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In 2018, the last State of City Finances Report called for cities to be at the centre of development 
and for systemic problems to be addressed, but little has changed. Cities remain the drivers of the 
economy and home to most people in South Africa but continue to face challenges of inadequate 
finance for infrastructure and service delivery, and affordability of municipal services for consumers. 

The State of City Finances Report is one of the flagship publications of the South African Cities 
Network (SACN). As with previous editions (in 2011, 2013, 2015 and 2018), this fifth State of City 
Finances Report examines the finances of nine cities in South Africa: Johannesburg, Cape Town, 
eThekwini, Ekurhuleni, Tshwane, Nelson Mandela Bay, Buffalo City, Mangaung and Msunduzi. Unlike 
previous editions, this State of City Finances Report has no over-riding theme, but its findings 
confirm that the challenges facing cities remain the same. 

Cities are finding it increasingly difficult to raise sufficient revenue to cover their mandates, mainly as 
a result of structural issues within the local government fiscal framework (LGFF) and the deteriorating 
macro-economic environment in which they operate – both matters over which cities have little 
control. Of course, cities could always improve their fiscal effort and expenditure efficiencies, but 
the fiscal space open to them has shrunk. The population of low-income groups continues to grow 
as urbanisation brings people to cities in search of jobs, which remain elusive due to the slow and 
decreasing rates of economic growth. Reduced margins on electricity and water sales, as a result of 
both rising unemployment and stagnating household incomes, and above-inflation increases in the 
cost of bulk purchases, mean that cities are less able to cross-subsidise the provision of basic services 
for lower income residents. 

Faced with a shrinking fiscal space, cities have used the Local Government Equitable Share (LGES) to 
cover some of their expenditure obligations, a decision which is at odds with the original purpose of 
the LGES as envisaged in the 1998 Local Government White Paper. 

In shining a light on how cities attempt to fund and meet their mandates, this report raises 
important questions about the LGFF within which cities operate and their ability to meet as yet 
unrealised societal goals. The report examines city financial performance over time, including the 
effects of Covid-19 on city finances; looks at the affordability of municipal bills; and provides an 
analysis of the LGES.

Cities are already operating in an unstable and difficult macro-economic environment, and this year 
have had to deal with the unexpected burden of Covid-19 and the associated lockdown, which 
has resulted in lower revenue and additional responsibilities and costs. The pandemic has thrown 
into sharp relief the systemic problems affecting the ability of cities to achieve the policy goals of 
developmental local government and spatial transformation. Just as the shock of Covid-19 has 
prompted many countries to re-examine the way in which societies are organised, it is perhaps time 
to review the way in which cities and other municipalities deliver on their constitutional mandate to 
provide services to communities in a sustainable manner.
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Cities occupy an important place in South Africa’s economy, accounting in 2019 for approximately 
57% of national output and 53% of national employment.1 Trends in the national economy have a 
direct impact on city budgets, affecting their ability to raise the revenue needed to deliver services 
in line with their constitutional mandate; similarly, the success or failure of cities has a significant 
impact on the national economy.

Since the 2018 State of City Finances Report, the economy has continued to perform poorly due 
to a myriad of challenges, which include a decline in economic growth, persistently high levels of 
unemployment, struggling state-owned enterprises, and electricity supply shortages (National 
Treasury, 2020a; 2020b; 2020c). More recently, the global shock, prompted by the Covid-19 pandemic 
and unprecedented lockdown, aimed at protecting public health, has led to a sharp contraction in 
the economy (Sachs, 2020). As a result, economic growth is forecast to decrease by 7.2% in 2020 
(National Treasury, 2020c; SARB, 2020a). 

This economic downturn comes in a period of continued increases in fiscal risk. In March 2020, 
Moody’s credit rating agency downgraded South Africa’s sovereign credit rating to sub-investment 
grade, due to structurally weak economic growth and increasing public debt (SARB, 2020a).2 The 
downgrade is expected to lead to lower levels of growth, increased inflation, and higher costs of 
government borrowing (National Treasury, 2020a; 2020b).

The economic downturn means that cities are operating in a far more unstable and difficult 
environment and, furthermore, are burdened with many additional responsibilities and costs as a 
result of the pandemic (National Treasury, 2020d; 2020e). These include having to provide higher 
levels of service in informal settlements and water-constrained communities, and sanitising public 
facilities (National Treasury, 2020e). The economic impacts of the pandemic and lockdown have 
resulted in cities receiving reduced revenue linked to consumptive services such as water and 
electricity. Over the last few months, they have also experienced a decline in revenue collection 
rates, and have had to adjust expenditure to fund Covid-19-related costs. 

This chapter reviews the change in city revenues and expenditures since the 2018 State of City 
Finances Report. The analysis is primarily informed by city budgets, as reported in National Treasury’s 
Municipal Budget Reporting Regulations (MBRR) Tables3 for the period 2015/16 to 2018/19. It is 
based on the adjusted city budgets – in response to the changing economic conditions caused 
by Covid-19, cities modified their original 2019/20 budgets and Medium-Term Revenue and 
Expenditure Frameworks (MTREFs). The analysis is also informed by stakeholder interviews held with 
key municipal officials in each city.4 

1 The contribution of cities to national output and their share of national employment are calculated based on Quantec regional output and 
employment figures. 

2 In November 2020, Moody’s and Fitch further downgraded the country’s sovereign rating, citing the economic shock of Covid-19 as reason  
for a negative outlook.

3 The MBRR Tables can be accessed on National Treasury’s Municipal Finance Management Act (MFMA) website. 
4 The City of Cape Town was not interviewed, as it is no longer a member of the SACN. The analysis for the City of Cape Town is based on the 

review of existing documentation and secondary data.
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CITY REVENUE 
Cities rely on a mix of grants and their own revenue sources to fund constitutionally mandated 
expenditure responsibilities. Since 2015/16, city revenues have grown at varying rates, with the 
trend showing actual city revenues improving compared to budgets, although cities do make very 
different assumptions about rates of growth going forward. 

As Table 1 shows, between 2015/16 and 2018/19, total actual revenue grew at an average annual rate 
of 5.7%, but the average revenue growth rates differed considerably among cities. Johannesburg 
(6.2%), Cape Town (6.1%), Ekurhuleni (6.3%) and Tshwane (6.7%) experienced the highest average 
annual increases, while Buffalo City’s revenue increased by an average of just 3% per year. 

TABLE 1: Actual revenue and average growth in revenue (2015/16–2018/19)

R-MILLION
AUDIT OUTCOMES AVERAGE RATE OF 

GROWTH 2015/16  
TO 2018/192015/16 2016/17 2017/18 2018/19

JHB 41,093 42,556 44,647 52,269 6.2%

CPT 31,940 34,771 37,056 40,474 6.1%

ETH 29,043 30,571 33,059 34,787 4.6%

EKU 27,501 29,743 32,530 35,106 6.3%

TSH 25,613 28,142 30,301 33,173 6.7%

NMB 8,729 8,797 9,512 10,097 3.7%

BCM 5,462 5,278 5,346 6,144 3.0%

MAN 5,848 6,635 6,613 6,818 3.9%

MSU 4,134 4,599 4,873 5,229 6.0%

Total all cities 179,362 191,091 203,940 224,096 5.7%

Note: Above average shown in green; below average shown in orange

The average growth rates shown in Table 1 hide considerable variability in annual growth rates, with 
Johannesburg, Buffalo City and Mangaung experiencing the most variable year-to-year revenue 
performance. For instance, in 2018/19, Johannesburg’s revenue increased substantially because 
of revenue enhancement projects and the implementation of the new property General Valuation 
(GV). Similarly, Buffalo City experienced a sharp increase following the implementation of the 2018 
GV, after two years of revenue growth below that of 2015/16. 

Table 2 compares the average growth in revenue for the period 2015/16–2018/19 with the 
expected growth for 2019/20 and 2020/21, and the assumed growth over the 2019/20 MTREF. The 
distinctiveness of the Covid-19 shock is reflected in the growth rates for 2019/20 and 2020/21, and 
the extent of the return to growth that cities are assuming post-Covid-19, in 2020/21 to 2022/23. 
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TABLE 2: Average historical and assumed growth in revenue (2015/16–2022/23)

AVERAGE RATE OF 
GROWTH (HISTORICAL)

ANNUAL YEAR-TO-YEAR 
GROWTH

AVERAGE RATE OF 
GROWTH (ASSUMED)

2015/16–2018/19 2019/20 2020/21 2020/21–2022/23

JHB 6.2% 8.4% 7.3% 3.7%

CPT 6.1% 2.4% 2.4% 5.8%

ETH 4.6% 13.5% 2.7% 5.8%

EKU 6.3% 11.9% 6.2% 5.4%

TSH 6.7% 7.6% 3.7% 3.5%

NMB 3.7% 14.0% 3.7% 4.9%

BCM 3.0% 16.3% 5.1% 5.0%

MAN 3.9% 1.3% 7.3% 3.6%

MSU 6.0% 7.3% 6.5% 4.6%

Total all cities 5.7% 8.8% 4.8% 4.8%

Note: Above average shown in green; below average shown in orange

The size of the expected shock due to Covid-19 varies considerably among cities, based on their 
assumed revenue growth in 2020/21. 

• Cape Town, eThekwini and Tshwane assume revenue growth of only 2.4%, 2.7% and  
3.7% respectively.

• Ekurhuleni and Nelson Mandela Bay assume 6.2% and 3.7% growth, which is in line with  
their historic growth rates. 

• Johannesburg, Mangaung and Msunduzi assume higher growth rates in 2020/21 than the 
average for 2015/16–2017. 

Cape Town has been particularly conservative in its budgets, assuming a substantial reduction in 
growth in both 2019/20 and 2020/21. Mangaung also expects a very low growth of 1.3% in 2019/20 
but then optimistically assumes revenue will grow by 7.3% in 2020/21, which is higher than the city’s 
historical average growth rate. Johannesburg has assumed a 7.3% growth rate in 2020/21, which 
is a slight increase from the city’s average historical growth rate, while Msunduzi has been fairly 
optimistic about growth in revenue in 2020/21 being 0.5% higher than its historical average.

Between 2020/21 and 2022/23, Johannesburg, Cape Town, Tshwane, Ekurhuleni, Mangaung and 
Msunduzi all assume that the average rate of growth will be lower than historical growth, whereas 
eThekwini, Nelson Mandela Bay and Buffalo City expect higher than historical growth. 

This variance in assumed growth rates pre- and post-2019/20 across the cities points to the high 
level of uncertainty surrounding the full impact of Covid-19 on municipal revenues. It is not clear 
how the economy will be affected, to what extent it will (or will not) ‘bounce back’ after the shock, 
and how these economic impacts will affect city revenue bases. 
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According to National Treasury’s Local Government Revenue and Expenditure Section 71 Report, 
it is common practice among most municipalities to overstate or inflate revenue projections when 
preparing their annual budgets, either to indicate a surplus or to reflect that excess expenditure 
requirements are adequately covered by revenues (National Treasury, 2008). Unrealistic budgeted 
revenue can result in cities being unable to collect this revenue, and as a result find themselves in 
cash flow difficulties, which can compromise service delivery. Therefore, it is important for cities to 
project revenues based on realistic or realisable revenue assumptions. 

Table 3 shows the total actual revenue as a percentage of the original budgeted revenue. The 
revenue includes property rates, service charges, transfers and subsidies, and other revenue. Cities 
whose actual revenue was within 5% of their original budget are shown in green, and those whose 
revenue was below 5% of their original budget are shown in orange. 

TABLE 3: Actual revenue vs original budgeted revenue (2015/16–2018/19)

2015/16 2016/17 2017/18 2018/19

JHB 88% 87% 86% 99%

CPT 94% 95% 91% 102%

ETH 88% 87% 89% 99%

TSH 89% 86% 93% 102%

EKU 88% 87% 94% 99%

NMB 89% 85% 88% 98%

MAN 83% 89% 87% 94%

BCM 83% 78% 76% 94%

MSU 91% 93% 90% 96%

Total all cities 89% 88% 90% 100%

Since 2015/16, cities have improved significantly in their budgeting, as in 2018/19, only two cities had 
revenues that were not within 5% of their original budgeted revenue: Buffalo City and Mangaung 
had revenues that were 6% below budget. Between 2017/18 and 2018/19, Johannesburg saw a 
notable improvement, from 14% to just 1% below budget, while Mangaung improved from 87% 
to 94%, which was primarily due to investment revenue of 820% above target (National Treasury, 
2018). Tshwane and Cape Town generated more actual revenue than they had budgeted for.

Own revenue 
Municipalities generate their own revenues through several fiscal instruments, including property 
rates, user charges for municipal services rendered and other local taxes. Compared to other 
categories of municipalities, metros have greater scope to raise own revenue, due to higher average 
household incomes and levels of employment, more diverse business bases and the presence of the 
offices of national and provincial government departments and other government institutions. In 
2018/19, own revenues accounted for at least 73% of total revenue in all nine cities, with eThekwini 
having the highest own revenue share, of 83% (Figure 1). 
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FIGURE 1: City revenue by source (2018/19)
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Figure 2 shows the change in revenue sources between 2015/16 and 2018/19. Except for Mangaung, 
all cities experienced a decrease in the share of electricity, while most cities had stagnant to low 
growth in revenue from other services. 

FIGURE 2: Change in revenue sources for each city (2015/16–2018/19) 
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The very moderate growth in revenue from service charges means that property rates increased its 
share of own revenues in all the cities between 2015/16 and 2018/19 (Figure 3).

FIGURE 3: Property rates as a percentage of own revenues in 2015/16 and 2018/19
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Property rates
Property taxation is regulated through the Local Government: Municipal Property Rates Act 2004 
(MPRA), which allows municipalities to apply an equitable and transparent “system of exemptions, 
rebates, and reductions through their rating policies and a uniform framework for regulating the 
rating of property” (FFC, 2020: 55). In terms of the Act, property rates are levied on immovable 
property, including residential, agricultural, business and commercial, industrial, multiple use, public 
service infrastructure, and vacant land. Cities can boost their revenue through optimising property 
rates collection (FFC, 2020). 

Property rates represent a significant own revenue source for cities and is theoretically a relatively 
stable source of revenue because it is a function of the property base – as cities grow, the number of 
properties increases. In contrast, revenue from service charges depends on the volumes sold and so 
has high potential to fluctuate. The amount of revenue that a city can generate from property rates 
is a function of the number and type of properties in the city, the value assigned to these properties, 
and the rate-in-the-rand levied on this value. 

Property values are determined through a valuation process, which is undertaken every three 
years under the MPRA, and the rate-in-the-rand is set each year during the budget process. The 
introduction of a new GV Roll every three years could result in a significant increase in property 
rates revenue in the year of implementation, as valuations may have increased significantly from 
GV to GV. However, cities may choose to buffer residents from these increases by introducing small 
rate-in-the-rand increases, or even decreasing the rate-in-the-rand, in the year in which a new GV is 
implemented. For example, in 2019, Cape Town implemented its GV Roll 2018 (effective July) as well 
as a new Rates Policy, which included a 2% reduction in the rate-in-the-rand and introduced a range 
of new property categories (CoCT, 2019). 

Theoretically, property rates are a stable revenue source, but between 2015/16 and 2018/19, property 
rates growth fluctuated substantially (Table 4). In years where cities introduced a new GV, property rates 
revenue increased, significantly in Johannesburg and Buffalo City (CoJ, 2019; BCMM, 2019) but less so 
in Cape Town, which (as discussed) reduced the rate-in-the-rand in the same year. Johannesburg and 
Buffalo City appear not to have buffered the impact of the GV to as great an extent as had Cape Town.



S
TA

TE
 O

F 
C

IT
Y 

FI
N

A
N

C
ES

2
0
2
0

12

TABLE 4: Property rates revenue and average rate of growth

R-MILLION
AUDIT OUTCOMES AVERAGE RATE  

OF GROWTH
AVERAGE RATE  

OF GROWTH

2015/16 2016/17 2017/18 2018/19 2015/16–2018/19 2018/19–2022/23

JHB 8,138 7,912 9,111 12,372 11.0% 3.1%

CPT 6,890 8,270 8,667 9,529 8.4% 5.8%

ETH 6,220 6,570 7,673 8,321 7.5% 5.1%

EKU 3,947 3,990 5,200 5,395 8.1% 4.5%

TSH 5,384 5,913 6,761 7,116 7.2% 5.4%

NMB 1,502 1,640 1,999 2,128 9.1% 7.5%

BCM 865 859 973 1,296 10.6% 8.5%

MAN 810 1,025 1,158 1,210 10.5% 4.9%

MSU 740 793 864 931 5.9% 9.0%

Total all cities 34,497 36,972 42,407 48,299 8.8% 5.0%

Note: Above average shown in green; below average shown in orange

Except for Msunduzi, all cities are assuming lower growth in property rates over the MTREF (2018/19–
2022/23) compared to 2015/16–2018/19. The impact of Covid-19 is expected to result in businesses 
closing, thereby shrinking the commercial property rates base, and to have a negative effect on 
the real-estate market, which may translate into depressed property prices and lower valuations 
in future GVs. How long these impacts last will depend on the speed and extent of the economy’s 
post-Covid-19 bounce-back. 

Service charges
Cities generate revenue from charges on services that include electricity, water, sanitation and refuse 
removal. Service charges continue to be the most dominant own revenue source, although its share 
of own revenue is decreasing (Figures 1 and 2). For water and electricity, the revenue generated 
is a function of the volume sold and the tariff charged. Sanitation charges are based either on the 
volume of water sold, with an adjustment for return flow, or on the property value or size, while solid 
waste is typically charged per refuse bin. Changes in consumption affect the volumes sold, and so 
revenues from water and electricity charges in particular have the potential to fluctuate significantly. 
Natural events, such as droughts, and human-influenced events, such as load-shedding, also affect 
the volumes consumed.

Another factor contributing to the steady reduction in demand for electricity is the increased uptake 
of Small-Scale Embedded Generation (SSEG) over the past 5–10 years. SSEG may bring many benefits 
for the environment and improved security of electricity supply, but has a negative impact on city 
finances. This is because most customers who move to a SSEG system do not leave the electricity 
grid entirely, and so the city has to continue maintaining the electricity grid infrastructure, incurring 
the associated fixed costs, while selling less electricity and thus generating less revenue. Table 5 
shows service charge revenue and the average annual growth in revenue for 2015/16–2018/19 and 
2018/19–2022/23 (the MTREF).
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TABLE 5: Service charge revenue (2015/16–2018/19 and 2018/19–2022/23)

R-MILLION
AUDIT OUTCOMES AVERAGE RATE  

OF GROWTH
AVERAGE RATE  

OF GROWTH

2015/16 2016/17 2017/18 2018/19 2015/16–2018/19 2018/19–2022/23

JHB 23,329 24,197 24,292 26,887 3.6% 5.9%

CPT 15,782 16,548 17,003 18,877 4.6% 5.3%

ETH 15,597 16,535 17,151 17,907 3.5% 8.0%

EKU 17,130 18,683 18,404 20,586 4.7% 8.4%

TSH 14,590 16,186 16,921 18,615 6.3% 5.0%

NMB 4,649 4,910 5,186 5,234 3.0% 7.2%

BCM 2,750 2,594 2,576 2,824 0.7% 7.8%

MAN 2,892 3,512 3,492 3,510 5.0% 5.9%

MSU 2,594 2,538 2,711 2,943 3.2% 7.2%

 Total all cities 99,313 105,702 107,736 117,643 4.3% 6.5%

Note: Above average shown in green; below average shown in orange

Between 2015/16 and 2018/19, revenue from service charges increased by an annual average of 
4.3%, whereas revenue from property rates increased by 8.8%. However, the revenue from service 
charges grew at different rates across cities, with the highest increases found in Cape Town (4.6%), 
Ekurhuleni (4.7%), Tshwane (6.3%), and Mangaung (5%), and the lowest in Buffalo City (0.7%). 
The factors that contributed to the low growth in Buffalo City included increased load-shedding 
from early 2019, Eskom’s ongoing drive to reduce electricity consumption, the shift to alternative 
energy sources by commercial and high-end domestic consumers, increased meter tampering 
and illegal connections, as well as disruptions in water meter reading as a result of community 
unrest (BCMM, 2019). 

Most cities are assuming that revenue from service charges will grow at a higher rate over the 
MTREF than between 2015/16 and 2018/19, despite the Covid-19 shock that resulted in reduced 
electricity and water consumption by commercial and industrial customers. During the lockdown, 
consumption decreased drastically, and this could potentially continue if businesses fail or are 
unable to return to previous levels due to the ongoing economic effects of Covid-19. Several cities 
report that they have already felt these effects, and yet Table 5 suggests that cities are anticipating 
that the growth in service charges will recover over the medium term. 
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After three years of the driest consecutive wet seasons, facing the worst drought in a century 
and with steadily decreasing dam levels, in 2017 Cape Town came very close to being the first 
major city in the world to run out of water. By the end of 2018, the City emerged from the crisis 
on the back of a dramatic water restriction programme and good winter rains. One element 
of the water restriction programme was significant increases in water and sanitation tariffs 
under steadily stricter water restriction levels (Figure 4).

FIGURE 4: Domestic full tariff bills for 6kl, 20kl and 40kl of water in Cape Town  
(1 July 2016–1 May 2019)
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On 1 July 2018, at the height of restrictions, domestic full tariff water bills for 6kl, 20kl and 
40kl were respectively 10.4, 4.3 and 4.2 times higher than on 1 July 2017. The City not only 
increased significantly the charges for higher tariff blocks but also introduced, and then 
increased significantly, the charge for the first 6kl of water, and implemented a fixed basic 
charge in 2018/19. It should be noted that indigent customers retained their free basic water 
allocation under a different tariff, and in 2018/19 the free allocation was increased from 6kl 
to 10.5kl.

Towards the end of the drought period, the City of Cape Town was criticised for significantly 
over-recovering water and sanitation revenues, due to customers paying far higher tariffs but 
not reducing consumption as much as the City had anticipated when setting its budgets. 
The revenue over-recoveries had not been cash-backed and had been accompanied by an 
over-expenditure on the provision for bad debt, due to continued high consumption by non-
paying customers (Cape Argus, 2018). 

THE IMPACT OF DROUGHT ON CAPE TOWN’S FINANCES
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TABLE 6: Financial data reported to National Treasury by the City of Cape Town

R-MILLION 2015/16 2016/17 2017/18 2018/19

Water and sanitation services charges 3,703 3,819 4,151 4,720

Annual growth 3.1% 8.7% 13.7%

Other service charges 12,079 12,729 12,853 14,157

Annual growth 5.4% 1.0% 10.2%

Total service charges 15,782 16,548 17,003 18,877

Annual growth 4.9% 2.8% 11.0%

Provision for bad debt 1,781 1,582 1,362 1,583

Annual growth -11.2% -13.9% 16.3%

Service charges less provision for bad debt 14,001 14,966 15,641 17,293

Annual growth 6.9% 4.5% 10.6%

Cash and cash equivalents 3,804 3,774 5,807 8,713

Annual growth -0.8% 53.9% 50.0%

In 2017/18, the City’s revenue from water and sanitation services charges grew significantly 
and even more so in 2018/19, during the most severe restrictions. In 2017/18, revenue from 
the other service charges grew moderately, resulting in modest growth in overall service 
charges revenue, which increased by 11% in 2018/19.

Between 2016/17 and 2017/18, actual expenditure on provisions for bad debt declined but 
increased significantly in 2018/19. However, net service charges (service charges less the 
provision for bad debt) grew modestly in 2017/18 and significantly in 2018/19. Between 
2016/17 and 2018/19, the city’s cash position improved dramatically (by 2.3 times) although 
this was not entirely due to the increased water and sanitation charges revenues.

Certainly, the City of Cape Town had no intention of improving its financial performance on the 
back of the drought. Water restriction tariffs were a vital element of the strategy to dramatically 
reduce water consumption in the city and avert a disaster. However, city water and sanitation 
customers reduced demand less than anticipated when the restriction tariffs were set. The 
ultimate result, based on the figures reported above, was an improvement in revenues and cash.

Ironically, the strong financial position that the City of Cape Town finds itself in after one crisis 
(the 2017 drought) leaves it in a good position to weather another storm (Covid-19). With 
significant cash reserves, the City can now accommodate increased expenditures and possible 
revenue reductions and increases in non-payment, as well as finance a significant portion of 
its capital programme through internal funds rather than through borrowing. It further has a 
clear strategy of “giving back to the consumer” by limiting rates and tariff increases as far as 
possible going forward (National Treasury, 2020).
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Transfers and grants 
Funds raised by national government are transferred to municipalities through a system of 
intergovernmental transfers that are intended for several purposes, including (National Treasury, 2008):

• Resolving the structural disparity between revenues available to municipalities and 
expenditure responsibilities assigned to them.

• Supporting national priorities as outlined in various sectoral policies, particularly those  
focused on the provision of universal and sustainable access to services.

• Developing incentives for good governance and capacity building. 

Transfers can be classified in several different ways, according to their conditionality, purpose or the 
entity to which they are transferred.

Conditional vs unconditional
Conditional transfers are reserved for certain types of expenditures by municipalities and must be 
spent according to prescribed processes. Unconditional transfers, such as the LGES (‘equitable share’) 
have no conditions attached but must be spent in line with existing standards and requirements for 
all public expenditure (National Treasury, 2008).

Current vs infrastructure
As the name suggests, current transfers are for financing current expenditures and include the 
equitable share, capacity-building grants (e.g. Infrastructure Skills Development Grant, Local 
Government Financial Management Grant), the Expanded Public Works Programme (EPWP) 
Integrated Grant, and disaster relief or emergency grants that are only allocated under specific 
circumstances (e.g. Municipal Disaster Relief and Municipal Emergency Housing Grant). Infrastructure 
grants are intended to finance capital works and include the Urban Settlements Development 
Grant, Public Transport Network Grant, Integrated City Development Grant, Informal Settlements 
Upgrading Partnership Grant, Energy Efficiency and Demand Side Management Grant and the 
Neighbourhood Development Partnership Grant.

Direct vs indirect
Direct transfers are transferred to municipalities as cash, either on a conditional or unconditional 
basis. This is distinct from indirect transfers, which can be transferred in the form of assets, transfers 
for other spheres of government that carry out duties or provide services on behalf of a municipality, 
and transfers made as agency payments to reimburse municipalities for expenditures incurred on 
behalf of other government spheres (ibid).

Metro revenue from transfers may appear to increase or decrease significantly, but these shifts 
may be due to the way in which the general fuel levy is reported. Prior to 2006, metros and district 
municipalities raised levies on local businesses through a Regional Services Council (RSC) or Joint 
Services Board (JSB) levy, which was replaced by an RSC/JSB replacement grant in 2006/7. This grant 
was replaced subsequently by a share of the general fuel levy, which is a nationally raised revenue 
source that is shared with metros. It is a transfer from national government but strictly speaking 
not a grant or subsidy, and is handled differently on city annual financial statements. Some metros 
record the fuel levy revenue as a separate line item on their Statement of Financial Performance, 
while others report it as part of government grants and subsidies.  
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Figure 5 shows direct transfers to each city from 2013/14 to 2018/19. Between 2015/16 and 2018/19 
direct transfers to cities grew by 4.7% per year on average, which is significantly lower than the 12% 
average annual growth from 2013/14 to 2016/17, as reported in the 2018 State of Cities Finances 
report (SACN, 2018).

FIGURE 5: Direct transfers to each city (2015/16–2018/19)
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The overall lower growth in transfers was due to the low growth in conditional grants, as the 
equitable share allocations grew by 12% per year between 2015/16 and 2017/18 (see the detailed 
discussion of the equitable share in Chapter 4). Figure 6 shows the annual growth in transfers to 
the nine cities combined and the anticipated growth for 2021/22 and 2022/23, as stated in the 2020 
Division of Revenue Act (DORA).

FIGURE 6: Annual growth in transfers (2016/17–2022/23)
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The 2019 Medium Term Budget Policy Statement (MTBPS) reduced transfers to local government by 
R20.5-billion over the 2019/20 MTREF period: R3.2-billion from the equitable share and R16.8-billion 
from direct conditional grants (National Treasury, 2019a). After the MTBPS, further adjustments were 
made in response to the Covid-19 pandemic. In April 2020, the President announced that additional 
funding of R20-billion would be made available to municipalities for the provision of emergency 
water supply, greater sanitisation of public transport and facilities, and for the provision of food 
and shelter for the homeless (DORA, 2020). The R20-billion included an additional R11-billion for 
the equitable share, and over R9-billion in repurposed spending within conditional grants already 
allocated to municipalities (ibid). 
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Conditional grants
National government allocates funds to local government through several conditional grants. 
Cities receive four types of grants: general grants to supplement numerous programmes partially 
funded by municipalities, grants that fund certain responsibilities and programmes implemented 
by municipalities, grants that provide in-kind allocations through which a national department 
implements projects in municipalities, and grants that allocate and transfer funds to help a 
municipality deal with a disaster or housing emergency. As noted, the 2019 MTBPS announced that 
direct conditional grants to local government would be reduced by R16.8-billion, as part of efforts 
to limit growth in government expenditure and ensure sustainable public debt. Table 7 provides 
a description of the conditional grants allocated to cities and the reductions in their baseline 
allocations over the 2019/20 MTREF (National Treasury, 2019a; 2020a). 

TABLE 7: Conditional grants allocated to cities

REDUCTION IN BASELINE ALLOCATIONS (2019/20 MTREF)

PUBLIC TRANSPORT NETWORK GRANT

Supports cities in developing or improving public transport systems in accordance 
with the National Land Transport Act (2009) and the Public Transport Strategy, and 
covers integrated public transport network infrastructure (e.g. conventional bus 
services, bus rapid transit systems, and pedestrian and cycling infrastructure),  
as well as subsidising the operations of these services.

2020/21 -14.0% 
2021/22 -18.8% 
2022/23 -19.5%

NEIGHBOURHOOD DEVELOPMENT PARTNERSHIP GRANT

Assists municipalities in establishing and implementing urban network plans.  
It funds the upgrading of recognised precincts to promote third-party public and 
private investment. The focus in metros is on upgrading urban hubs in townships.

2020/21 -10.0% 
2021/22 -11.0% 
2022/23 -10.9%

ENERGY EFFICIENCY AND DEMAND-SIDE MANAGEMENT GRANT

Assists certain municipalities in implementing projects with a focus on  
public lighting and energy-efficient municipal infrastructure.

2020/21 -9.0% 
2021/22 -9.0% 
2022/23 -8.9%

INFRASTRUCTURE SKILLS DEVELOPMENT GRANT

Intended to build capacity within municipalities by developing a sustainable  
pool of young professionals with technical skills in areas such as water, electricity 
 and town planning.

2020/21 -3.0% 
2021/22 -3.0% 
2022/23 -3.0%

EXPANDED PUBLIC WORKS PROGRAMME GRANT

Supports the use of labour-intensive methods in delivering municipal  
infrastructure and services.

2020/21 -3.0% 
2021/22 -3.0% 
2022/23 -3.0%

INTEGRATED NATIONAL ELECTRIFICATION PROGRAMME GRANT

Supports municipalities in addressing electrification backlogs and installing  
bulk infrastructure for existing, new and planned residential dwellings, including 
informal settlements. 

2020/21 -6.0% 
2021/22 -6.0% 
2022/23 -5.9%

URBAN SETTLEMENTS DEVELOPMENT GRANT

Provides an integrated source of funding for service infrastructure and upgrades 
to urban informal settlements in metros, and is a supplementary grant, so cities 
are expected to also use their own revenue to develop urban infrastructure and 
integrated human settlements.

2020/21 -13.1% 
2021/22 -21.0% 
2022/23 -25.8%

Source: National Treasury (2020)
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Thirteen cities have been receiving the Public Transport Network Grant since it was introduced in the 
2006 MTEF. Buffalo City and Msunduzi were suspended from the grant for the 2019/20 MTEF, as their 
public transport network is still in the planning phase. Cape Town, Johannesburg and eThekwini 
have not managed to scale up the roll-out of their public transport systems to levels that warrant 
their baseline allocations, and so their allocations may be reduced based on under-performance and 
the ability of the cities to cover the shortfall from own revenue.

As already noted, R9-billion of the R20-billion additional Covid-19-related funding was repurposed 
spending within conditional grants already allocated to municipalities. For metros, this included the 
reprioritisation of:

• R2.3-billion within the Urban Settlements Development Grant to provide water and  
sanitation services to communities lacking access, and higher frequency and standards  
of services in informal settlements (DORA, 2020).

• R1.1-billion within the Public Transport Network Grant for the sanitisation of public  
transport facilities. 

CITY OPERATING EXPENDITURE 
Operating expenditure is the recurrent costs that cities incur in providing constitutionally mandated 
services to households and businesses within their boundaries. Cities are required by legislation to 
spend in accordance with their budgets, as spending outside the budget constitutes unauthorised 
expenditure. Between 2015/16 and 2018/19, total operating expenditures by the nine cities grew by 
an annual average rate of 5.5% (Table 8). 

TABLE 8: City operating expenditure (2015/16–2018/19)

R-MILLION
AUDIT OUTCOMES AVERAGE RATE 

 OF GROWTH

2015/16 2016/17 2017/18 2018/19 2015/16–2018/19

JHB 40,457 44,338 44,800 48,438 4.6%

CPT 30,252 31,685 33,507 36,164 4.6%

ETH 28,114 31,345 33,734 35,094 5.7%

EKU 27,677 30,351 32,876 38,020 8.3%

TSH 26,966 28,023 29,965 32,395 4.7%

NMB 8,767 8,846 8,623 10,171 3.8%

BCM 5,518 5,588 6,074 6,846 5.5%

MAN 6,132 6,575 7,241 7,859 6.4%

MSU 4,260 4,609 5,609 5,675 7.4%

Total all cities 178,142 191,361 202,430 220,663 5.5%

Note: Above average shown in green; below average shown in orange
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Over the short term, city operating expenditure is expected to increase, as cities respond to the 
Covid-19 pandemic. In June 2020, metros reported expenditure of R846-million on Covid-19-
related items, mostly on community and social services, including the provision of food to the 
homeless (R105-million), water tanker services in water-constrained communities (R63-million) 
and sanitisation of public facilities (R33-million); on housing, health expenditure, including the 
purchasing of personal protective equipment (R116-million); and on public safety (R123-million) 
(National Treasury, 2020d). Table 9 shows city budgeted operating expenditure and annual growth 
rates, to highlight the impact of Covid-19 in 2019/20. 

TABLE 9: City budgeted operating expenditure (2019/20–2022/23) and average growth rates  
(2015/16–2022/23)

R-MILLION

ADJUSTED 
BUDGET MTREF

AVERAGE 
RATE OF 

GROWTH

ANNUAL 
YEAR-TO-YEAR 

GROWTH

AVERAGE 
RATE OF 

GROWTH

2019/20 2020/21 2021/22 2022/23 2015/16–
2018/19 2019/20 2020/21 2020/21– 

2022/23

JHB 56,563 60,626 63,018 66,243 4.6% 16.8% 7.2% 3.0%

CPT 41,847 45,145 47,123 50,644 4.6% 15.7% 7.9% 3.9%

ETH 39,138 40,162 43,540 46,319 5.7% 11.5% 2.6% 4.9%

EKU 39,276 41,756 45,179 48,947 8.3% 3.3% 6.3% 5.4%

TSH 35,675 37,021 38,968 40,898 4.7% 1.1% 3.8% 3.4%

NMB 11,654 11,692 12,517 13,472 3.8% 14.6% 0.3% 4.8%

BCM 7,140 7,507 8,093 8,680 5.5% 4.3% 5.1% 5.0%

MAN 6,538 6,875 7,333 7,672 6.4% -16.8% 5.2% 3.7%

MSU 5,136 5,638 5,975 6,430 7.4% -9.5% 9.8% 4.5%

Total all 
cities 242,968 256,421 271,746 289,305 5.5% 10.1% 5.5% 4.1%

Note: Above average shown in green; below average shown in orange

In 2019/20, the nine cities combined expect total operating expenditure to grow by 10.1% compared 
to historic average growth of 5.5%. Cities assuming the highest growth in operating expenditure 
are Johannesburg (16.8%), Cape Town (15.7%), eThekwini (11.5%), Tshwane (10.1%) and Nelson 
Mandela Bay (14.6%), whereas Mangaung and Msunduzi assume reduced expenditures of -16.8% 
and -9.5% respectively. Most cities expect operating expenditure to continue to grow for the 
duration of the pandemic, then lessen in 2020/21 and by 2022/23 return to growth rates similar to 
the period 2015/16–2018/19. 

In 2018/19, the nine cities spent between 91% and 125% of their original budgeted expenditure, 
with Ekurhuleni, Buffalo City, Mangaung and Msunduzi overspending on their original budget 
(Table 10). 
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TABLE 10: Over/underspending against original budgets

2015/16 2016/17 2017/18 2018/19

JHB 94% 97% 94% 95%

CPT 95% 91% 87% 91%

ETH 96% 102% 103% 100%

EKU 94% 94% 100% 108%

TSH 105% 99% 100% 100%

NMB 99% 93% 91% 100%

BCM 96% 95% 98% 105%

MAN 99% 100% 118% 125%

MSU 106% 103% 114% 115%

Total all cities 97% 97% 97% 100%

Note: Overspending of budget shown in orange

The variance in Buffalo City’s actual operating expenditure against its original budget is attributed 
to overspending on non-cash items, which resulted in the city reporting unauthorised expenditure 
amounting to R43-million in 2018/19 (BCMM, 2019). In 2018/19, Mangaung and Msunduzi were 
placed under administration due to poor management and governance that resulted in unauthorised, 
irregular, and fruitless and wasteful expenditure (AGSA, 2019): 

• Mangaung reported unauthorised expenditure of R1.4-billion due to overspending on salaries, 
overtime, and an unbudgeted settlement agreement with the water board. 

• Msunduzi reported unauthorised expenditure amounting to R170-million in 2019/20.

Operating expenditure breakdown 
Figures 7 and 8 show the breakdown of city operating expenditure on major items in 2015/16 
and 2018/19. Bulk purchases of electricity from Eskom and water from the various water boards 
continue to be the largest expenditure items for most cities. Cape Town is the only city not served by 
a water board, meaning that it produces rather than purchases bulk water, which explains the lower 
proportion of bulk purchases. Ekurhuleni’s bulk purchases continue to be the highest, at 43% of total 
expenditure in 2018/19. 

Between 2015/18 and 2018/19, bulk purchases grew at an average annual rate of 4.2% for the cities 
as a group. Bulk purchases of electricity from Eskom were a significant contributing factor to this 
growth (National Treasury, 2019b). Over the 2019/20 MTEF, bulk purchases are expected to increase 
by an average of 6.2% per year across the cities. This increase can be attributed in part to tariff 
increases approved by NERSA (9.4% in 2019/20, 8.1% in 2020/21 and 5.2% in 2021/22) and in part to 
average tariff increases of 10.4% for bulk water from the water boards in 2019/20 (National Treasury, 
2020a). Cities have little control over these consistent above-inflation increases in bulk prices, which 
are a key cost driver.
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FIGURE 7: Breakdown of city operating expenditure (2015/16)
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FIGURE 8: Breakdown of city operating expenditure (2018/19)
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Between 2015/16 and 2018/19, Cape Town and eThekwini decreased the proportion of operating 
expenditure spent on debt impairment, which can be attributed to several actions taken to improve 
the collection of consumer debtors in those cities. In contrast, Johannesburg, Tshwane, Ekurhuleni, 
Mangaung, Buffalo City and Msunduzi increased the proportion spent on debt impairment. 
Increasing provisions for doubtful debt is an adverse development, as it suggests that cities expect 
a deterioration in the collection of billed revenue. 

In 2018/19, employee costs as a proportion of expenditure were within the 25–40% norm range 
indicated by National Treasury for all cities except for Cape Town, which spent 41% of its budget 
on employee-related costs. Johannesburg and Buffalo City increased the proportion of operating 
expenditure spent on employee costs, which suggests an increased use of in-house resources. 
However, Cape Town, eThekwini and Nelson Mandela Bay increased the proportion of operating 
expenditure spent on employee costs and expanded their use of contracted services, implying that, 
despite the growth in the human resource base, the cities are continuing to increase the outsourcing 
of service provision. 
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Employee-related costs 
Employee-related costs are a function primarily of staff numbers, management of overtime, salary 
levels and salary increases. Cities have direct control over the first three factors, but salary increases 
for local government employees are determined by the South African Local Government Bargaining 
Council (SALGBC). Negotiated salary increases are consistently above inflation and are a key cost 
driver for cities and, indeed, all municipalities. The SALGBC entered into a three-year Salary and 
Wage Collective Agreement covering 1 July 2018 to 30 June 2021, as shown in Table 11 (SALGA, 
2018; SARB, 2019; 2020b): 

TABLE 11: SALGBC agreement covering 1 July 2018 to 30 June 2021

AGREEMENT CPI AS MEASURED BY  
THE RESERVE BANK

ACTUAL INCREASE 
AWARDED

2018/19 – 7% not applicable 7%

2019/20 – average CPI  
(Jan 2019 MPC statement) + 1.5%

3.6% (rounded up to 5%) 6.50%

2020/21 – average CPI  
(Jan 2020 MPC statement) + 1.25%

5.20% 6.25%

CPI: consumer price index

In 2020, National Treasury made a presentation to the SALGBC suggesting that municipalities 
should apply to be exempted from complying with the final year of the three-year Salary and Wage 
Collective Agreement because of fiscal constraints due to Covid-19. As a result, SALGA sought to 
reopen negotiations for salary increases to come into effect from 1 July 2020. The South African 
Municipal Workers’ Union (SAMWU) has resisted this strongly (Polity, 2020). 

Table 12 shows that between 2015/16 and 2018/19, total employee-related costs grew at an average 
annual rate of 7.3%, while the growth in employee headcount was 1% for the nine cities combined. 

TABLE 12: City employee-related costs (2015/16–2018/19 and 2019/20–2022/23)

R-MILLION
AUDIT OUTCOMES

AVERAGE 
GROWTH  

RATE
GROWTH IN 

HEADCOUNT
AVERAGE 
GROWTH 

RATE

2015/16 2016/17 2017/18 2018/19 2015/16–2018/19 2019/20–
2022/23

JHB 8,999 10,255 10,685 12,668 8.9% -0.6% 4.9%

CPT 9,414 9,756 10,977 12,459 7.3% 0.6% 6.5%

ETH 8,252 8,863 10,082 10,475 6.1% -4.4% 1.4%

EKU 6,338 6,172 7,417 8,450 7.5% 3.7% 5.4%

TSH 7,516 8,023 8,163 9,088 4.9% -3.1% 5.2%

NMB 2,344 3,069 2,518 3,248 8.5% -3.2% 6.6%

BCM 1,411 1,627 1,877 2,050 12.2% 0.5% 3.9%

MAN 1,427 1,517 1,878 2,045 9.4% 6.1% 4.9%

MSU 943 990 1,121 1,268 7.7% 20.3% 5.1%

Total all cities 46,644 50,274 54,718 61,751 7.3% 1.0% 4.8%

Note: Above average shown in green; below average shown in orange
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In Johannesburg, eThekwini, Tshwane, and Nelson Mandela Bay, employee-related costs increased 
even though employee numbers decreased. This can occur as a result of higher overtime or non-
salary costs, or a change in structure in the metros, with a shift to more senior staff on higher salaries. 
Whatever the case, the trend is that the cost per employee has increased.

Most cities anticipate lower growth in employee-related costs over the MTREF compared to historic 
growth. eThekwini in particular is budgeting for very low growth, while Tshwane is the only city 
budgeting for higher growth in employee-related costs.

Maintenance5 
Maintenance refers to activities aimed at ensuring that an asset carries out a required function to a 
specific standard of performance over its expected useful life by sustaining it as close as possible to 
its original condition (SALGA, 2015). It also includes periodic activities to keep the asset operating. 
Adequate expenditure on maintenance is a positive indication of the measures taken by a city to 
preserve its infrastructure base and ensure the sustainable provision of services (SACN, 2018). 

Figure 9 shows city spending on maintenance as a percentage of Property, Plant and Equipment 
(PPE), which should be at least 8% (National Treasury, 2014).

FIGURE 9: Maintenance as a percentage of property, plant and equipment
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Between 2015/16 and 2018/19, most cities spent below National Treasury’s 8% benchmark, with 
Cape Town being the only city to spend 8% or more. Cape Town’s expects to continue to spend a 
similar proportion of PPE on maintenance over the 2019/20 MTREF.

5 Note that this expenditure item is often referred to as ‘repairs and maintenance’. However, repairs are in fact simply a type of maintenance.  
In asset management terminology, ‘repairs’ refer to corrective maintenance. We use the correct asset management terminology here,  
which is ‘maintenance’.
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There is currently no recognised accounting practice definition of maintenance, and so deciding 
which expenditure items to include in this category is often left to the discretion of municipalities. 
This leaves room for a variety of interpretations. Most asset management definitions of maintenance 
include labour costs, materials, equipment, workshop costs, vehicle costs, and the cost of any 
contracts associated with maintenance. However, municipalities do not necessarily allocate these 
expenditures to maintenance in the same way (Walsh et al., 2017). Therefore, some caution should 
be exercised in interpreting the data on maintenance expenditure. 

OPERATING SURPLUS/DEFICIT 
A city’s operating surplus (or deficit) measures the extent to which revenue does (or does not) exceed 
operating expenditure. It is a key indicator of financial performance and one of the first things that 
lenders, for example, consider when appraising financial sustainability and creditworthiness. Cities 
are not businesses and are not required to generate ‘profits’, but their ability to generate operating 
revenue in excess of expenditure is vital for their ability to finance capital expenditure. This is because 
a cash-based operating surplus can be used to finance capital expenditure directly or to service 
debt in future years. In addition, a cash-based portion of the operating surplus can be set aside as 
reserves to allow a city to absorb future financial shocks. The onset of Covid-19 has highlighted the 
importance of doing this, as cities with adequate, available reserves will be able to draw on these 
reserves and better weather a few years of constrained revenue. 

Between 2015/16 and 2018/19, the revenues of the cities combined increased by an annual average 
of 5.7%, while operating expenditures increased by an annual average of 5.5%. The net impact was 
an average annual increase in operating surpluses of 4.2% (Table 13).

TABLE 13: Surplus/deficit for the year (2015/16–2018/19)

R-MILLION
AUDIT OUTCOMES AVERAGE RATE  

OF GROWTH

2015/16 2016/17 2017/18 2018/19 2015/16 –2018/19

JHB 3,521 1,373 2,614 6,883 18.2%

CPT 3,861 5,153 5,568 6,430 13.6%

ETH 4,256 2,194 1,965 2,153 -15.7%

EKU 1,971 1,180 1,616 -793 -187.6%

TSH 1,098 2,429 2,438 2,791 26.3%

NMB 792 1,064 2,304 1,189 10.7%

BCM 645 359 203 470 -7.6%

MAN -280 1,003 236 -246 -3.2%

MSU 178 -19 -589 14 -46.9%

Total all cities 16,044 14,735 16,357 18,891 4.2%

Note: Above average shown in green; below average shown in orange

Surpluses declined for some cities, such as eThekwini, Ekurhuleni, Buffalo City, Mangaung and 
Msunduzi, due to relative rates of revenue and expenditure growth, as discussed earlier.



S
TA

TE
 O

F 
C

IT
Y 

FI
N

A
N

C
ES

2
0
2
0

26

CITY CAPITAL EXPENDITURE 
Cities typically fund their capital budgets from operating surpluses, borrowing and government 
grants. Operating surpluses and borrowing are together referred to as ‘own resources’6. Operating 
surpluses can be spent directly on capital expenditure in the year in which they are incurred or set 
aside in a Capital Replacement Reserve to fund future capital expenditure. 

As Table 14 shows, between 2015/16 and 2018/19, the average annual growth in capital expenditure 
for the cities combined was 1.5% and is budgeted to be -0.1% over the MTREF budget period. 

TABLE 14: City capital expenditure (2015/16–2018/19 and 2019/20–2022/23)

R-MILLION
AUDIT OUTCOMES AVERAGE RATE 

OF GROWTH
AVERAGE RATE 

OF GROWTH

2015/16 2016/17 2017/18 2018/19 2015/16– 
2018/19

2019/20– 
2022/23

JHB 8,867 7,672 6,557 7,651 -3.6% -1.8%

CPT 5,870 6,273 5,720 5,382 -2.1% 12.1%

ETH 4,903 5,466 4,808 5,373 2.3% -7.9%

EKU 4,094 4,702 5,732 5,983 10.0% -2.5%

TSH 3,969 3,200 3,047 3,302 -4.5% -0.2%

NMB 1,352 1,431 1,643 1,667 5.4% -5.3%

BCM 1,184 1,284 1,332 1,760 10.4% -7.8%

MAN 1,682 775 822 -21.2% 11.5%

MSU 483 648 595 613 6.2% -9.8%

Total all cities 30,722 32,358 30,209 32,553 1.5% -0.1%

Note: Above average shown in green; below average shown in orange. No data available for Mangaung in 2015/16

Between 2015/16 to 2018/19, capital expenditure for all cities grew at an annual average rate of 1.5% 
per year Capital expenditure in Ekurhuleni and Buffalo City increased significantly, by an average 
of 10% and 10.4% per year respectively, but declined in Johannesburg, Cape Town, Tshwane and 
Mangaung. In Mangaung, capital expenditure decreased by 21.2% over the period. 

Spending on capital is a key tool for improving service delivery to residents and transforming the 
urban environment. Low capital spending has potentially serious implications for the government’s 
ability to meet the targets for expanded access to service delivery and job creation (National 
Treasury, 2019b). It is important to note that capital expenditure covers not only new assets but also 
the renewal of existing assets, which ensures these assets continue to function. Capital expenditure 
is often low because cities defer renewal expenditure, which has long-term implications for the 
functionality of assets and the sustainability of service delivery. 

6 Borrowing is an ‘own resource’ because borrowed funds must ultimately be repaid out of revenues generated by the municipality. Borrowing 
thus does not create new funding for a municipality but simply allows it to access funding earlier. If the municipality were to use its operating 
surpluses directly, it would have to generate these surpluses first before spending on capital. Through borrowing, a municipality can spend now 
and pay later, but must still generate the revenue to repay the debt. 
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Looking forward, over the MTREF, the average growth in annual capital expenditure for the combined 
cities is expected to decline to –0.1%. This can be explained in part by the R16.8-billion reduction 
in direct conditional grants to local government, such as the Public Transport Network Grant and 
EPWP grant. Despite the reduced direct conditional grants, Cape Town and Mangaung are planning 
to grow capital spending at considerably higher rates over the MTREF. This is possible in Cape Town 
due to its strong liquidity, but Mangaung’s ability to achieve capital expenditure levels close to those 
in 2016/17 may be constrained by the negative impacts of Covid-19 on its finances. 

Increased capital expenditure post Covid-19 could provide the stimulus needed to rebuild the 
economy through job creation and the delivery of tangible assets to fuel long-term economic 
growth (Business Day, 2020). However, the ability of cities to deliver will be somewhat limited by the 
anticipated negative impacts of Covid-19 on operating surpluses and cash.

Table 15 shows cities’ actual capital expenditure against their original expenditure budgets. 
Several factors may adversely affect the ability of municipalities to carry out their capital budgets, 
including “weak multi-year budgeting, limited planning, poor asset management and poor contract 
management” (SACN, 2018: 20). Another factor is declining technical capacity in municipalities, 
including some cities, that affects their ability to spend capital budgets. Over the past 20 years, 
South African municipalities have seen a significant loss of technical capacity in the form of 
engineers, technicians and technologists with skills that are vitally important in managing a capital 
programme. While the larger cities have relatively good technical capacity, the smaller cities face 
constraints in this area which will have a negative impact on their ability to spend capital budgets.

TABLE 15: Actual capital expenditure against original expenditure budget

2015/16 2016/17 2017/18 2018/19

JHB 90% 80% 76% 98%

CPT 97% 104% 84% 64%

ETH 81% 90% 66% 76%

EKU 92% 92% 85% 87%

TSH 103% 72% 68% 82%

NMB 84% 91% 103% 96%

BCM 93% 82% 81% 100%

MAN 126% 68% 73%

MSU 81% 88% 85% 107%

Total all cities 91% 89% 78% 82%

Note: Underspending of capital expenditure shown in orange. No data available for Mangaung in 2015/16

In 2018/19, seven of the nine cities underspent their original capital budget. Cape Town, usually a 
strong performer, underspent significantly, as a result of delays in the implementation of projects 
and in the appointment of service providers for various projects, poor contractor performance, 
projects and tenders put on hold, cost savings realised with the completion of projects, late award of 
tenders, and community dynamics and influences (CoCT, 2019). Buffalo City noted that the increase 
in capital expenditure in 2018/19 was driven by the city’s substantial injection of own funding to 
finance capital programmes. For Mangaung, the variance in its actual capital expenditure against 
the original budget was due to delays in implementing projects in 2018/19. 
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Capital expenditure by functional area and infrastructure category
Tables 16 and 17 give a breakdown of aggregate capital expenditure by functional area for 2015/16 
to 2018/19. 

TABLE 16: Breakdown of aggregate capital expenditure by functional area (2015/16–2018/19)

R-MILLION GOVERNANCE & 
ADMINISTRATION

COMMUNITY 
& PUBLIC 
SAFETY

ECONOMIC & 
ENVIRONMENTAL 

SERVICES

TRADING  
SERVICES

OTHER 
CAPITAL 

EXPENDITURE
TOTAL

JHB 3,465 7,238 11,336 8,709 0 30,747

CPT 3,985 3,303 5,194 9,806 957 23,245

ETH 1,468 3,407 7,023 8,470 183 20,550

EKU 3,828 6,239 4,923 5,091 430 20,511

TSH 978 2,927 4,246 5,263 103 13,517

NMB 278 944 1,652 3,219 0 6,093

BCM 563 710 2,447 1,736 104 5,560

MAN 357 277 892 1,868 -116 3,278

MSU 164 346 1,027 792 10 2,339

Total all 
cities 15,084 25,391 38,742 44,953 1,671 125,842

TABLE 17: Percentage share of aggregate capital expenditure by functional area (2015/16–2018/19)

GOVERNANCE & 
ADMINISTRATION

COMMUNITY 
& PUBLIC 
SAFETY

ECONOMIC & 
ENVIRONMENTAL 

SERVICES

TRADING  
SERVICES

OTHER 
CAPITAL 

EXPENDITURE
TOTAL

JHB 11% 24% 37% 28% 0% 100%

CPT 17% 14% 22% 42% 4% 100%

ETH 7% 17% 34% 41% 1% 100%

EKU 19% 30% 24% 25% 2% 100%

TSH 7% 22% 31% 39% 1% 100%

NMB 5% 15% 27% 53% 0% 100%

BCM 10% 13% 44% 31% 2% 100%

MAN 11% 8% 27% 57% -4% 100%

MSU 7% 15% 44% 34% 0% 100%

Average 10% 18% 32% 39% 1% 100%

Note: Above average shown in green; below average shown in orange
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Tables 18 and 19 break down further the aggregated capital expenditure on infrastructure categories. 

TABLE 18: City aggregate expenditure by infrastructure category (2015/16–2018/19)

R-MILLION
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JHB 8,726 5,912 3,148 1,119 306 0

CPT 5,539 4,041 3,880 3,562 470 270

ETH 7,154 2,606 2,219 2,744 484 1,600

EKU 4,890 3,005 1,932 963 481 68

TSH 5,212 2,805 2,362 1,413 335 107

NMB 2,086 1,165 1,306 1,330 37 0

BCM 2,173 716 535 780 188 1

MAN 1,008 509 548 936 44 52

MSU 796 474 206 104 102 0

Total all cities 37,584 21,232 16,135 12,951 2,446 2,097

TABLE 19: Percentage share of total capital expenditure by infrastructure category (2015/16–2018/19)
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JHB 45% 31% 16% 6% 2% 0%

CPT 31% 23% 22% 20% 3% 2%

ETH 43% 16% 13% 16% 3% 10%

EKU 43% 27% 17% 8% 4% 1%

TSH 43% 23% 19% 12% 3% 1%

NMB 35% 20% 22% 22% 1% 0%

BCM 49% 16% 12% 18% 4% 0%

MAN 33% 16% 18% 30% 1% 2%

MSU 47% 28% 12% 6% 6% 0%

Average 41% 22% 17% 15% 3% 2%

Note: Above average shown in green; below average shown in orange

Capital expenditure on housing appears low, but many cities do not report on their capital accounts 
expenditure for housing funded by the provincial housing subsidy (housing being a provincial 
function). Most capital expenditure across all cities is on roads, while the high proportions of 
expenditure on sanitation infrastructure in Nelson Mandela Bay and Mangaung are notable.
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Capital expenditure on new and renewal 
As noted previously, capital expenditure may be on new assets or on the renewal of existing assets. 
Renewal refers to the rehabilitation, replacement or refurbishment of assets, all expenditures which 
increase the useful life of an asset. An adequate balance of capital expenditure on new assets 
and renewal is very important: new assets are necessary for growth and continuing to expand 
services, but asset renewal is necessary to ensure that existing assets remain functional. If renewal is 
neglected, the average age of assets increases, their condition declines and, ultimately, they begin 
to fail. Capital expenditure on renewal is thus a key measure of the long-term sustainability of cities.

For most cities, the share of capital expenditure on new assets exceeds expenditure on renewal 
(Table 20). In 2019/20, eThekwini, Tshwane and Mangaung budgeted to spend 81%, 84% and 85% 
respectively on new assets, whereas Ekurhuleni and Msunduzi budgeted to spend 91% and 73% 
respectively on asset renewal.

National Treasury’s guideline is that 40% of the capital budget should go to asset renewal. However, 
the share of capital expenditure that should be spent on renewal will depend on the extent and 
condition of a city’s asset base, backlogs and growth. Cities with assets in poor condition and slower 
growth will need to spend a higher proportion of capital expenditure on renewal compared to cities 
with assets in better condition and more rapid growth. The 40% is a good guideline and helps to 
elevate the importance of renewal expenditure, but is only a rough benchmark.

TABLE 20: Capital expenditure on new infrastructure and renewal 

2015/16 2016/17 2017/18 2018/19 2019/20

JHB
Total new assets 55% 54% 55% 55% 53%

Total renewal of existing assets 45% 46% 45% 45% 47%

CPT
Total new assets 54% 53% 66% 68% 63%

Total renewal of existing assets 46% 47% 34% 32% 37%

ETH
Total new assets 34% 73% 89% 81%

Total renewal of existing assets 66% 27% 11% 19%

EKU
Total new assets 53% 52% 38% 15% 9%

Total renewal of existing assets 47% 48% 62% 85% 91%

TSH
Total new assets 51% 84% 67% 74% 84%

Total renewal of existing assets 49% 16% 33% 26% 16%

NMB
Total new assets 51% 68% 67% 72% 79%

Total renewal of existing assets 49% 32% 33% 28% 21%

BCM
Total new assets 100% 100% 90% 87% 76%

Total renewal of existing assets 0% 0% 10% 13% 24%

MAN
Total new assets 83% 54% 53% 85%

Total renewal of existing assets 17% 46% 47% 15%

MSU
Total new assets 17% 20% 40% 40% 27%

Total renewal of existing assets 83% 80% 60% 60% 73%

Note: Above 40% shown in green; below 40% shown in orange. No data available for eThekwini and Mangaung in 2015/16
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Funding capital expenditure 
Figures 10 to 12 show how cities funded their capital budgets between 2015/16 and 2018/19. 

FIGURE 10: Capital funding breakdown (2015/16) 
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FIGURE 11: Capital funding breakdown (2018/19)
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FIGURE 12: Change in capital funding between 2015/16 and 2018/19
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Between 2015/16 and 2018/19, Johannesburg and Nelson Mandela Bay increased their dependency 
on capital grants, whereas eThekwini and Ekurhuleni reduced their dependence by expanding their 
borrowing. Nelson Mandela Bay, Mangaung and Msunduzi are all heavily grant dependent. Cape 
Town continued to fund about the same proportion of the capital budget through grants but in 
2018/19 used a larger proportion of internally generated funds with less borrowing. The mix of 
internally generated funds and borrowing varies from year to year (both are ‘own revenues’). Cape 
Town has very strong cash balances at present, and so is choosing to fund more capital out of 
internally generated funds rather than seek additional borrowing. 

City borrowing 
Borrowing does not create new money but makes money available earlier, thereby allowing for the 
acceleration of infrastructure investment. Borrowing to finance infrastructure that will generate future 
revenue is sensible because it unlocks this revenue more rapidly. However, new borrowing must be 
taken up prudently, in the certainty that cash flows will be available to service it in future. Where 
possible, borrowing accelerates the capital programme, while allowing cash balances to be maintained.

The current weak economic climate in South Africa has resulted in rating agencies downgrading the 
national government’s sovereign debt. As noted previously, in March 2020, Moody’s downgraded 
South Africa’s sovereign credit rating to sub-investment grade due to structurally weak economic 
growth and increasing public debt (SARB, 2020a). Moody’s was joined by Fitch in further 
downgrading the country’s sovereign debt in November 2020. The downgrade is expected to lead 
to lower levels of growth, increased inflation, and will increase the cost of government borrowing 
(National Treasury, 2020b). Downgrades at national level have a ripple effect on the credit ratings of 
cities, making it more difficult for them to borrow and increasing the cost of borrowing. Figure 13 
shows city borrowing for 2015/16–2018/19 and over the 2019/20 MTREF.

FIGURE 13: City borrowing (2015/16–2022/23)
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Between 2015/16 and 2018/19, total borrowings for the cities grew at an annual average rate of 
3.7%. Johannesburg, Cape Town, Tshwane and Mangaung experienced a decline, while eThekwini 
and Ekurhuleni experienced the highest growth (of 79.8% and 32.1% respectively) in borrowing. 
Cape Town is expected to take up further borrowings over the MTREF based on its positive debt-to-
revenue ratio (CoCT, 2019).
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During 2017/18, Cape Town and Ekurhuleni issued bonds: Ekurhuleni issued R1.3-billion in tradeable 
securities with two different maturities, while Cape Town issued a ‘Green Bond’ to the value of R1-
billion. The Green Bond will be used to finance climate change adaptation and mitigation projects. 
Both bonds were significantly over-subscribed (Glasser, 2017). Johannesburg also issued a R1.8-
billion bond in 2008 (CoJ, n.d.).

CONSUMER DEBTORS
Municipalities in South Africa operate on an accrual accounting basis. This means that revenue is 
recorded when the municipal bill is issued, but the bill cannot be used to pay salaries, Eskom, a water 
board or other creditors, or to cover any of the many other expenditures that a city incurs. These 
expenditures must be paid largely from cash. Therefore, the extent to which cities, and indeed all 
municipalities, are able to convert their revenues into cash is crucial for their financial viability, and 
a declining cash collection rate is a sure sign of financial difficulties to come. Poor collection rates 
mean that revenue is not being collected as cash but remains on the city accounts as consumer debt. 

The non-payment of municipal bills, and hence poor collection rates and rising consumer debts, 
might be caused by high bills and an inability of households, businesses and institutions to pay. It 
might also be caused by an unwillingness to pay because of various factors, including dissatisfaction 
with the service and declining trust in the municipality. Poor collection rates and rising debt might 
also be due to failures to implement municipal credit control and debt collection systems, or to the 
way cities account for and write off bad debt.

Figure 14 shows city consumer debtors between 2015/16 and 2018/19. Over the past five years, 
all cities (except Ekurhuleni) have seen average debtor levels increase, in particular eThekwini and 
Buffalo City, whose gross debtors grew by over 20%. 

FIGURE 14: City debtors (R-million) (2015/16–2022/23)

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

9,000

R 
m

ill
io

n

JHB CPT ETH TSH EKU NMB MAN BCM MSU

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23



S
TA

TE
 O

F 
C

IT
Y 

FI
N

A
N

C
ES

2
0
2
0

34

A rise in consumer debtors is a result largely of a decline in collection rates, which is a measure of 
the extent to which a municipality converts its billed revenues into cash. Table 21 shows city actual 
and budgeted collection rates between 2015/16 and 2022/23. The data is drawn from city budgets 
as reported in National Treasury’s MBRR Table SA10.7 

TABLE 21: City collection rates

AUDIT OUTCOMES BUDGET MTEF

2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

JHB 87% 86% 89% 86% 89% 88% 88% 88%

CPT 101% 99% 99% 102% 89% 90% 95% 95%

ETH 92% 97% 92% 92% 94% 86% 86% 86% 

TSH 95% 95% 96% 90% 87% 89% 89% 89%

EKU 88% 91% 83% 82% 80% 88% 88% 89%

NMB 97% 96% 87% 86% 81% 84% 85% 88%

MAN 81% 65% 74% 84% 79% 80% 80%

BCM 91% 104% 99% 91% 91% 89% 91% 91%

MSU 91% 82% 87% 83% 75% 82% 82% 82%

Average 91% 94% 88% 87% 86% 86% 87% 88%

Note: collection rates of above 100% indicate that cities have been successful in collecting outstanding debt from previous 
periods and may include capitalisation of interest. No data available for Mangaung in 2016/17

Between 2015/16 and 2018/19, collection rates declined on average from 91% to 87%, with the 
greatest decline being in Tshwane, Ekurhuleni, Nelson Mandela Bay, Mangaung and Msunduzi. Cape 
Town has consistently performed most strongly regarding collection rates. A major cause of the 
downward trend in collection rates has been weaker-than-expected economic growth (National 
Treasury, 2020a; 2020c). 

Cities expect collection rates to remain at an average of 86% through 2019/20 and 2020/21, which 
may be somewhat optimistic. An expected impact of Covid-19 is rising non-payment of municipal 
bills, resulting in lower collection rates, and cities have already reported drastic declines in collection 
rates due to the pandemic (National Treasury, 2020d; 2020e). Johannesburg suspended credit 
control measures during the lockdown, which had an adverse effect on revenue collection, with 
the city under-collecting revenue by R1.4-billion for the year to date in April. Covid-19 is likely to 
result in higher non-payment and thus rising debtors and lower cash balances. Only Cape Town has 
budgeted for a substantial decline in collection rate in 2020/21 compared to 2018/19. 

7 The MBRR Tables can be accessed on National Treasury’s Municipal Finance Management Act (MFMA) website. The figures reported for eThekwini 
from 2016/17 to 2018/19 are based on the city’s Annual report. 
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CITY CASH MANAGEMENT
Cities need to have sufficient cash to meet their financial commitments. This is measured by the 
number of months of expenditure the city can cover. This is calculated by dividing the city’s monthly 
cash expenditure requirement into the total cash and cash equivalents available. The National 
Treasury norm is a range between one and three months. Cities with a ratio below the norm are 
vulnerable and at a higher risk in the event of financial shocks that could compromise their ability to 
meet obligations to provide basic services or financial commitments (National Treasury, 2014). The 
cash coverage ratio is one of the key indicators for measuring how cities will weather the Covid-19 
pandemic – cities with solid cash positions will be better placed to continue to fund their operations, 
even if collection rates decline. Figure 15 and Table 22 show the cash coverage ratio per city. 

FIGURE 15: Cash coverage ratio (2018/19)
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TABLE 22: Cash coverage ratio (2016/17–2022/23)

AUDIT OUTCOMES BUDGET MTEF

2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

JHB 1.02 0.85 1.62 1.6 1.5 1.8 2.2

CPT 1.66 2.46 3.36 2.6 1.4 1.9 1.7

ETH 3 2.64 2.78 2.1 1.9 2 2.1

TSH 1.08 1.16 1.33 0.9 0.6 0.7 0.7

EKU 2.88 1.57 1.28 1.7 0.4 0.5 0.7

NMB 2.31 3.79 4.22 2.9 2.9 2.6 3.1

MAN 0 0 0.24 0 0.4 0.6 1.3

BCM 5.12 5.09 3.01 2.1 2.1 2.6 3.2

MSU 2.17 1.27 0.76 1.2 1.2 1.3 1.5

Average 2.14 2.09 2.07 1.7 1.4 1.6 1.8

Note: Above one-month cash coverage shown in green; below one-month cash coverage shown in orange
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At the end of 2018/19, only Mangaung and Msunduzi had cash coverage ratios below the one-month 
lower limit specified by National Treasury. Since 2015/16, Cape Town, eThekwini, Tshwane, Ekurhuleni, 
Nelson Mandela Bay and Buffalo City have consistently maintained healthy cash flows. At the end 
of 2018/19, Cape Town’s cash position was higher than the three-month upper limit recommended 
by National Treasury, and the city has various strategies in place to use this cash to ‘give back to the 
consumer’, as discussed early in relation to the impact of the drought on Cape Town’s finances (page 14). 

By the end of 2020/21, most cities are assuming that cash coverage ratios will decrease significantly due 
to Covid-19, except for Mangaung and Msunduzi that are both budgeting for improved cash coverage. 

AUDIT OUTCOMES
Table 23 shows city audit opinions from 2012/13 to 2018/19.

TABLE 23: City audit outcomes (2012/13–2018/19)

2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19

JHB Qualified Unqualified Unqualified Unqualified Unqualified Unqualified Unqualified

CPT Clean Clean Clean Clean Unqualified Unqualified Unqualified

ETH Unqualified Unqualified Clean Unqualified Unqualified Unqualified Unqualified

EKU Unqualified Clean Clean Unqualified Unqualified Unqualified Unqualified

TSH Unqualified Unqualified Unqualified Unqualified Unqualified Unqualified Unqualified

NMB Qualified Qualified Qualified Qualified Qualified Qualified Qualified

BCM Qualified Qualified Qualified Qualified Unqualified Qualified Qualified

MAN Qualified Unqualified Unqualified Unqualified Qualified Qualified Qualified

MSU Unqualified Unqualified Unqualified Qualified Disclaimed Adverse 
opinion Qualified

• In 2018/19, Johannesburg, Cape Town, eThekwini, Ekurhuleni, and Tshwane maintained  
their unqualified audit opinions, indicating that their financial statements contain no  
material misstatements.

• Since 2016/17, Nelson Mandela Bay, Buffalo City and Mangaung have continued to receive 
qualified opinions, indicating that their financial statements contain material misstatements  
in specific amounts. 

• For Nelson Mandela Bay, prolonged political and administrative instability contributed to its 
audit finding. As noted by the Auditor-General, the instability resulted in disruptions in council, 
where meetings often did not take place, which led to a lack of oversight. This resulted in 
council failing to investigate irregular expenditure, which continued to accumulate every year. 
In addition, in September 2018, the city manager was suspended, and the chief financial officer 
position remained vacant for a second consecutive year. The absence of leadership and the 
lack of adequate financial discipline meant that the city was unable to account for items in its 
financial statements. 

• For Mangaung, the audit outcome was a result of leadership failing to hold the administration 
accountable for poor performance. 
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Table 24 presents greater details of the audit outcomes for each city, including unauthorised, 
irregular, and fruitless and wasteful expenditure, which are explained further below. 

Unauthorised expenditure 
Unauthorised expenditure occurs when the city overspends its council-approved budget or when 
the expenditure does not meet grant conditions. Between 2017/18 and 2018/19, unauthorised 
expenditure for all cities increased from R2.71-billion to R2.75-billion. In 2018/19, Johannesburg’s 
unauthorised expenditure of R0.48-billion was on non-cash items. In Mangaung, the lack of 
accountability for proper financial management by the city’s leadership had a negative impact 
on financial sustainability, which resulted in unauthorised expenditure of R1.4-billion. Buffalo City 
reported unauthorised expenditure of R43-million on non-cash items (BCMM, 2019).

Irregular expenditure 
Irregular expenditure refers to expenditure that was not in accordance with the procedures provided by 
legislation. Between 2017/18 and 2018/19, irregular expenditure increased drastically from R7.2-billion 
to R12.7-billion, in large part due to irregular expenditure by eThekwini (R2.3-billion), Tshwane (R2.9-
billion) and Nelson Mandela Bay (R4.1-billion). Johannesburg, Cape Town, Ekurhuleni and Tshwane 
incurred irregular expenditure of R816-million, R950-million, R413-million and R2.9-billion respectively 
due to supply chain management non-compliance. Similarly, irregular expenditure in eThekwini and 
Nelson Mandela Bay was the result of non-compliance with supply chain management regulations.

Fruitless and wasteful expenditure 
Fruitless and wasteful expenditure is expenditure that could have been avoided through due 
diligence. Between 2017/18 and 2018/19, most cities saw a dramatic increase in fruitless and 
wasteful expenditure, which went from a total of R148-million to R286-million. Johannesburg and 
Tshwane incurred fruitless and wasteful expenditure amounting to R0.11-billion and R0.10-billion, 
respectively. For Johannesburg, the fruitless and wasteful expenditure incurred was due to ICT 
licences not being utilised, discontinued projects, and interest payments made to Eskom. 

TABLE 24: Details of city audit outcomes (2017/18 and 2018/19) 

R-MILLION
AUDIT OPINION UNAUTHORISED  

EXPENDITURE
IRREGULAR  

EXPENDITURE
FRUITLESS AND 

WASTEFUL 
EXPENDITURES

2017/18 2018/19 2017/18 2018/19 2017/18 2018/19 2017/18 2018/19

JHB Unqualified Unqualified 304.5 480.6 868.3 816.2 9.1 117

CPT Unqualified Unqualified 236 950.4 0.3 19.8

ETH Unqualified Unqualified 732.6 2,341.40 29.5 4.1

EKU Unqualified Unqualified 274.6 413 4.7

TSH Unqualified Unqualified 1,138.30 446.4 1,683.90 2,876.70 64.8 103.4

NMB Qualified Qualified 260.2 248 3,053.40 4,165.50 2.7 15.6

BCM Qualified Qualified 160.5 43 213.3 132.5 0.5 12.4

MAN Qualified Qualified 852.3 1,364.00 95.2 842.5 25.9 9.5

MSU Adverse opinion Qualified 170 132.5 214.7 11 4.5

Total 2,715.70 2,751.90 7,289.80 12,752.90 148.4 286.3

% of total operating expenditure 1.3% 1.2% 3.6% 5.8% 0,1% 0.1%
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CONCLUSIONS
Cities are operating in a difficult environment, with continued low economic growth and rising fiscal 
risk, but have still grown their revenues by an average of 5.7% per year, above operating expenditure 
growth of 5.5%. The average annual increase in operating surpluses was 4.2%, which is a positive 
development, but not all cities improved their operating surpluses. Operating surpluses in eThekwini, 
Buffalo City and Msunduzi declined, while Ekurhuleni and Mangaung generated deficits in 2018/19.

A key trend over the period was the rising share of property rates as a proportion of own revenue. 
This is a result of revenue from service charges growing at a far slower rate than that of property rates. 
Cities that introduced new GV rolls saw significant increases in property rates in individual years. The 
lower growth in service charges is driven by drought, load-shedding and increased uptake of SSEG, as 
customers become more efficient in their use of resources. These trends are likely to continue in future.

Between 2015/16 and 2018/19, transfers to cities grew by an average of 4.7% per year, dramatically 
lower than the 12% recorded for the period covered by the State of City Finances 2018. The equitable 
share allocations continued to increase, at 9% per year on average, and so the slower growth came 
from reduced conditional transfers that are primarily used to finance capital expenditure. 

The slower growth in conditional transfers was partly responsible for the lower capital expenditure. 
Between 2015/16 and 2018/19, capital expenditure grew at only 1.5% per year on average, which 
is cause for concern. It implies inadequate investment in the infrastructure necessary to expand 
services and allow for growth, and in renewing existing infrastructure to ensure its continued 
functionality. Cities did not make significantly more use of own sources of finance, although 
borrowing contributed slightly more to total capital finance, and Cape Town, Ekurhuleni and 
Johannesburg issued new bonds.

Another area of concern is the decline in city cash collection rates. Between 2015/16 and 2018/19, 
combined cash collection rates for the cities declined from 91% to 87%, which is a very discouraging 
trend. As a result, cash coverage ratios also declined, from 2.14 months in 2016/17 to 2.07 months 
in 2018/19, with Mangaung and Msunduzi having less than one-month coverage in 2018/19. This 
means that cities are confronting the Covid-19 crisis from a more tenuous position in 2018/19 than 
in 2015/16. Cities are better able to weather a crisis if they have adequate cash reserves to provide a 
buffer should payment rates decline and the flexibility to continue to invest in capital.

The impact of Covid-19 on city finances is three-fold:

• Reduced revenue from property rates and service charges (in particular non-domestic 
customers) as a consequence of reduced economic activity during lockdown, the closure of 
businesses and depressed property markets. 

• Higher city expenditures, primarily on emergency water supplies, protective equipment, 
sanitation of public transport facilities, and food and shelter for the homeless. 

• Increased non-payment for services, as household incomes are reduced, and affordability 
comes under pressure. 

Although the increased expenditures are likely to be temporary, lasting only for the duration of 
the pandemic, the revenue and payment impacts may persist, depending on how rapidly and 
extensively the economy recovers post-Covid-19. This is highly uncertain, as can be seen in the very 
different assumptions that cities are making in their budgets for 2019/20 and 2020/21, and beyond.



CHAPTER 3

HOUSEHOLD 
BILLS AND 

AFFORDABILITY
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The affordability of municipal services is an important concern for cities. Recent definitions of 
‘access’ to services consider not only whether the infrastructure to deliver the service is in place, but 
also whether the price charged for the service is affordable.8 In other words, to achieve full access, 
cities need to ensure that services are affordable. Therefore, affordability of services considers 
access, vulnerability and inclusion, and a major concern is affordability to low income or otherwise 
vulnerable households.

Affordability also matters to cities because of its link to payment – the assumption is that customers 
are more likely to pay for services that are more affordable. However, affordability relates both to the 
ability to pay for services (having sufficient income to afford the municipal bill) and willingness to pay. 
Willingness to pay is more complex than ability to pay and is influenced by many factors, including 
the quality of service provided, the level of trust between the customer and municipality, the level 
and consistency of enforcement applied, and the payment behaviour of the communities in which 
the individual customer resides. These factors, not simply the lack of ability to pay, may explain the 
non-payment of bills and rising municipal debtors, which are not only low-income or vulnerable 
households but also middle- and high-income households.9 For cities, the continued payment of bills 
by these higher income customers is crucial for generating revenue, cross-subsidising vulnerable 
households, and ensuring ongoing financial sustainability.

The methodology is the same as the one used in previous State of City Finances reports. The focus 
is on ability to pay. The tariffs charged by the nine cities are used to estimate household bills and 
compared to household income using four standard household types that are defined based on 
property values, electricity and water consumption, and frequency of solid waste removal. The 
progressiveness of municipal bills in all nine cities is then analysed by comparing the cost of a Type 
A (low-income household) package to a Type D (high-income household) package. 

HOUSEHOLD INCOMES AND MUNICIPAL BILLS 
The municipal bills for each city are compared to household income, using four standard household 
types. The analysis includes only households that pay tariffs and so excludes indigent households. 
The household types are specified based on four essential characteristics:

• Property values.

• Electricity consumption (monthly consumption in kilowatt hours, kWh).

• Water consumption (monthly consumption in kilolitres, kl).

• Frequency of solid waste removal (of a 240-litre bin).

The applicability of these standard household types across all cities may be debatable, as property 
values and patterns of water and electricity consumption differ substantially across municipalities. 
For instance, a property value of R500,000 for a ‘middle-income’ household is different in Cape Town, 
where properties have higher values, and in Johannesburg. Similarly, a study of four municipalities 
by the Water Research Commission found that the water consumption of households in different 

8 See, for example, the Sustainable Development Goals relating to services access and World Bank work on ‘tiers’ of access to energy services.
9 Indeed, affordability and acceptability of bills to non-domestic customers are also concerns but are very difficult to measure due to the very 

diverse nature of ‘non-domestic customers’ as a group.
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income bands differs significantly from municipality to municipality (Walsh et al., 2017). The 
assumption that consumption of services increases as income levels rise may also be debatable, as a 
study in Soweto, Johannesburg, found that low-income households consumed more electricity than 
higher-income households, which is attributed to the use of older, energy-inefficient appliances and 
the provision of backyard accommodation (Kambule et al., 2019). The Free Basic Water policy in 
South Africa has long been criticised for not adequately considering that poor households tend to 
be larger, and so consume more water, and that levels of on-site leakages tend to be higher in lower 
income groups (see, for example, McDonald, 2002). 

However, consistent city-level data on property values and levels of water and electricity 
consumption is currently not available. In addition, the data on household incomes is largely from 
Census 2011, which is now very out of date, and is difficult to link with data from GV rolls and billing 
databases. In the absence of good data, a pragmatic approach is to specify ‘standard’ households, 
but some care should be taken when interpreting the results.

Standard service packages 
Table 25 details the four standard ‘baskets of services’ or service packages for household types A to D.

TABLE 25: Standard service packages

SERVICE 
PACKAGES

PROPERTY 
VALUE

ELECTRICITY 
CONSUMPTION 
(KWH/MONTH)

WATER 
CONSUMPTION 

(KL/MONTH)

SOLID WASTE  
(WEEKLY REMOVAL  

OF A 240L BIN)

Type A 100,00 400 20 1

Type B 250,000 500 25 1

Type C 500,000 800 30 1

Type D 1,000,000 1500 40 1

In general, the municipal bill for each household type is calculated based on the following assumptions:

• The rates and service charges are residential tariffs for formal settlements.

• The rates and service charges are for households on standard tariffs and do not take into 
consideration pensioners, child-headed households and indigent households.

• The water charges are for directly metered connections to the municipal water reticulation 
system, with no flow restrictions or water consumption management meters.

• The methodology used to calculate sanitation charges varies across cities, but in general the 
charges are connected to water consumption. 

• The electricity charges are residential tariffs for customers with single-phase 230V or multi-
phase 400/230V connections with a capacity of up to 80A per phase. Where relevant, household 
types A and B are presumed to have pre-payment meters, while Types C and D are assumed to 
have credit meter arrangements.

• Other standard monthly service charges, such as stormwater charges, are added to household 
bills, where applicable. 

• VAT is applied to service charges, but not to property rates. 
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Benchmark household income categories
The affordability of service charges is measured by comparing the bill charged against household 
income. Benchmark household income categories are created using the distribution of household 
incomes from the 2011 Census. The assumption is that households in these income categories 
consume the corresponding service packages. Figure 16 illustrates the different distributions of 
household incomes for the nine cities. 

FIGURE 16: Distribution of household incomes (Census 2011)
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As shown in Figure 16, household incomes can be divided into three groups:

• Income bands 0–4 (households with incomes less than R3,200 per month in 2011Rands) 
account for around 53% of all city households. According to the cities’ indigent policies, the 
majority of these households would not be liable for any municipal taxes and service charges, 
as long as they kept within determined consumption limits.

• Income bands 5–8 (households with incomes of R3,200–R51,200 per month in 2011 Rands) 
account for 42% of all city households. These households are liable for rates and service charges. 

• Income bands 9–11 (households with incomes of above R51,201 per month in 2011 Rands) 
account for just 5% of all city households and can definitely afford to pay their municipal bills.

The analysis here focuses on bands 5 to 8. A benchmark household income for each of these bands 
is connected with the relevant service package, based on the 2012 benchmark incomes (SACN, 
2013) that are adjusted for inflation to obtain benchmark incomes for 2017 and 2018 (Table 26). 
As mentioned, reliable data on changes in household incomes since 2011 is unavailable. Estimates 
of the change in gross national income per household indicate that incomes have declined in real 
terms, and that incomes have stagnated or declined in all but the very lowest and highest income 
groups (Bassier & Woolard, 2019). In the absence of better data, adjusting incomes by inflation only 
appears to be a reasonable assumption but is likely to marginally overstate incomes in 2019. 

TABLE 26: Monthly income distribution and benchmark household incomes

INCOME 
BAND

INCOME RANGE 
(2011 RANDS PER 

MONTH)

2012 
BENCHMARK 

(R PER MONTH)

2017 
BENCHMARK  

(R PER MONTH)
2019 

BENCHMARK
ASSOCIATED 

SERVICE 
PACKAGE

5 3,201–6,400 6,000 7,896 8,586 A

6 6,400–12,800 12,000 15,792 17,172 B

7 12,801–25,600 24,000 31,583 34,343 C

8 25,601–51,200 48,000 63,166 68,687 D
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Composition of municipal bills 
The composition of household municipal bills is influenced by how a city designs its rates and 
services charges, as well as the relative prices and volumes of services consumed by households. 
Cities make different strategic choices about how to balance rates and tariffs, with some cities 
choosing to charge higher property rates and keep tariffs lower, and others choosing the reverse. 
This is a key reason why affordability is best assessed on the municipal bill as a whole: one city may 
appear to have very inexpensive water charges but have high property rates, whereas households 
experience these costs as a package through the full municipal bill.

Tables 27 and 28 show the average composition of the municipal bill for the four service package 
types, in accordance with the average bills charged in the nine cities.

TABLE 27: Average composition of municipal bill by package (2018/19)

SERVICE CHARGES
AVERAGE COST IN NOMINAL RANDS

A B C D

Property rates 84 211 421 843

Electricity charges 643 816 1,486 3,249

Electricity basic levy 33 33 96 96

Water charges 393 516 647 1,016

Water basic levy 9 9 9 9

Sanitation 159 272 440 722

Solid waste 97 137 153 177

Other 7 7 7 7

Total 1,425 2,001 3,259 6,119

TABLE 28: Cost of item as percentage of total (2018/19)

SERVICE CHARGES
COST OF ITEM AS % OF TOTAL

A B C D

Property rates 5.9% 10.5% 12.9% 13.8%

Electricity charges 45.1% 40.8% 45.6% 53.1%

Electricity basic levy 2.3% 1.7% 2.9% 1.6%

Water charges 27.6% 25.8% 19.8% 16.6%

Water basic levy 0.6% 0.5% 0.3% 0.1%

Sanitation 11.2% 13.6% 13.5% 11.8%

Solid waste 6.8% 6.8% 4.7% 2.9%

Other 0.5% 0.3% 0.2% 0.1%

Total 100% 100% 100% 100%
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• Electricity charges (including the basic levy) make up the largest share of municipal bills in all 
cities and for all package types, ranging from 47.5% (45.1% + 2.3%) for Type A to 54.7% (53.1 % 
+ 1.6%) for Type D.

• Water charges (including the basic levy) account for the second largest share, making up 
between 28.2% and 17% for Type A and D, respectively.

• In general, property taxes are structured as a progressive tax, and their share of municipal bills 
increases across the package types, from 5.9% for Type A to 13.8% for Type D.

The structure of sanitation and solid waste removal charges varies from city to city: some cities 
have progressive tariff structures, while others use flat-rate tariffs, fixed charges or declining block 
tariffs that are regressive in their impact. The average bills hide significant variations across cities, as 
highlighted by a comparison of eThekwini and Mangaung (Table 29). 

TABLE 29: Composition of municipal bill by package type for eThekwini and Mangaung (2018/19)

ETH COST OF ITEM AS % OF TOTAL MAN COST OF ITEM AS % OF TOTAL

SERVICE 
CHARGES A B C D SERVICE 

CHARGES A B C D

Property rates 7% 13% 17% 19% Property rates 4% 6% 7% 8%

Electricity 
charges

56% 52% 55% 55% Electricity 
charges

42% 33% 32% 33%

Electricity  
basic levy

18% 14% 9% 5% Electricity  
basic levy

0% 0% 0% 0%

Water charges 15% 15% 13% 16% Water charges 25% 20% 14% 11%

Water basic 
levy

0% 0% 0% 0% Water basic 
levy

2% 1% 1% 0,4%

Sanitation 3% 4% 3% 3% Sanitation 24% 37% 43% 45%

Solid waste 0% 2% 2% 3% Solid waste 4% 3% 3% 2%

Other 0% 0% 0% 0% Other 0% 0% 0% 0%

Total 100% 100% 100% 100% Total 100% 100% 100% 100%

• Property taxes: these taxes generally account for a larger share of the municipal bill in 
eThekwini than in Mangaung. 

• Electricity: in eThekwini, all households are charged an electricity service charge, which is 
regressive in nature, accounting for 18% of the Type A bill and 5% of the Type D bill. In contrast, 
as Mangaung does not charge an electricity basic levy, electricity charges account for only 42% 
of the Type A package compared to 75% in eThekwini. 

• Water: eThekwini does not charge a basic levy for water, while Mangaung does. Although this 
charge is regressive in nature, its impact is relatively insignificant, as it constitutes 2% of the 
Type A package in Mangaung (compared to 0.4% for Type D).

• Sanitation: eThekwini charges a volumetric fee for sanitation that is linked to water 
consumption. Mangaung calculates the sanitation charges for all households as a rate-in-the-
rand, linked to the property value, and is an approach that is progressive in its impact.

• Solid waste: eThekwini charges R0 for Type A and R162 for Type D, based on the property’s 
value, whereas Mangaung charges a tariff ranging from R53.61 for Type A to R179.91 for Type D, 
based on the property’s size. Under Mangaung’s tariff structure, solid waste removal accounts 
for 4% of the Type A package but just 2% of the Type D package.
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As the analysis shows, basic levies (a fixed charge levied per month, independent of the volume 
of a service consumed) are very regressive. However, these basic levies are important for a city’s 
financial sustainability, as illustrated by events such as the Cape Town drought and trends such as 
the rising uptake of Small-Scale Embedded Generation (SSEG) for electricity. Fixed costs, which must 
be covered even if the volume of services provided declines, can make up to around 40% of total 
cost for electricity and as much as 60% for water. As discussed in Chapter 2, customers moving to 
SSEG seldom leave the grid entirely, which means that the city still needs to cover the fixed costs to 
maintain and operate the grid. 

Basic levies provide a reliable revenue stream if sales volumes fluctuate and can cover at least a 
portion of these fixed costs. The challenge is how to reduce the regressive nature of these fixed 
charges. Cape Town has taken an interesting approach, introducing rebates based on property 
value. For example, for solid waste fixed charges in 2020, the City gives the following rebates:

• 100% for properties valued at less than R100,000

• 75% for properties valued between R100,001 and R300,000

• 50% for properties valued between R300,001 and R350,000

• 25% for properties valued between R350,001 and R500,000

eThekwini also has rebates for solid waste charges. As household incomes tend to be correlated with 
property values, this approach reduces the regressive nature of the fixed charge by ‘stepping’ it up 
based on property value and, for many households, income.

INCREASING PRICE OF MUNICIPAL BILLS 
Comparative prices of service packages 
The price of service packages across package types and between cities varies considerably, and the 
degree of variation increased between 2016/17 and 2018/19. As shown in Tables 30 and 31, the 
difference between the lowest and highest priced Type A package increased from 162% in 2017 to 
191% in 2019. And the variation in rand terms can be substantial: in 2019, a Type A household in 
Ekurhuleni paid R653 compared to R1,245 in Msunduzi, which is a large difference at this income level.

TABLE 30: Monthly price of packages A to D, ranked by city (2017)

2012 RANDS A B C D

JHB 706 EKU 1,062 NMB 1,730 NMB 3,278 

EKU 747 NMB 1,074 EKU 1,973 ETH 3,632 

NMB 786 JHB 1,192 ETH 1,951 JHB 3,716 

ETH 922 ETH 1,255 TSH 2,112 TSH 3,779 

AVERAGE 932 AVERAGE 1,315 CPT 2,118 CPT 3,902 

CPT 959 CPT 1,353 AVERAGE 2,198 BC 3,963 

MAN 987 TSH 1,378 MSU 2,298 MSU 4,034 

TSH 1,009 MSU 1,396 JHB 2,306 AVERAGE 4,143 

MSU 1,129 BC 1,512 BC 2,376 EKU 5,487 

BCM 1,145 MAN 1,614 MAN 2,921 MAN 5,498 

Highest as % of lowest 162% 152% 169% 168%
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TABLE 31: Monthly price of packages A to D, ranked by city (2019)

2012 RANDS A B C D

EKU 653 EKU 961 NMB 1,848 NMB 3,424 

JHB 765 NMB 1,166 EKU 1,884 ETH 3,729 

NMB 858 ETH 1,318 ETH 2,008 JHB 3,738 

ETH 979 JHB 1,318 TSH 2,182 TSH 3,873 

AVERAGE 997 AVERAGE 1,400 AVERAGE 2,279 BC 4,085 

TSH 1,057 TSH 1,437 CPT 2,318 CPT 4,199 

MAN 1,063 MSU 1,533 JHB 2,353 MSU 4,246 

CPT 1,151 CPT 1,543 MSU 2,459 AVERAGE 4,278 

BCM 1,204 BC 1,586 BC 2,470 EKU 5,602 

MSU 1,245 MAN 1,734 MAN 2,986 MAN 5,603 

Highest as % of lowest 191% 180% 162% 164%

Growth in the price of service packages 
To measure the growth in the price of service packages between 2016/17 and 2018/19, the current 
prices of the service charges are deflated using the relative CPIs, as reported by the South African 
Reserve Bank, to calculate the value of the service charges at constant prices. 

As shown in the Table 32 and Figure 17, between 2017 and 2019, the prices of all service packages 
increased in most cities. 

• In Cape Town, the growth in the price of package Types A and B relative to C and D was 
attributed to changes in water and sanitation charges.

• In Ekurhuleni, the decrease in the Type A, B and C tariffs was due to changes in the  
electricity charges.

• In eThekwini, the increase in the price of package Types A and B relative to C and D was 
attributed to the changes in water and sanitation consumption blocks. 

• In Johannesburg, the increase in the price of package Types A and B relative to C and D was  
due to the introduction of new water and sanitation tariffs. 

TABLE 32: Average real growth in the price of service packages between 2016/7 and 2018/19

CITY A B C D

JHB 2.7% 3.4% 0.7% 0.2%

CPT 6.3% 4.5% 3.1% 2.5%

ETH 2.0% 1.6% 1.0% 0.9%

TSH 1.5% 1.4% 1.1% 0.8%

EKU -4.4% -3.3% -1.5% 0.7%

NMB 2.9% 2.8% 2.2% 1.5%

MAN 2.5% 2.4% 0.7% 0.6%

BCM 1.7% 1.6% 1.3% 1.0%

MSU 3.3% 3.2% 2.3% 1.7%

Average 2.1% 2.0% 1.2% 1.1%
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FIGURE 17: Average real growth in the price of service packages between 2017 and 2019
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Sources of growth in the price of service packages 
Table 33 shows the sources of growth in the price of service packages across all cities between 
2016/17 and 2018/19. Water charges were the biggest contributors to the increase in the price of 
service packages. 

TABLE 33: Sources of growth in the cost of service packages between 2017 and 2019

SERVICE CHARGES A B C D

Property rates 3% 3% 3% 3%

Electricity charges 2% 2% 2% 2%

Electricity basic levy 3% 3% 0% 0%

Water charges 10% 9% 9% 9%

Water basic levy 21% 21% 21% 21%

Sanitation 8% 7% 6% 6%

Solid waste 6% 7% 5% 6%

Tables 34 to 37 further unpack the changes in the price of services for each city, by showing the 
contribution of water, sanitation, electricity, solid waste and property rates to the growth in the price 
of service packages between 2016/17 and 2018/19. 
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TABLE 34: Growth in water and sanitation charges between 2017 and 2019

GROWTH IN WATER CHARGES GROWTH IN SANITATION CHARGES

A B C D A B C D

JHB 18% 14% 13% 11% 9% 9% 9% 9%

CPT 22% 16% 12% 10% 14% 10% 9% 9%

ETH 14% 11% 9% 7% 25% 17% 15% 12%

TSH 7% 7% 7% 7% 7% 7% 7% 7%

EKU 1% 1% 2% 14% 3% 3% 3% 3%

NMB 14% 14% 14% 14% 2% 2% 2% 2%

MAN 7% 7% 7% 7% 5% 5% 5% 5%

BCM 6% 6% 6% 6% 6% 6% 6% 6%

MSU 9% 9% 9% 9% 4% 4% 4% 4%

Cape Town experienced the highest increases in water and sanitation charges, followed by 
Johannesburg, eThekwini and Nelson Mandela Bay. 

• For Cape Town, the increases were largely attributable to water restrictions as a result of the 
drought, the abolition of the free 6kl water and 4.2kl sanitation for non-indigent households 
after 2016/17, and the introduction of new water and sanitation tariffs for the first consumption 
block in 2017/18. 

• For Johannesburg, the increases were mostly due to the introduction of new water and 
sanitation tariffs for the first consumption block in 2018/19.

• For eThekwini, the increases were driven by the change in size of the first consumption blocks 
for water and sanitation, from 0-6kl to 0-9kl.

TABLE 35: Growth in electricity charges between 2017 and 2019

A B C D

JHB -1% -1% -1% -1%

CPT 4% 4% 4% 4%

ETH 3% 3% 3% 3%

TSH 3% 3% 3% 3%

EKU -7% -5% 0% 2%

NMB 3% 3% 3% 3%

MAN 5% 5% 0% 0%

BCM 3% 3% 3% 3%

MSU 3% 3% 3% 3%

As noted previously, load-shedding and increased uptake of SSEG are drivers of lower growth in 
electricity service charges. In Ekurhuleni, electricity charges for package Types A and B decreased as 
a result of the change in its inclining block tariff structure and the introduction of free 0–100 kWh in 
2018/19.
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TABLE 36: Growth in solid waste charges between 2017 and 2019

A B C D

JHB 0% 16% 6% 6%

CPT 4% 4% 4% 4%

ETH 0% 7% -2% 7%

TSH 5% 5% 5% 5%

EKU 5% 5% 5% 5%

NMB 6% 6% 6% 6%

MAN 6% 6% 6% 6%

BCM 7% 7% 7% 7%

MSU 4% 4% 4% 4%

Johannesburg and eThekwini do not charge solid waste tariffs for Type A households, and so the 
growth in those charges was 0%. The growth in solid waste charges was the same for all package 
types in Nelson Mandela Bay, Buffalo City and Msunduzi because these cities charged a flat rate 
across all service packages in 2016/17 and 2018/19. 

TABLE 37: Growth in property rates between 2017 and 2019

A B C D

JHB 2% 2% 2% 2%

CPT 4% 4% 4% 4%

ETH 2% 2% 2% 2%

TSH 1% 1% 1% 1%

EKU 2% 2% 2% 2%

NMB 3% 3% 3% 3%

MAN 4% 4% 4% 4%

BCM 3% 3% 3% 3%

MSU 4% 4% 4% 4%

For property rates, the increase was the same across package types in a city, with growth rates between 
2016/17 and 2018/19 ranging from 1% (in Tshwane) to 4% in Cape Town, Mangaung and Msunduzi. 
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AFFORDABILITY OF MUNICIPAL BILLS 
The affordability of municipal bills is assessed by calculating the size of the bill as a percentage of the 
benchmark household income, which is a commonly applied metric for the ability to pay. Bills are 
assumed to be affordable if the percentage falls below a specified threshold. 

Price of service packages relative to household incomes 
To measure the change in the affordability of municipal bills, the price of service packages A to D in 
each city are compared with the benchmark household real incomes (in 2012 Rands). Tables 38 to 
41 list the service packages for the nine cities, which are sorted in ascending order of the percent 
value in 2017. The ‘Change’ column shows the increase or decrease between 2016/17 and 2018/19. 
A positive value (shaded in orange) shows that affordability worsened because the bill increased as 
a percentage of income. 

TABLE 38: Price of package A as a % of benchmark incomes, ranked by city (2017 and 2019)

TYPE A

2017 2019 CHANGE

EKU 8.9% 7.6% -1.3%

MAN 9.5% 12.4% 2.9%

MSU 10.0% 14.5% 4.5%

NMB 11.7% 10.0% -1.7%

CPT 11.8% 13.4% 1.6%

ETH 12.1% 11.4% -0.7%

Average 12.5% 11.6% -0.9%

TSH 12.8% 12.3% -0.5%

JHB 14.3% 8.9% -5.4%

BCM 14.5% 14.0% -0.5%

TABLE 39: Price of package B as a % of benchmark incomes, ranked by city (2017 and 2019)

 TYPE B

2017 2019 CHANGE

EKU 6.7% 5.6% -1.1%

MAN 6.8% 8.9% 2.1%

NMB 7.6% 7.7% 0.1%

ETH 7.9% 7.7% -0.3%

MSU 8.3% 10.1% 1.8%

Average 8.6% 8.2% -0.4%

CPT 8.7% 9.0% 0.3%

TSH 8.8% 8.4% -0.5%

JHB 9.6% 6.8% -2.8%

BCM 10.2% 9.2% -1.0%
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TABLE 40: Price of package C as a % of benchmark incomes, ranked by city (2017 and 2019)

TYPE C

2017 2019 CHANGE

MAN 5.5% 6.9% 1.4%

MSU 6.2% 8.7% 2.5%

EKU 6.2% 5.4% -0.9%

NMB 6.7% 5.8% -0.8%

ETH 6.7% 6.4% -0.4%

JHB 7.0% 5.5% -1.5%

Average 7.3% 6.6% -0.6%

TSH 7.3% 6.7% -0.6%

CPT 7.5% 7.2% -0.4%

BCM 9.2% 7.2% -2.1%

TABLE 41: Price of package D as a % of benchmark incomes, ranked by city (2017 and 2019)

 TYPE D

2017 2019 CHANGE

MSU 5.2% 8.2% 3.0%

MAN 5.7% 6.2% 0.4%

JHB 5.9% 5.4% -0.5%

NMB 6.0% 5.4% -0.5%

TSH 6.2% 6.1% -0.1%

ETH 6.3% 5.6% -0.6%

Average 6.4% 5.9% -0.4%

BCM 6.6% 8.2% 1.6%

CPT 8.7% 6.2% -2.5%

EKU 8.7% 5.0% -3.7%

When the average prices for the cities are combined, all four packages became more affordable 
between 2017 and 2019. This suggests that cities may have been prioritising vulnerability and 
inclusion in their tariff design, and giving less priority to financial sustainability.

• In eThekwini, Ekurhuleni, Tshwane and Johannesburg, the affordability of the bills for all four 
packages improved, with the size of the improvements largest for Type A and progressively 
smaller up to Type D, suggesting an overall shift to more progressive tariff structures

• In Johannesburg, the affordability improved for Type A and B packages but declined for Type C 
and Type D packages, suggesting an overall shift to more progressive tariff structures.

• Ekurhuleni continued to have the most affordable Type A, B and C packages and the least 
affordable Type D package, indicating the city’s progressive tariff structure. As noted, in 
Ekurhuleni affordability for all package types improved, especially for Type D.

• In Nelson Mandela Bay, the affordability of Type B packages declined but improved for Types A, 
C and D.

• In Mangaung, all packages declined moderately in affordability, with the largest decline for 
Type A and smallest for Type D, suggesting an overall shift to less progressive tariff structures. 
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• Buffalo City continues to have the least affordable Type A, B and C packages, although the 
affordability of each package has improved since 2016/17. 

• In Cape Town, the affordability for Type A and B declined but improved for the other types.  
The introduction of a basic levy for water no doubt played a part here.

• Msunduzi saw declining affordability across all types, with the largest declines in affordability 
for all types of any city.

Progressive/regressive nature of city bills
Between 2017 and 2019, affordability improved across the cities, but the cost of package Types A 
and B as a percentage of benchmark household incomes was proportionately higher. This points 
to the regressive nature of municipal bills where lower-income households spend a higher share of 
their income on municipal bills. Figure 18 shows the price of packages Types A to D as a percentage 
of benchmark household incomes in 2017 and 2019. 

FIGURE 18: Price of packages Type A to D as a percentage of benchmark household incomes (2017 and 2019)
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Identifying municipal bills that are unaffordable 
Following the analysis presented in previous State of City Finances reports, the affordability of municipal 
bills is measured using 10% of household income as an affordability threshold. This threshold is supported 
by data from the Stats SA Living Conditions Survey 2014/15 (SACN, 2018), although good analysis 
on affordability thresholds in South Africa is not available, particularly for the full municipal bill, and 
government has not proposed an affordability threshold. It should be noted that affordability thresholds 
are somewhat controversial, as they are normative and may differ from place to place over time. 

Table 42 organises the data from Tables 38 to Table 41 differently, to show the change in affordability 
of municipal bills between 2016/17 and 2018/19, and ranks the service packages across cities from 
least to most affordable. The service packages that are more affordable are highlighted in green, and 
those that are less affordable are highlighted in red. 
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TABLE 42: Affordability of municipal bills

CITY PACKAGE 
TYPE

MUNICIPAL BILL AS % OF 
BENCHMARK INCOME IN 2017

MUNICIPAL BILL AS % OF 
BENCHMARK INCOME IN 2019

CHANGE IN  
AFFORDABILITY SINCE 2017

MSU Type A 10.0% 14.5% 4.5%

BCM Type A 14.5% 14.0% -0.5%

CPT Type A 11.8% 13.4% 1.6%

MAN Type A 9.5% 12.4% 2.9%

TSH Type A 12.8% 12.3% -0.5%

ETH Type A 12.1% 11.4% -0.7%

CPT Type B 8.3% 10.1% 1.8%

NMB Type A 11.7% 10.0% -1.7%

Affordability threshold = municipal bill for Type A, B, C or D packages greater than 10% of benchmark household income

BCM Type B 10.2% 9.2% -1.0%

MAN Type B 6.8% 8.9% 2.1%

JHB Type A 14.3% 8.9% -5.4%

MAN Type C 6.2% 8.7% 2.4%

TSH Type B 8.8% 8.4% -0.5%

EKU Type D 5.2% 8.2% 3.0%

TSH Type D 6.6% 8.2% 1.6%

ETH Type B 8.6% 8.2% -0.4%

NMB Type B 7.9% 7.7% -0.3%

MSU Type B 7.6% 7.7% 0.1%

EKU Type A 8.9% 7.6% -1.3%

BCM Type C 9.2% 7.2% -2.1%

JHB Type C 7.5% 7.2% -0.4%

EKU Type C 5.5% 6.9% 1.4%

JHB Type B 9.6% 6.8% -2.8%

TSH Type C 7.3% 6.7% -0.6%

CPT Type C 6.7% 6.4% -0.4%

JHB Type D 8.7% 6.2% -2.5%

MAN Type D 5.7% 6.2% 0.4%

CPT Type D 6.2% 6.1% -0.1%

NMB Type C 6.7% 5.8% -0.8%

ETH Type D 6.3% 5.6% -0.6%

EKU Type B 6.7% 5.6% -1.1%

ETH Type C 7.0% 5.5% -1.5%

NMB Type D 6.0% 5.4% -0.5%

MSU Type D 5.9% 5.4% -0.5%

MSU Type C 6.2% 5.4% -0.8%

BCM Type D 8.7% 5.0% -3.7%
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Table 42 shows similar results to those in 2015 and 2018 State of City Finances publications, in 
particular that lower income households are still struggling the most with affordability. 

• Type A packages in all cities except for Johannesburg and Ekurhuleni exceed the 10% 
affordability threshold. 

• Type B packages are affordable for most cities, with municipal bills accounting for between 
5.6% (Cape Town) and 10.1% (Ekurhuleni) of household incomes. 

• All Type C packages fall below the affordability threshold, ranging from 5.4% (Msunduzi) and 
8.7% (Mangaung) of household income. 

• All Type D packages fall below the affordability threshold, with Ekurhuleni being the least 
affordable at 8.2% of household income. Buffalo City has the most affordable Type D package, 
which has improved significantly since 2016/17. 

CONCLUSION 
Key points from the analysis presented here include the following:

In most cities, the price of municipal services packages has increased in real terms for most 
packages. Between 2016/17 and 2018/19, Ekurhuleni saw a decline in prices for package Types A to 
C, but all the other cities saw increases in the prices of all packages.

Price increases have been highest for the lower income packages and lowest for the higher 
income packages. For the cities as a group, prices of the services packages increased by 2.1% (Type 
A), 2.0% (Type B), 1.2% (Type C) and 1.1% (Type D). 

Price increases have been driven by higher water charges. The highest increases in water charges 
were in Cape Town, followed by Johannesburg, eThekwini and Nelson Mandela Bay. In Cape Town, 
the increases were largely attributable to water restrictions as a result of the drought and abolition 
of free water and sanitation allowances for non-indigent households, while in Johannesburg and 
eThekwini, the increases resulted from changes to water tariffs for the first consumption blocks.

On average, affordability for all packages has improved. This pattern differs from city to city, but in 
many of the cities, the affordability has improved slightly for lower income packages and remained 
stable or become progressively more affordable for higher income packages.

Services are not affordable for the poorest. Type A customers spend more than 10% of their 
household income on municipal bills in all cities, except for Ekurhuleni, while Type B to D customers 
spend less than 10% of their income on bills in all cities.

Structuring and setting tariffs is a delicate balancing act. On the one hand, cities need to ensure 
that tariffs cover the costs incurred to provide a service and are structured in a way that reflects 
these costs as accurately as possible (for example, by including a basic levy to cover fixed costs). On 
the other hand, cities need to ensure that municipal bills remain affordable to protect the vulnerable 
and to encourage payment. Although recent data on household income is limited, incomes appear 
to be stagnant or declining in real terms, while the costs of providing services continue to increase, 



55

C
H

A
P

TE
R

 3
H

O
U

S
EH

O
LD

 B
ILLS

 A
N

D
 A

FFO
R

D
A

B
ILITY

driven by negotiated wage increases in excess of CPI, and above-inflation increases in electricity and 
water bulk tariffs. This has resulted in above-inflation increases of municipal bills. Taken together, an 
affordability crunch seems to be on the horizon and will be substantially exacerbated by Covid-19. 
Although good data on the impact of Covid-19 on household incomes is not yet available, initial 
research suggests that 8 in 10 South Africans experienced a reduction in income over the lockdown 
(IOL, 2020). The extent to which incomes will ‘bounce back’ is still unknown. 

Cities are facing a dilemma. Their populations and households are growing rapidly, especially for 
lower income groups, economic growth is slow, unemployment is rising, and household incomes 
are stagnating for all but the wealthiest. Slow economic growth means pressure on the national 
fiscus and slower growth in the equitable share. Meanwhile, cities continue to experience above-
inflation increases in some of their key cost drivers, notably salaries and bulk purchases.

To offset the rise in input costs, cities must look to improve efficiencies wherever possible, and some 
cities have substantial room to improve on parameters such as non-revenue water and electricity. 
In addition, cities need to review the structure of their inclining block tariffs, taking into account the 
actual consumption patterns of their residents, to ensure that these are pro-poor as far as possible. 
Basic levies are likely to become increasingly important for financial viability, but where possible 
should be structured to reduce their regressive nature. Finally, cities can minimise errors of inclusion 
and exclusion by reviewing the targeting of their subsidies, to ensure maximum accuracy. 

Ultimately, cities can only provide affordable services within their overall financial ability. In this 
regard, cities may need to consider interventions, such as: 

• Scaling back levels of service to make them more affordable.

• Increasing focus on core services.

• Avoiding unfunded or expanding mandates.

• Making better use of revenue sources other than property rates and tariffs. 

Higher levels of transfers would assist cities but are unlikely in the current economic environment. 
Now is perhaps the time to reopen the discussion about a new tax instrument for cities in order to 
ensure continued financial sustainability. 
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The White Paper for Local Government (RSA, 1998) recognised that, while the envisioned local 
government would have substantial revenue-raising powers, these would not be sufficient to 
meet all its expenditure obligations. The White Paper proposed that a system of intergovernmental 
transfers be put in place to “enable all municipalities to deliver a package of basic services to all 
low-income and indigent households in their areas” (ibid: 27). Such a system would need to address 
both the vertical division of revenue (the share of revenue allocated to local government) and the 
horizontal division (how this amount is allocated between municipalities). 

According to the Constitution (ss 227), local government is “entitled to an equitable share of 
revenue raised nationally to enable it to provide basic services and perform the functions allocated 
to it” (RSA, 1996: 136). Local government’s share of national revenue is transferred through the 
Local Government Equitable Share (LGES) and various conditional transfers. This makes the LGES 
a key component of the overall municipal fiscal framework. It is intended to provide funding 
for municipalities “to deliver free basic services to poor households and subsidise(s) the cost of 
administration and other core services for those municipalities with the least potential to cover 
these costs from their own revenues”. (RSA, 2020: 98). The LGES is an unconditional grant, and so 
municipalities have complete discretion over how they spend it.

THE LGES FORMULA AND SIZE OF LGES ALLOCATIONS  
TO CITIES
The Budget Council determines the horizontal division of revenue, including the portion of national 
revenue allocated to local government each year, as required by the DORA and endorsed by Cabinet. 
In 2018/19, local government received 8.9% of the revenue raised nationally (National Treasury, 
2020a), a share that has remained relatively stable over time. About half (51%, or 4.6% of nationally 
raised revenue) of this revenue was in the form of the LGES. 

The vertical division of the LGES between the 257 municipalities is achieved through a formula, 
which determines the percentage share of the full LGES to be allocated to each municipality in the 
budget process. The formula is based on demographic and other data and has three parts, made up 
of five components:

LGES =  BS + (I + CS)xRA ± C 
Where 
BS is the basic services component 
I is the institutional component 
CS is the community services component 
RA is the revenue adjustment factor 
C is the correction and stabilisation factor
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Basic services component (BS)
Cities receive their allocations largely through the BS component, which is intended to fund the 
provision of free basic services. Each municipality’s allocation is calculated based on the assumed 
number of households that qualify for free basic services and the cost of providing those services. 

• Households that qualify for free basic services: National Treasury applies an income threshold of R2,300 
per month, which is roughly equivalent to two state old-age pensions in 2011, or about R3,700 
a month in 2020 terms. With no reliable national dataset available, the number of households in 
each municipality assumed to fall below this threshold is estimated annually, based on household 
growth rates between the Census 2011 and Community Survey 2016, and rebalanced using the 
average annual provincial growth reported in the General Household Surveys. 

• Assumed cost of providing basic services: National Treasury applies an assumed cost for providing 
6kl of free water, 50kWh of free electricity, and sanitation and solid waste based on service levels, 
which national policy determined to be R383.12 per poor household in 2018/19. This amount is 
adjusted annually and includes an allocation of 10% for service maintenance costs. 

The BS component is calculated by multiplying the assumed cost of providing basic services by the 
number of households assumed to qualify.

Institutional and community services component (I+CS)xRA
This component is intended to subsidise the administrative costs of a municipality (I) and the 
services that are accessed collectively rather than individually, including municipal health, fire, roads, 
cemeteries, planning, stormwater management, street lighting and parks (CS). These are allocated 
based on the number of councillors and total number of households respectively, with the I part 
further including a fixed component.

The formula is structured so that the full LGES is allocated among the municipalities. To ensure this, 
the BS component is kept fixed and the per councillor and per household allocations for the I and 
CS components are adjusted up or down. In other words, higher BS allocations will result in lower I 
and CS allocations. 

The I and CS components of the formula are adjusted to direct funding towards those municipalities 
least able to raise own revenues. This is done based on an index that considers the total income of 
all individuals/households in a municipality, reported property values, number of households on 
traditional land, the unemployment rate, and the number of poor households as a percentage of total 
households in the municipality. All data used is from Census 2011. Municipalities are ranked based 
on the index (RA factor), and so the top 10% of municipalities receive zero I and CS components, 
while the bottom 25% receive the full I and CS components, and those in between receive the I and 
CS components on a sliding scale.

The impact of applying the RA factor is to substantially reduce the LGES allocated to cities. In 2018/19, 
Johannesburg, Ekurhuleni, Tshwane, Cape Town, eThekwini, Nelson Mandela Bay and Mangaung 
received zero I and CS components after the RA factor had been applied, while Msunduzi’s I and CS 
component was adjusted down to 10% of the unadjusted allocation and Buffalo City’s to 16%.
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Correction and stabilisation factor (C)
The C factor is intended to ensure a degree of stability to each municipality’s allocation, and the 
way in which it is applied has changed since 2013/14. The current LGES formula was introduced in 
2013/14 using updated Census 2011 data, and changes in allocations due to this new formula were 
phased in between 2013/14 and 2017/18. The formula was then updated based on Community 
Survey 2016 data, which again resulted in changes to allocations for some municipalities, with these 
changes phased in between 2017/18 to 2019/20. 

IN SUMMARY

• Cities receive allocations almost entirely through the BS component, although Buffalo City and 
Msunduzi receive small allocations through the I and CS components. 

• The BS component is allocated based on the number of poor households in each city, using 
National Treasury estimates based on various Stats SA datasets, and an assumed cost of 
providing free basic services per poor household.

• The way in which the C factor has been applied has changed during the period under review.

Since 2015/16, LGES allocations to the cities have grown by an average of 9% per year (Table 43).

TABLE 43: Local Government Equitable Share allocations (2015/16–2018/19 and 2018/19–2022/23)

R-MILLION
ALLOCATIONS EX DORA AVERAGE  

GROWTH RATE
AVERAGE  

GROWTH RATE  

2015/16 2016/17 2017/18 2018/19 2015/16–2018/19 2019/20–2021/22

JHB 2,864 3,182 3,667 4,230 10% 7%

CPT 1,810 2,013 2,293 2,575 9% 6%

EKU 2,181 2,381 2,720 3,145 10% 7%

ETH 2,115 2,319 2,583 2,893 8% 6%

TSH 1,654 1,865 2,133 2,398 10% 7%

NMB 775 798 844 940 5% 6%

MAN 597 630 631 684 3% 6%

BCM 655 678 705 778 4% 5%

MSU 396 432 468 506 6% 6%

Total 13,047 14,299 16,044 18,148 9% 6%

Table 44 shows the number of poor households and cost of basic services assumed in the LGES 
formula for 2015/16 and 2018/19. The allocations per poor household are calculated by dividing the 
total LGES allocated to the city by the number of poor households assumed by National Treasury in 
the formula. Therefore, they capture the changes in the BS component and in the C factor (the I and 
CS component for Buffalo City and Msunduzi).
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TABLE 44: Number of poor households (hh) assumed in LGES formula (2015/16–2018/19) 

NUMBER 
OF POOR 

HH

NUMBER 
OF POOR 

HH

AVERAGE 
GROWTH RATE 

IN POOR HH

MONTHLY 
ALLOCATION 

PER HH 
(RANDS)

MONTHLY 
ALLOCATION 

PER HH 
(RANDS) 

AVERAGE 
GROWTH RATE 
IN ALLOCATION 

PER HH

2015/16 2018/19 2015/16–2018/19 2015/16 2018/19 2015/16–2018/19 

JHB 772 332 915 393 4.3% 309.03 385.07 5.7%

CPT 500 351 556 719 2.7% 301.42 385.39 6.3%

EKU 575 154 681 508 4.3% 316.03 384.58 5.0%

ETH 557 023 624 735 2.9% 316.48 385.90 5.1%

TSH 455 108 515 242 3.2% 302.93 387.86 6.4%

NMB 187 095 202 822 2.0% 345.02 386.02 2.8%

MAN 134 258 146 285 2.2% 370.34 389.37 1.3%

BC 139 622 154 447 2.6% 391.02 419.80 1.8%

MSU 97 742 101 799 1.0% 337.44 414.09 5.3%

Total 3 418 685 3 898 950 3.3% 318.03 387.88 5.1%

• The higher growth in overall LGES allocations to the Gauteng cities (Johannesburg, Ekurhuleni 
and Tshwane) are driven to some extent by higher rates of growth in the number of poor 
households in these cities. In general, the assumed growth rate is higher in the larger cities 
(Johannesburg, Ekurhuleni, Tshwane, Cape Town and eThekwini) than in the smaller cities, and 
notably lower in Msunduzi compared to the other cities.

• Between 2015/16 and 2018/19, the BS allocation per poor household grew from R318.03 to 
R387.12, or by 5.1% per year on average, ahead of inflation which was 4% over this period.

• In 2015/16, the changes in how the C factor was applied resulted in downward adjustments 
in Johannesburg, Cape Town and Tshwane; small upward adjustments in Ekurhuleni and 
eThekwini; and substantial upward adjustments in Nelson Mandela Bay, Mangaung, Buffalo City 
and Msunduzi. In 2018/19, however, it resulted in small upward adjustments in all cities. The 
net effect has been to reduce the growth in allocations to the smaller cities, which shifted from 
large to smaller upward adjustments, and to boost the growth in Johannesburg, Cape Town 
and Tshwane, which shifted from downward to upward adjustments.

• The application of the RA component has meant that Buffalo City and Msunduzi are the only 
two cities to receive any allocations through the I and CS components, which accounts for their 
higher allocations per household in 2018/19.

IN SUMMARY
 

• LGES allocations account for the growth in the number of poor households, but this is done 
through assumed growth applied to outdated datasets.

• The allocation per poor household has grown marginally (1.1%) ahead of inflation over the period.
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HOW THE CITIES USE THEIR LGES
Cities report on the provision of free basic services in Table A10 of the Municipal Budget Reporting 
Reforms standard budget formats submitted to National Treasury each year. As the approach to 
calculating and recording data in Table A10 is likely to vary from city to city, the analysis presented 
here should be treated with some caution. Mangaung and Msunduzi were excluded from the 
analysis due to uncertainty about the accuracy of the data reported in Table A10.10

Number of households provided with free basic services
Figure 19 shows the number of households provided with free basic services in 2018/19, as reported 
by the cities in Table A10, and the number of qualifying households used by National Treasury to 
determine the LGES allocations (black columns). 

FIGURE 19: Households receiving free basic services vs qualifying households used by National Treasury 
(2018/19)11
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The number of households provided with free basic services varies considerably for the different 
services within the same city. For example, eThekwini reports that over 900 000 households receive 
free water and sanitation, but just over 200 000 households receive free basic electricity. To some 
extent this variation is due to different approaches to the types of free basic services, both among 
and within cities. The targeting of subsidies is key to the extent to which they reach indigent and 
poor households, which is touched on later in this section.

Figure 19 shows very low numbers reported by Johannesburg, which is because of changes made 
in 2017/18. Previously, in 2016/17, Johannesburg reported that 1.3  million households received 
free water and sanitation. However, in 2017/18, the City removed the 6kl free water allocation to 
all domestic customers and instead now provides free water and sanitation only to households 

10 This assertion is the authors’ own, based on comparisons between the data reported by Mangaung, the other cities and National  
Treasury assumptions.

11 The data reported in Table A10 of the Municipal Budget Reporting Reforms standard budget formats submitted to National Treasury  
includes households in informal settlements for cities that have reported those figures. In Ekurhuleni and eThekwini, the cities reported total 
costs for the provision of Free Basic Services to informal settlements in 2018/19. However, the number of households receiving Free Basic  
Services in informal settlements was not reported in 2017/18 and 2018/19. In those cities, the analysis uses the figures reported in 2016/17. 



63

C
H

A
P

TE
R

 4
TH

E LO
C

A
L G

O
VER

N
M

EN
T EQ

U
ITA

B
LE S

H
A

R
E

registered for the Expanded Social Package – these households receive between 10 and 15kl free 
water based on their poverty index.12 The low numbers reported speak to controversies around 
indigent registration systems, such as the Expanded Social Package. These systems are criticised 
for being onerous for poor households and often resulting in high errors of exclusion, i.e. deserving 
households are not provided with support (see for example SERI, 2014). 

In many cases, the number of households reported by cities as receiving free basic services differs 
from the number of households assumed by National Treasury when allocating the LGES. In several 
cities, National Treasury’s number of households is higher than the number of households actually 
receiving some or all free basic services, as reported by the cities. Only eThekwini and Tshwane 
report similar numbers of households to those assumed by National Treasury, and then only for 
some services. In the case of eThekwini, substantially more households receive free water and solid 
waste removal services than assumed by National Treasury. This is due to the number of households 
reported as living in informal settlements in eThekwini, where water and solid waste removal are 
provided free of charge. 

Expenditure on free basic services 
Figure 20 shows the expenditure on free basic services (water, sanitation, electricity and refuse) 
reported by the cities in Table A10 in 2018/19 – the black diamonds show the LGES allocations.

FIGURE 20: Expenditure on free basic services vs LGES received (2018/19)
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In 2018/19, Ekurhuleni spent more than its LGES allocation on providing free basic services, Tshwane 
spent almost exactly the amount allocated, while the other cities spent substantially less than their 
LGES allocation. In other words, these cities are spending a large part of their LGES allocation on 
something other than free basic services. 

12 The Expanded Social Package applies a poverty index based on an applicants’ income and personal circumstances as well as the deprivation  
of the area in which the person lives.
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Cost of free services per poor household
The cost per household is calculated by dividing the city’s expenditure on free basic services by the 
number of households receiving these services (Table 45). 

TABLE 45: Cost per household of providing free basic services (2018/19)

RANDS JHB CPT EKU ETH TSH NMB BCM MSU

Water 60 115 89 65 147 351 319

Sanitation 120 73 78 54 40 162 126 24

Electricity 380 53 942 60 147 49 47

Solid waste 50 77 199 36 99 92 205 82

Total 610 317 1 307 214 434 732 471

Note: NMB did not report cost per household for providing water and electricity services

Table 45 makes apparent the different approaches taken by cities to calculate and report on 
expenditure on free basic services, which makes it difficult to compare cities consistently. It shows 
that, for most cities, the provision of free basic services costs significantly more than the R383.12 
used by National Treasury to calculate the LGES allocations. However, some of these figures may 
require probing. For example, Ekurhuleni’s cost per household of providing free basic electricity is 
very high and is a significant driver of the City’s high expenditure on free basic services (Figure 20). 

Volumes of free services per household
To some extent, the different volumes of free services provided by the cities drive the differences 
in per-household cost. The volumes per qualifying households, taken from Table A10, are shown in 
Table 46.

TABLE 46: Volumes of free basic water, sanitation and electricity provided per qualifying customer 

JHB CPT EKU ETH TSH NMB MAN BCM MSU

Water (kl) 6 11 9 6 12 8 10 6 6

Sanitation (kl) 6 7 9 6 6 11 0 0 0

Electricity (kWh) 150 60 100 50/65 100 75 50 50 70

Solid waste (average 
litres per week)

240 240 240 n/a 85 240 80 170 200

Note 1: Johannesburg reports providing 6kl of water and sanitation and 150kWh of electricity free in Table A10. The 
Expanded Social Package, however, currently provides between 10 and 15kl of water free, along with associated sanitation, 
but only between 10 and 30kWh of electricity. The Expanded Social Package has three poverty bands, with different 
volumes provided free to each.

Table 46 highlights that several cities are providing higher volumes than those used by National 
Treasury to calculate the cost of free basic services, which is based on the assumption that 6kl of 
water and 50kWh of electricity are provided free, and a basic sanitation and solid waste removal 
service is provided. 
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TARGETING FREE SERVICES
The ‘targeting’ of subsidies refers to the way in which the intended beneficiaries of a subsidy are 
identified. While there are many targeting methods, they can be grouped into three broad approaches. 

• ‘Broad-based’ targeting refers to when all customers are provided with a subsidy, and little 
targeting is in fact applied.

• ‘Automatic’ targeting refers to when beneficiaries are automatically identified based on 
administrative or other datasets. Targeting may be according to service level, property value, 
consumption or geographic location.

• ‘Registration’ targeting refers to when beneficiaries must register and provide information  
to qualify. Registration is necessary if cities are targeting based on household income because 
cities have no data on household income and so must rely on qualifying households to 
provide evidence. 

Registration approaches are controversial because they often represent “a significantly complex and 
onerous process for beneficiaries to prove their indigent status” (SERI, 2014: 56). As a result, indigent 
registers often suffer from high errors of exclusion, where households who should qualify for a 
subsidy do not receive it because they are not accurately identified. This is confirmed by available 
data. Table 47 shows the number of households in each city estimated by National Treasury for 
2018; the number of households assumed by National Treasury to be poor and qualifying for free 
basic services through the LGES; and the number of indigent households identified by the cities, as 
reported in the Stats SA Non-Financial Census of Municipalities.

TABLE 47: Households, poor households and households identified as indigent (2018)

NUMBER OF 
HOUSEHOLDS

NUMBER 
OF POOR 

HOUSEHOLDS

% OF 
HOUSEHOLDS 

WHO ARE POOR

INDIGENT 
HOUSEHOLDS 

IDENTIFIED BY THE 
MUNICIPALITY

% OF POOR 
HOUSEHOLDS 
IDENTIFIED AS 

INDIGENT

JHB 1 853 371 915 393 49% 152 610 17%

CPT 1 264 949 556 719 44% 225 271 40%

EKU 1 299 490 681 508 52% 102 607 15%

ETH 1 125 767 624 735 55% 568 365 91%

TSH 1 136 877 515 242 45% 501 146 97%

NMB 368 520 202 822 55% 101 258 50%

MAN 265 561 146 285 55% 40 065 27%

BCM 253 477 154 447 61% 152 035 98%

MSU 180 469 101 799 56% 5 480 5%

Total 7 748 481 3 898 949 50% 1 848 837 47%

In 2018, cities identified as indigent only 47% of households assumed by National Treasury to be poor. 
Buffalo City, Tshwane and eThekwini performed relatively well in identifying indigent households, 
while Msunduzi performed particularly poorly. Msunduzi is currently undertaking an exercise to 
expand indigent registration by visiting all residential properties in the municipality, as they believe 
their registration levels to be low.
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This is significant because by 2018/19 all cities had shifted away from broad-based targeting 
towards automatic or registration targeting. A full discussion of the targeting approaches in the 
cities is not provided here, but it is notable that Cape Town, Johannesburg and Ekurhuleni have 
tightened their targeting approaches: in 2017/18, Cape Town and Johannesburg withdrew the 
6kl of free water previously allocated to all customers, followed by Ekurhuleni in 2018/19. The 
other cities were already applying either automatic or registration-based targeting in 2015/16. 
A review of municipal targeting approaches noted that targeting is a complex task and requires 
better data at municipal level, and concluded (SERI, 2014: 72):

[T]he conditions attached to indigent relief more often than not suggest a deep suspicion of the 

poor, and a tight-fisted attitude to the provision of any meaningful assistance. Indigent policies 

seem to be concerned with imposing ever more onerous measures to eliminate the possibility 

that a household that might arguably not require or “deserve” indigent relief will receive it. They 

seem less concerned with ensuring the widest possible access to basic services for those who are 

in dire need.

IMPLICATIONS FOR THE INTENTIONS OF THE LGES AND 
FISCAL FRAMEWORK
Since democracy, the South African government has introduced a substantial social safety 
net to support poor and vulnerable households in the country, including social grants to 
support the elderly, children, the disabled and foster children. An element of this safety net 
is the LGES, which is intended to cover the cost of free basic services to poor households. 
As noted, in 2018/19, the LGES subsidy for basic services was R383.12 per household, with 
allocations per household being higher for municipalities that receive allocations through the 
I and C components of the formula. This makes the LGES comparable in size with the child 
grant per recipient.13 To give a sense of scale, in 2018/19, 17.6 million recipients received social 
grants amounting to a total of R162.9-billion, while R62.7-billion was allocated to the LGES for 
R9.8 million intended recipients. 

Social grants have largely been regarded as well targeted and successful at combating poverty 
in South Africa (see for example Van Der Berg et al., 2010). However, the impact of the LGES has 
been less clear. 

A key issue here is the extent to which the grant is used as intended. As noted, the equitable 
share is intended to enable municipalities to provide basic services and perform the functions 
allocated to them. The way in which this intention is articulated through the LGES formula 
means that the cities receive LGES allocations almost entirely to subsidise the cost of providing 
free basic services to the poor: the revenue-raising adjustment factor diverts LGES allocations 
away from cities and towards other municipalities, which means that cities receive almost no 

13 In 2017/18, the child grant was R410, while the old age grant, disability grant and foster care grant were R1,700, R1,700 and R960, 
respectively.
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allocations to cover their administrative and community services functions. The data reported 
by the cities shows that, as a group, they are delivering free services to fewer households than 
envisioned in the allocation formula, and spending a significant portion of the grant to cover 
costs other than the provision of free services. Cities are entirely within their rights to spend 
the LGES on items other than free services because it is an unconditional grant. However, the 
data indicates that the intention of the grant, at least in so far as it is articulated through the 
LGES formula, is not in fact being fully realised.

The White Paper for Local Government (1998) speaks about a system of transfers that would 
support both low-income and indigent households, but the LGES has increasingly been focused 
on indigent households. Cities have moved away from broad-based targeting of the grant and 
are tightening their targeting approaches, with Cape Town, Johannesburg and Ekurhuleni all 
withdrawing the provision of free water to all customers. Indigent registration rates are generally 
low, with high errors of exclusion, although some cities at least apply automatic targeting of 
subsidies in addition to registration. Cities have indeed moved closer to SERI’s view, in focusing 
on reducing the possibility that households who do not ‘deserve’ indigent relief receive it, instead 
of focusing on broadening access as far as possible. Yet, as Chapter 3 highlights, affordability of 
municipal services is increasingly constrained for low-income households.

Given that LGES allocations per household have not been eroded in real terms (between 2015/16 
and 2018/19, the basic services cost assumed in the formula grew by 1.1% ahead of inflation on 
average per year), something else is clearly at play. 

Since the 1998 White Paper, which established the basis for the local government fiscal 
framework (LGFF), two changes in the context in which cities function provide some insight. 
In 1998, South Africa: 

• had some of the lowest bulk electricity prices in the world, and municipalities earned 
significant margins on the sale of electricity (PARI, 2020); and

• was anticipating a period of rapid economic growth, with the Growth, Employment and 
Redistribution (GEAR) programme targeting growth of 6% per year. 

Between 2003 and 2007, growth rates were close to the GEAR target, but over the past 10 years, 
economic growth has been sluggish and far lower than anticipated in 1998. The cost of bulk 
electricity and water has also increased at above-inflation rates (see Figures 7 and 8). 

These two contextual factors speak to the fact that cities are functioning in an environment 
of ever-increasing input costs and a sluggish economy, which constrains growth in revenue 
and leads to an increase in the number of low-income households requiring support. Cities are 
finding it increasingly difficult to raise sufficient revenues to cover their many (and expanding) 
expenditure obligations. As a result, they rely on the LGES to subsidise some of these obligations 
and are not able to use it only for free basic services, as intended. As their fiscal space closes, 
cities are forced to target subsidies ever more tightly, rather than expanding support.
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The growing funding gap in cities can be disaggregated into (SACN, 2018):

• An unfunded mandate gap: municipalities are incurring expenditure on services and functions 
that are not in their mandates and for which they do not receive revenues.

• An expenditure inefficiency gap: municipal expenditures are higher than the reasonable levels 
required to provide services.

• A transfer gap: transfers do not completely fill the structural gap.

• A fiscal effort gap: municipalities do not exert sufficient fiscal effort to collect all the own 
revenues implied by their fiscal capacity. 

The inefficiency and fiscal effort gaps are, at least in part, within the control of cities, and some have 
considerable space to improve in these areas – indeed, cities must continue to do so. However, the 
unfunded mandate and transfer gaps are largely structural. They speak to the fiscal framework itself 
and the extent to which cities are allocated functions and revenue sources appropriately. Options 
identified in the previous State of City Finances (SACN, 2018) included cities focusing on their core 
mandate, government increasing transfers or introducing a new transfer, or introducing a new 
source of tax revenue – these last two options are very difficult under the current fiscal conditions. 

It is perhaps time for a complete review of the LGFF, using the 20 years of empirical data now 
available to “clarify our options in respect of the operating and financial structure of local 
government” (PARI, 2020: 29). The Covid-19 crisis has also breathed new life into the long-standing 
debate around a basic income grant, which would be a substantial change to the social safety net 
in South Africa. 

In conclusion, the available data suggests that the LGES is not being used as intended, but this is 
at least in part due to the increasing pressure on the fiscal framework within which cities operate. 
The evidence is growing that it is time for a significant change and a review of how cities and 
other municipalities deliver on their constitutional mandate to ensure the provision of services to 
communities in a sustainable manner, particularly in the wake of Covid-19.



ADDENDUM
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