delivery of municipal services through PPPs is an
additional deterrent for the private sector.
Part of the slow process is necessitated by the involvement of a wide variety of role-players who must be consulted
and given the opportunity to comment on the project. However, this does prevent delays in the project further
down the line.79 These delays can increase the project costs, such as through extending the term of a transaction
advisor.80 It also requires municipalities, if they enter into a contract beyond the three-year budget period, to get
approval in terms of Section 33 of the MFMA.81
The complexities of the supply chain management process for PPPs requires strong project management and
needs the support of both the provincial and national government.82 The use of an experienced transaction
advisor with prior PPP experience can make this process easier.83
The NBI recommends that the legislation should be reviewed with a view of streamlining the PPP process and
note that further streamlining can be achieved by undertaking the requisite Municipal Systems Act and Municipal
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Finance Management Act consultations simultaneously, as recommended in the Municipal PPP Guidelines.84
The NBI also notes that the regulatory framework is complex and rigid, stating that this is responsible for the
low uptake of PPPs. Municipalities echo this concern, noting that the legislative environment for PPPs is very
prescriptive and often inhibits progress.85 Thaba Chweu Local Municipality notes that they believe the PPP
process to be effective within predetermined parameters but note that it is not flexible enough to allow for changes.  
Indeed some of the interviewees argue that the major problem with the PPP processes is that they were developed
in the 1990s and since then a significant shift in thinking has occurred and what is needed now is a legislative
environment more suited to partnerships which are not so prescriptive.
Many municipalities indicated that the existing procurement process is less complicated than that of PPPs and can
achieve similar results. For example, one municipality argued that the largest private-sector technical involvement
in the municipality is the outsourced operation and maintenance of bulk water and wastewater infrastructure.
“Mossel Bay is not keen on PPPs, we have a normal procurement route for competitive bids and therefore deem
it totally unnecessary to follow a PPP route.”   Another municipality argued that “The process just takes too long
and needs to follow a public participation process and is not something that we are experts on, so the risk of doing
something wrong and getting an Audit finding is very high.” Close scrutiny by the Auditor-General is a common
concern, as municipalities note that complex PPP agreements carry an inherent risk of negative audit findings.

Inadequate Skills, Information and Support for PPPs
Complaints from the private sector include a lack of clarity on what PPPs are, why PPPs should be used and
what role the different players should have. The private sector indicates that they would like to see more PPPs,
with speedier decision-making and implementation and recommend that there is greater clarity on the definition
of PPPs versus outsourcing and contracted services.86
Many municipalities note that there is not enough information on PPPs and the benefits they offer. This means
that they are often not well supported by politicians, yet political support is an important component of a successful
PPP if it is to be sustained over a number of years.
Some municipalities felt that the PPP process is not clearly defined - particularly around the interlinkages between
the PPP regulations, procurement and asset transfer regulations and the practical process to be followed. In this
regard, the NBI recommends that the framework for PPPs be reviewed to simplify it and make it more flexible and
to ensure that roles and responsibilities, as well as risk and cost-sharing and accountability, are clearly defined.

The municipalities also note that there is insufficient support provided to
agencies implementing PPPs.
Many municipalities noted that they did not have sufficient specialist capacity (technical, financial, and legal)
to drive PPP projects. The complexity of the development of PPPs and the management of contracts after
procurement is critical, and often the specialist capacity is in short supply in both municipal and the private
sector environments.8788 In this regard, the NBI propose the development of a PPP readiness tool to assess a
municipality’s ability to undertake a PPP.89
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The NBI also recommends that training is offered to municipalities on the PPP process, which specifically
addresses the different situations or interlinkages of the PPP, Procurement and Asset Transfer Regulations. The
GTAC and New Partnership for African Development (NEPAD) Business Foundation supported PPP training
courses are useful resources for municipalities.90  Training must not be limited to financial personnel but must
include all other departments’ personnel that could possibility procure services through a PPP. Councillors and
senior managers should also be encouraged to attend the training sessions.
Transaction advisors can play an important role in providing specialist financial and legal advice to municipalities to
develop successful PPPs.91 They can also offer support for the development of bids and the negotiating process,
although as noted below, the procurement of transaction advisors can be difficult, and they generally come at
significantly high costs to municipalities.

Financial Viability and PPP costs
PPPs should provide value for money for municipalities and should not cost more than procuring a service
through a standard supply chain method. Yet a number of municipalities have raised concerns about the costs
of PPPs, often related to transaction advisor fees and unexpected over-runs. The cost of transactional advisors
has been raised as a concern by a number of municipalities. A suggestion is made that the PPP unit must relax
its requirements for the advisory services grant and either build internal capacity to render those services or to
provide a grant to pay the costs of transaction advisors. The research, viability, permissions and other processes
come at a high cost to municipalities that they incur even if the process fails at the end without establishing a
PPP. The NBI encourages municipalities to make use of the project preparation grants provided by the DBSA,
International Finance Corporation (IFC) and National Treasury, amongst others to address this issue. They also
propose that the PPP unit develop and make available standardised Request for Qualifications and Request for
Proposals documents that specifically pertain to specific sectors.
In the choice of project, the lack of sustained revenue streams is a limiting factor. Only water, electricity and a
few other trading services have revenue streams.  The difficulty is often in valuing the revenue, which will be
generated over the payback period to ensure it will cover the costs of the service. If optimistic figures are used in
the planning phase, and these are not realised, the project can be jeopardised. In addition, assumptions made
must be clear and agreed to by all parties. For example, the City of Cape Town believes it gained valuable
experience in a private sector driven desalination plant, built as a temporary facility in anticipation of Day zero, and
which provided around 3,8 billion litres of water. The plant was decommissioned as the contractor was moving it
elsewhere92. In the case of the Umhlathuze water project, a number of challenges were encountered. “One of the
key challenges was determining a cost-reflective water tariff that could be used to benchmark against the current
potable water tariff. The difference between the calculated tariff and the benchmarked tariff was determined to
establish the possible unitary payment the municipality would have to pay if the project progressed as a PPP.
This unitary payment was a vital input in the value-for-money assessment that was fundamental to the feasibility
study.”93
The costs of capital may also provide a challenge for private sector parties who, in many instances, cannot access
capital at a lower rate than municipalities. Yet, for many smaller municipalities who do not have a good credit rating,
and cannot access their own loan funds, the size of their projects may be too small to develop a viable PPP. In this
regard, some recommend that municipalities consider joining up and undertaking projects as a district, bringing
together the demand from a number of local municipalities to ensure a viable project. Intergovernmental relations
then becomes key to prevent unnecessary delays in concluding the project and ensure effective decision-making
across the different participants in the project.
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6 CONCLUSIONS AND RECOMMENDATIONS
6.1	RECOMMENDATION 1: CREATE A SIMPLER, QUICKER,
MORE FLEXIBLE AND EASIER TO IMPLEMENT POLICY
AND LEGISLATIVE ENVIRONMENT
Many of the concerns around the poor take-up of PPPs revolve around difficulties with the policy and legislative
framework. These are seen by many to be complex and time-consuming. This requires a clear, predictable and
legitimate institutional framework which is supported by competent and well-resourced authorities.

Simpler Legislative Framework
There is a need for a simpler legislative framework which creates a broad national framework whilst allowing
for sectoral differences as well as differentiating between national level PPPs and municipal PPPs. This must
balance having a clear framework, with one that is able to be flexible enough to cater for different circumstances.
This must also resolve the inherent confusion and duplication94 created by the MFMA and MSA and must aim to
create a legal framework that is specifically aimed at a municipal level.
The process required for undertaking a PPP needs to be clearly outlined and simpler, allowing the legislation to be
followed, but with increased speed. This requires a process audit of the required process, which examines each
requirement and analyses their necessity as well as how they could be made more simple and faster. Any new
requirements or processes must be carefully evaluated in this regard.

Flexibility in Project Definition
Legislation has been slow in keeping up with changes in technology, such as the generation of energy. This
delays the design and development of PPPs using these technologies. In addition, the historical separation of
funding and operations into specific sectors, such as the provision of water, sanitation or electricity has been
replaced by an environment which has a far greater degree of integration between these, requiring the legislation
to accommodate more flexible arrangements.

Increase beyond three year timeframe
The legislative complexities of projects that extend beyond a three-year horizon must be addressed. Many PPPs
require a 20-year or longer horizon which requires compliance with Section 33 of the MFMA and further adds to
project delays. There are very few PPPs which can function only within a 3-year period.

Streamlining Decision-Making
In most sectors, there is a myriad of role-players who must be involved – from all spheres of government, including
many state-owned entities. In many cases too, national and provincial spheres of government and their entities do
not have the capacity and the expertise that municipalities have, resulting in delayed decision making. This adds
significantly to the complexity of a project and the time required for decisions to be made and approvals to be
given. The legislation should prescribe that if approvals are not provided within a period, nor extensions requested
within a specific timeframe, approval can be deemed to have been granted.
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Providing support and advice
Limited resources and a lack of capacity in government pose problems for the overall management of PPPs.
PPPs which are underway and completed should be documented and lessons extracted, which can be used to
inform other PPPs and to build up a body of knowledge.95
Municipalities indicated that the general intergovernmental relations and policy environment is not conducive to
provide support for them to engage in PPPs. The cost and competence of Transactional Advisors remain a serious
challenge, and legislation should not make this prescriptive. Instead, municipalities should be assisted in building
internal capacity to render such services, in addition, to support from the national PPP unit.

6.2	RECOMMENDATION 2: ACCESSING FINANCE AND
ENSURING VALUE FOR MONEY
Access to funding
A major reason for municipalities undertaking PPPs is that they lack sufficient funding to undertake large scale
projects or have not budgeted sufficiently for their growing needs. National Treasury can play a proactive role
in assisting municipalities to develop PPPs, drawing on expertise from municipalities who have experience in
implementing successful PPPs. Treasury, working with other spheres of government and SALGA, can also assist
in developing an overall funding strategy for municipal infrastructure needs. This must take into consideration
the lifespan of many large infrastructure projects, which can easily exceed a 20-year horizon. There is a need
for municipalities to budget for multi-year outlays beyond the three-year multi-year allocations, and Treasury can
assist with guidance for how PPPs can operate in such circumstances.

Ensure Value for Money and Efficiency
An important aspect of developing infrastructure through a PPP route is that it must ensure that municipalities
and their residents receive value-for-money. There are a number of instances where PPP projects end up being
more expensive than if conventionally procured. This may be due to the costs of borrowing being higher for
private sector role-players than the public sector. It also may be as a result of higher contracting costs, due to
opportunism or because of the private sector prices in high-risk costs.
PPPs must ensure that risk is allocated to the party who is most able to manage and mitigate it, and measures
must be taken by all to reduce areas of risk, complexity and uncertainty.
Projects need to be investigated to identify which investment method is likely to yield the most value for money
for the government.  Key risk factors and characteristics of specific projects should be evaluated by conducting a
procurement option pre-test, in order to assess whether it is worth pursuing the PPP route.
Some of the methods of improving PPP efficiency that have been highlighted in the literature or by municipalities
themselves include packaging operation and construction under a single contract in order to create incentives to
minimise costs over the lifetime of the concession. This also increases the scope for innovation in project design
or construction.
Another way of improving efficiency is to bundle construction contracts together under the responsibility of a
single company, in principle transferring coordination risks out of government and benefiting from the project
management expertise of a private sector developer with a good track record.
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Improving the environment for project financiers
There are a number of areas that need to be addressed to create an investor-friendly environment for financiers
to invest. Firstly, project financiers need to have ample time to understand and evaluate projects in order to invest.
This requires developing and publicising a pipeline of projects over a significant time horizon so that investors can
gear up to respond.
Secondly, different investors have different risk appetites, and thus a range of investment products are needed
to fit the spectrum of investors. Some of these products can be developed by the industry alone, and others will
require some government support.
Third, projects need to be of a reasonable size to justify the investment. In many smaller municipalities or smaller
projects, the economies of scale can be too small and cannot provide investors with sufficient return on investment.
Bundling infrastructure projects from a number of municipalities can create larger, more viable PPP projects.
Projects should be treated transparently in the budget process. Budget documentation should disclose all costs
and contingent liabilities. Special care should be taken to ensure that budget transparency of PPP covers the
whole public sector.
The lack of sustained revenue streams for many aspects of municipal infrastructure is a limiting factor. Only water,
energy, waste and a few other municipal services have significant and identifiable revenue streams from which
a payback period can be assessed. However, there are also new areas for which revenue has not traditionally
been recognised, for example, many recycling initiatives have highlighted unforeseen revenue potentials. The
extension of Wi-Fi cabling through the sewerage system also provides an example of ways in which revenue
streams could be developed. Municipalities should be alerted to these opportunities.

Caution on endangering citizens’ rights to public goods
Numerous authors in the literature review caution that when basic services are delivered through a PPP, there is
a risk that if the service is not delivered properly citizens will suffer. In addition, by being delivered through a PPP,
it may mean that citizens do not have adequate access to the service providers.
The requirement for private partners to recover their costs through fees may impact negatively on the poor and
marginalised, whose basic rights to public goods is compromised. In this regard, the interests of the public must be
given priority and projects selected for PPPs must mirror the needs of the community and stakeholders’ priorities.
The danger is also seen when private interests dictate the terms of the joint relationship, and achieving the right
balance of interests and incentives among the different partners is challenging. A number of examples can be
found where projects may have been changed to make them more favourable to the private sector, through
engineering design or risk transfer arrangements, whilst compromising the needs of citizens.

6.3

RECOMMENDATION 3: PROJECT GOVERNANCE

The governance of PPP projects, including how roles are defined, how risks are shared, and how accountability
and transparency are ensured is critical to a PPP project success.

Clearly Defined Institutional Roles
There is a need for good project governance and management of the partnership, and the continuity of resources
and expertise is essential. Key institutional roles and responsibilities in a PPP should be clearly stated, and efforts
put into maintaining them throughout the partnership. This requires that procuring authorities, PPP units, the
central budget authority, the supreme audit institution and sector regulators are entrusted with clear mandates and
sufficient resources to ensure a prudent procurement process and clear lines of accountability.
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The very long-term nature of most PPPs inevitably brings about personnel changes for both parties during the
concession period, including those resulting from machinery-of-government restructures, and for the private
partner, consortia changes. Such change (for either party) is likely to affect attitudes towards, and observance of,
partnership and performance management practices.
This also emphasises the need for rigorous record-keeping throughout the PPP process.
In many cases, a standalone PPP Unit can undertake these responsibilities and ensure continuity.

Dealing with risks, de-risking and risk-sharing
Challenges around risks are raised repeatedly in the various studies and literature reviewed. Given that PPPs are
a way of transferring risk from a government agency to a private entity, just as the projects tend to be large and
complex, so are the risks. Risks should be assigned to the party best able to manage them, along with rights to
make related decisions.
It is very difficult to determine all risks associated with PPPs as in some complex PPPs there may be no precedents.
This means that it is not possible to easily define a PPP compliance framework to cover all circumstances, and
this makes it even more difficult to legislate for every possibility. That is why the legislative environment should
establish the broad framework of “Do’s and Don’ts” for PPPs, providing also the means through which risks need
to be addressed.
At the same time, it should be noted that whilst the lack of experience amongst all parties in South Africa in
undertaking PPPs does exacerbates this risk, create the means through which risks are addressed through
consultation and cooperation is a far better mechanism than to prescribe for every eventuality.
At a most basic level, there does not appear to be a comprehensive record of all PPPs which have been proposed
or finalised in South African municipalities. As noted previously, this also increases the risk for all parties who are
unable to learn from past processes, their mistakes and/or successes.
Finding a fair and sustainable balance between how risk is allocated or shared between public and private sectors
is often a difficult process but is fundamental to the success of PPPs. A common tendency is for governments to
retain the majority of the risks with PPPs, undermining the PPP concept.
Risk allocation requires that the risk-taker be compensated, and therefore all parties to a PPP must determine
the nature of the risk involved and how much the transfer of risk is worth. Risk identification and allocation should
cover issues including labour relations, land ownership or transfer, the costs of providing infrastructure to the
project, operational service costs, environmental impact assessments (EIA) and other approvals. These issues
and risks must be identified in the project document and the responsibilities allocated.
PPPs should also be subject to limits in terms of absolute volume or share of public spending on investment, and
the expected cost of PPP projects should take account of cost inflation resulting from the propensity for projects
to be renegotiated96.

District approach
Consideration should be given to using the District Delivery Model (DDM) approach to bring together service
delivery needs of a number of local municipalities to create and package larger projects which can benefit from
economies of scale. The DDM intergovernmental relations system then becomes key to concluding the project
and ensure effective decision-making across the different participants to the project.

96

OECD/ITF, 2013

AUGUST 2020

27

Accountability
A critical element of PPPs is accountability. A precondition for this accountability is a sufficient level of transparency,
access to information, as well as the availability of sanctions of some form. These should be part of the entire
project lifecycle.

Monitoring and oversight
PPPs face the risk of premature termination – the exit of the private firm from the project before the fulfilment of
the contractual terms. This is associated with some serious problems that often include contractual disputes, court
injunctions, delayed construction, a project’s outright abandonment and the socio-economic costs associated with
the deterioration of an uncompleted project. With this danger in mind, regular and thorough project monitoring
and oversight is vital to the success of PPPs.
An effective monitoring mechanism could be through a joint management committee comprising of senior
managers from both sides whose view of PPP projects were more strategic than operational. The seniority of this
committee allows issues to be speedily resolved.

Capacity and skills
Capacity and skills shortages in government departments and provinces tend to constrain the use of PPPs. Many
municipalities also struggle with ensuring the availability of sufficient human capital and resources to effectively
implement the projects, and many officials are already overloaded with responsibilities. Capacity in national and
provincial government is also often weak.
A capacity-building programme for PPP’s is required at all levels of government, informing and empowering them
on how PPPs can be used to deliver services. This must not be limited to financial personnel but must include all
other departments personnel that could possibility procure services through a PPP.
There is also a need to bring in specialist skills at a national level to review and provide advice to municipalities
after assessing the feasibility of PPPs.

Transparency, Information and Accountability
PPPs require a framework built on accountability, transparency, clarity on risk-sharing strategies, and integration
of economic, environmental and social processes. This links to the point above about information and recordkeeping on previous PPPs.
Outside reviews of PPPs can be useful in that they may identify issues that may not necessarily have been
identified to the direct PPP parties.

6.4	RECOMMENDATION 4: BUILDING AWARENESS AND
BROADER SUPPORT FOR PPPS
Leadership Competence and Building Trust
In South Africa, a common complaint among stakeholders has been inconsistent leadership, enforcement, and
commitment to PPPs. There is a need to heighten awareness in both the public and private sector for how PPPs
can be used to increase the scale and pace of development. This will also build support from politicians and
councillors who often lack knowledge of how PPPs work and the opportunities they offer. Political leadership
should ensure public awareness of the relative costs, benefits and risks of PPP and conventional procurement.
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The popular understanding of PPPs requires active consultation and engagement with stakeholders as well as
involving end-users in defining the project and subsequently in monitoring service quality.
Much more effort is required to promote and market PPPs and to support the agencies implementing them. There
also needs to be more ability and capacity building within the teams in implementing agencies.

Awareness programmes
Internationally, infrastructure finance has evolved to include a greater diversity of investors and investment types
within a particular project to provide the necessary finance, fine-tuned to react to different risk types, loan terms
and product types. This increases the complexity of a PPP project and increases the requirements for advice
and guidance to municipalities. Agencies such as GTAC and departments such as National Treasury and COGTA
should actively provide updates on trends in PPPs and what these mean for municipalities in South Africa.
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8	ANNEXURE 1: REGISTERED CURRENT PPPS IN
SOUTH AFRICA
PROJECT NO.

MUNICIPALITY

PROJECT

STATUS

TASM137

Bitou LM

Office Accommodation

Procurement

M111

Capricorn DM

Office Accommodation

Feasibility Study

M113

Capricorn DM

Motumo Resort

Feasibility Study

M066

City of Cape Town

Alternative Service Delivery Mechanisms for
Council’s Composting Plants in CT

Feasibility Study

M038

City of
Johannesburg

Alternative Waste Treatment Technology

Feasibility Study

TASM155

City of Tshwane

Tshwane agri-processing hub

Feasibility study

TASM 143

City of Tshwane

Roodepoort and Rietvlei Dams Water
Sustainability Project

Feasibility Study

M115

Umhlathuze LM

Wastewater reuse project

Feasibility Study

TASM 141

Dr Kenneth Kaunda
DM

Broad Band network Development

Feasibility Study

TASM131

Dr Kenneth Kaunda
DM

Fresh Produce Market Development

Feasibility Study

M074

Drakenstein LM

Waste to Energy

Procurement

M072

Garden Route DM

Mosselbay & Oudtshoorn Regional Waste
Landfill

Procurement

TASM 144

Ekurhuleni

Civic Centre

Feasibility Study

TASM146

Elias Motsoaledi LM

Groblersdal township - establishment on
portion 39 of farm Klipbank 26JS

Inception

TASM122

Elundini LM

Retail and office park development

TASM 127

Emfuleni LM

Emfuleni Waste-to-energy Project

Inception

TASM156

eThekwini

Western Aqueduct Hydropower

Inception

TASM157

eThekwini

Construction & Operation of new water waste
uMdloti & Umkomaas

Inception

TASM158

eThekwini

Durban waste recycling

Inception

TASM159

eThekwini

Renewable energy for grid electricity
generation

Inception

TASM139

eThekwini

Waste Water Works

Inception

TASM150

Govan Mbeki LM

Green energy

Inception

TASM 142

Matjhabeng LM

Solar Electricity Generation

Feasibility Study

M118

Mbombela LM

Mpumalanga ICC, MSHC and MM- PIF project

Feasibility Study

M100

Midvaal LM

Midvaal Electricity Distribution

Feasibility Study
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PROJECT NO.

MUNICIPALITY

PROJECT

STATUS

TASM119

MISA

Feasibility study for development of a PPP

TASM 136

Musina LM

Intermodal Facility

Feasibility Study

TASM 140

Nelson Mandela
Bay

Broadband Initiative

Inception

M112

Nelson Mandela
Bay

Waste Beneficiation and waste to energy
project

Procurement

TASM152

Polokwane LM

Student housing programme

Feasibility Study

M114

Polokwane LM

Sanitation Infrastructure Project

Procurement

M171

Sedibeng DM

Sedibeng Fresh Produce Market

Feasibility Study

TASM132

Sekhukhune DM

Installation of Prepaid Water Meters

Feasibility Study

M097

Siyathemba LM

Prieska – Die Bos Resort

Feasibility Study

/Inception
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