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Section One: Summary Introduction 
 
SALGA has prepared a summary of its review and recommendations from last year’s report and also 
in terms of a fresh analysis for the current year. This report is written on the premise that water 
board need to be both sustainable by way of a fair tariff but also as efficient as possible to maintain 
low factor input costs and affordable living standards.   

1. Summary Findings and Position on Last Year’s Report 

The chief findings and recommendations and results of last year’s report are summarised in the 
accompanying table and text. The result and action taken on last year’s recommendations is outlined 
in the third column. These issues largely remain an ongoing concern and are to be readdressed.  

Issue Recommendation Result 
Bulk water tariff increase 
application price increases are 
without exception set above 
anticipated price increases in 
utilities’ business plans.  

1. Water Boards should be caused to 
provide a justification of this 
difference before the tariff is 
approved. 

No justification has been 
provided. The current 
year’s discrepancies are 
wider than last years.  

Raw water charges increasing 
by 8% to 13%. DWA has 
capped increases at 30% 
indicating potential dramatic 
raw water cost increases.  

2. a) Review Raw Water pricing Policy 
and phasing of price increases 
before tariff determinations is 
made. 
b) Revise pricing to PPI plus 3% to 
preserve required return on assets.  

 

Decline in asset productivity 
by way of a capital 
expenditure program of 
98.7% of current assets and 
water sales growth of 15.2%. 

3. The Regulator to investigate the 
assumptions informing the 
expansionary policy in the light of 
declining asset productivity. 

 

Asset growth to be financed 
by way of increased debt and 
no equity additions by the 
Shareholder.  

4. a) review appropriateness of debt 
levels. 
b) Make equity contributions as 
Shareholder. 
c)Consider other Shareholders.  

 

There is a wide range of 
return of assets from 0.24% 
through 23.05%. Sector 
average of 7.72% is close to 
the PPI of7.40%.  

5. Call for a motivation for excess 
surpluses above PPI and a 
motivation for sustainability below 
PPI.  

 

Staff cost increases should be 
contained at 10%. Chemical 
costs reduced by enhanced 
procurement or cooperative 
buying.  

6. a)The regulator scrutinise costs 
b) Set cost driver targets.  

 

The Regulator to take decisive 
steps to reduce pollution 
bearing in mind the 
constraints of the sector.  
 

7. Reverse the increasing trend in 
pollution of raw water resources. 

Limited progress has 
been made.  
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General recommendation 8. Scrutiny of each water board be 
conducted as proposed. 

A general review has 
been made by the 
Shareholder.  

General recommendation 9. A pricing policy for the entire water 
value chain be made in 2010/11. 

In a process of being 
revised. 

General recommendation 10. Separation of water board 
regulation and shareholding role. 

An independent 
regulator in a process of 
been established   

Table 1: Summary of SALGA's 2010 Recommendations and Actions Taken 

2. Summary of comments and recommendations for the Financial Year 2011/12 

2.1. Affordability and Competitiveness Issues 

International research confirms that lower income countries also have lower tariff structures given 
the lower input costs. Non-recovery of all costs is common even in high income countries where only 
30% of tariffs are sufficient. Water charges above 5% of household income are not honoured or 
sustainable. Tariffs are often above this threshold in South African communities. China has notably 
maintained its water tariff to 1% of household income.  South Africa’s competitor counties with low 
water tariffs show better international competitiveness as understood in the World Economic 
Forum’s competitiveness rankings. Maintaining very low water tariffs is thus essential for social 
affordability and economic competitiveness. South Africa’s tariff increases have begun to exceed the 
tariff increases for other comparative counties.  

Recommendation 1: The extension of new schemes should factor the tariff as a percentage of 
household disposable income for all segments of community’s incomes.  

2.2. High Costs of Low Water Tariff Utilities 

Utilities with low raw water input costs post much higher operating costs than utilities with high raw 
water costs when the cost of raw water is disregarded. This is true for labour, maintenance 
materials, other operating expenditure and in terms of surpluses accumulated. This may be due to 
economies of scale for high raw water cost utilities. It may also be due to lax cost control in utilities 
not under high raw water cost pressure.  

Recommendation 2: A bespoke analysis be made of the necessity and efficiency of labour costs and 
maintenance costs for low raw water cost utilities by way of statistical sampling and verification of 
costs.   

Recommendation 3: The budgeted surpluses for the low raw water cost utilities is concomitantly 
high relative to high raw water cost utilities and it is recommended that the water tariff increases 
be reduced in line with a 5% average surplus. 

2.3. Lower Participation of Local Government in Total Tax Collection 

Local Governments share of the total tax collected has fallen from 5.8% of total tax collection 
between national, provincial and local government to a low of 3.6% in 2007 and 4.1% in 2008 
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according to National Treasury. This tax does not include transfers under the Division of Revenue 
Act. It may indicate the increasing inability of communities to afford public services.  

Recommendation 4: The Regulator must factor the ability of local council’s to absorb tariff 
increases and alternative financing of utilities should be explored.  

2.4. Tariff Applications Variance from Business Plans 

The trend noted in SALGA’s previous submission of tariff applications that are higher than tariffs in 
approved business plans has continued in the present period. The situation has in fact become 
worse. The sharp increase in labour, power and chemical costs have been cited as reasons for the 
much higher tariff increases. SALGA’s interrogation of the business plans and tariff applications 
exposes, in some cases, weak planning assumptions that should have factored the cost increases in 
question. In some cases outright manipulation of the costs is probable.  

Recommendation 5: The Regulator is to examine the detailed comments of SALGA in respect of 
dubious cost escalations with utilities identified and reduce the tariff accordingly.  

2.5. Capital and Operating Cycle Optimisation 

An analysis of the year-on-ear cost changes of most utilities betrays a very short-term planning 
horizon as the current operating position of the utility is corrected to desired operating metrics and 
held constant thereafter. This betrays a lack of long-term capital planning and associated financing 
of the utility. The consequence is too often very large tariff increases thrust on Water Authorities. 
Water Authorities resent having to bear the consequence of poor capital planning and hence a lower 
tariff should be prescribed to encourage more consistent tariff increases. Long-term feasible capital 
planning can lead to better pricing and tenor of loans. Entering into long-term supply agreements 
can similarly enhance the credit profile of the utilities.  

In many cases, dramatic reductions in debtor’s days are forecast. This is not done in proper 
consultation with the Water Authorities in question and may not be feasible. 

Recommendation 6: The Regulator must encourage Utilities to formulate realistic capital 
expenditure programs based on the affordability of debt and a smoothed optimisation of the 
operating cycle to avoid unrealistic charges to Water Authorities. Unrealistic capital and 
operating changes must not be passed to Water Authorities by way of sharp tariff increases.  

2.6. Alternate Financing Options 

Financing of new schemes is almost universally by way of tariff increases and only in some cases is 
debt leveraged to shift the financing burden out to later periods. The use of off balance sheet project 
finance is not used. The application of Umgeni Water calling for grant financing that is based on 
viability gap funding as motivated by the economic and social value of the project is very 
encouraging and supported. Rationalisation of the sector and not the proliferation of new utilities is 
recommended as a means to mitigate tariff increases.  

Recommendation 7: The Regulator should investigate new capital programs as being eligible for 
project finance and encourage such transactions to isolate financing to water beneficiaries 
especially new industry and mining. Applications for national government assistance in capital 
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such as in the case of Umgeni Rural Water Projects for Regional Bulk Infrastructure Grant funding 
are applauded and should be escalated to the point of policy.  

2.7. Better Reporting Required  

(a) General 

Better reporting is necessary to better interrogate the validity and sustainability of tariffs. A split 
between water sales and other operating income is advised to determine the viability of other 
operating activities and its contribution or burden on water sales and the fixed cost base of the 
utility. In the absence of long-term cash flow models to note the accumulated depreciation and 
carrying value of assets.  

Mandatory and uniform reporting on operating metrics is necessary to form an accurate view of 
utilities efficiencies such as length and diameter of pipe infrastructure. Financial information lacks 
context without such verified information. Inequitable subsidisation of tariffs is noted and the cross 
subsidisation of one scheme for another should be reported as a transparent measure to ensure 
equity.  

(b) Cash flow Model Tariff Setting 

The Regulator has issued guidelines on tariff setting by way of a twenty-year cash flow model setting 
out capital requirements and factoring capital and interest payments. This is the only acceptable 
basis for adjudicating tariffs. SALGA has only received one such model. Other models, where 
provided, fall completely short of the requirements and intentions of the guidelines. In the absence 
of such a model, tariff setting is a subjective negotiation based on perceptions of inflation which is 
insufficient to protect both Water Boards and Water Authorities.  

Recommendation 8: The Regulator is to take cognisance of the limitations of the current reporting 
in the award of bulk water tariffs and to prescribe a better reporting format to Water Boards.  

Recommendation 9: The Regulator is to enforce the need to prepare and submit a long-term cash 
flow model as the authoritative instrument in tariff setting.  

2.8. Capital Growth Capacity 

The Water Board Sector plans capital expenditure of almost 100% its current asset value over the 
business plan projected period (South African Local Government Association, 2010). Sustainable 
growth rate of 7.4% and an affordable growth rate of 9.7% at a debt ratio of 50% is however 
possible. These growth rates are premised on the sustainability of the current margins and prices 
being advocated by the utilities. These increases are not affordable and the actual sustainable and 
affordable growth rates are much lower. The degree of affordability of the capital expenditure 
budget should be dynamically updated in a utility’s cash flow model unless it is limited by the 
Regulator’s debt ceiling.  

Recommendation 10: That the Regulator cause each utility to determine its own affordable growth 
rate based on CPI price increases and that capital expenditure projections be limited to this 
funding ability.  
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The following table is a summary of comments made on each utility as contained in separate comprehensive reports. 
 

Utility Proposed and 
Recommended  
Tariffs 

SALGA Commentary on Key Issues 

Amatola Application:   8.96% 
SALGA tariff: 7.96% 
 
 

(a) Better reporting on the distinction between bulk water and other operating income and the common fixed costs of the utility.  

(b) Capital planning is accurate however, the feasibility of securing large-scale grant funding [R460 million] and accumulating a sufficient 
surplus to service the capital budget is in doubt. Amatola laudably has developed growth scenarios. The capitalisation of these needs to 
be better research and probabilities noted. Amatola is forecast to accumulate new reserves of some R114 million and raise a loan of 
R124 million.  

(c) Motivation is required for tariff discrimination in favour of rural communities where the tariff could be R12.72 / kl unsubsidised.  

(d) Little use is made of debt financing to smooth tariff increases. The average debt percentage to equity is 25%.  

(e) The forecast accumulation of R114 million in new reserves should be clearly accounted for and a more aggressive debt raising program 
initiated to factor the cost of the new capital program over an appropriate term. 

Recommendation 11A: A reduction in the proposed tariff increase of 1% which is to be transferred to debt funding for Amatola.  

Bloem 
Water 

Application:   9.17% 
SALGA tariff: 9.17% 

 

 

(a) Robust increases in revenue planed in the short term based on increase water sales.  

(b) Aging infrastructure demands high refurbishment costs. 

(c) Capital planning is unclear in terms of authorised expenditure and on which schemes and the total capital budget.  

(d) The revaluation of assets and large depreciation charge highlights the need for a cash-flow model to determine the net cash position 
after refurbishment and capital expenditure.  

(e) Cost increases are in all categories on the high end. Water costs increase by 15.5%; chemicals 15% etc. and it is suspected that these 
costs are inflated.  

(f) Certain municipalities are in default and a debtors as a whole should be maintained to avoid cross subsidisation pressures.  

(g) Non-revenue water is high (9%) and a campaign to repair leaking infrastructure is apposite to avoid unnecessary tariff costs.  

Recommendation 11B: The tariff application is acceptable.  
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Botshelo 
Water 

Application:   N/a 
SALGA tariff: N/a 

 

(a) The level of reporting on costs in the available data is poor.  

(b) Botshelo has very high raw water costs. Cost relief in this area is critical. 

(c) Other costs are low compared to the average cost.  

No recommendation is made.  

Bush 
buck water 

Application:   7.25% 
SALGA tariff: 7.25% 

 

 

(a) The operating model of Bushbuck Water is in free-fall. The reserves of the utility have/are being depleted.  

(b) The projected tariff is clearly aimed a survival in order to cover the anticipated costs.  

(c) The gargantuan debtors book jeopardises the solvency of the utility and an urgent remedy is required.  

(d) Multiple citings of financial and management impropriety point to the need for a revitalised board or the subsuming of Bushbuck 
Water into a performing utilities control.   

(e) The proposed tariff is otherwise a fair one and does not appear to be unnecessarily inflated. 

(f) Events have potentially overtaken the documentation used in this analysis and a fresh opinion based on Rand Water’s interaction may 
be apt.  

Recommendation 11C: Accept the water tariff increase at 7.25% 

Lepelle 
Northern  

Application:   11.74% 
SALGA tariff: 8.69% 

(a) High surplus must be better justified in terms of future priorities.  

(b) Little credible thought placed in the business plan projections creating doubt as to how well Lepelle is pursuing cost containment.  

(c) Cost of water projections are dubious.  

(d) Labour costs have however been well contained however the containment comes after very high labour adjustment in previous years 
going from 27% of costs in 2009 to 37.5% in 2010.  

(e) High water losses at 8.5% together with a constraint on water suggest that containing non-revenue water ought to be a priority the 
cost of which is otherwise thrust on tariff payers.   

(f) Forty-percent of the five-year capital budget relates to corporate capital expenditure [building headquarters building] which is seen as 
unnecessary.  
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(g) Profit seeking behaviour is worrisome together with high budgeted surplus of some 27% of total projected costs in terms of the tariff 
determination. Budgeting a third of the tariff as surplus with no debt is a very inefficient and expensive exercise not motivated in terms 
of its application.  

(h) Assets are financed by way of accumulated surpluses and there is negligible use of debt financing to spread the burden over a longer 
period and defer tariff increases. The R250 million of new capital projects should be financed by debt funding spreading the burden to 
future beneficiaries of the water.  

(i) The very low water costs do not necessarily reflect the scarcity of the water and may have encouraged a lax environment for fiscal 
discipline.  

Recommendation11D: The increase in the business of 8.69% is recommended and not the 11.74% applied for on the basis of unnecessary 
corporate capital expenditure and the avoidance of debt financing.  

Magalies 
Water 

Application:   14.94% 
SALGA tariff: 11.50% 

(a) Poor quality of financial assumptions employed in the projections. Water costs increase and decrease dramatically over subsequent 
periods casting doubt on the consistency of other costs.  

(b) Opportunistic pricing of power (43% In 2009), chemicals (33% in 2011) and potentially labour (30% increase in 2012) warrant direct 
investigation before a tariff is approved.  A water cost increases of 30.8% and 23.7% in 2009 and 2010 are suspect.   

(c) Manipulation of projected surpluses by way of merely adapting the operating cost figure calls this figure into question and whether the 
costs are necessary in the production on other operating income.  Between 2010 and 2011, other operating costs increase by 111.5% 
and operating revenue by 52.6% suggesting no true relationship between costs and revenue.  

(d) Magalies does however pursue new service delivery opportunities aggressively which is laudable.  

(e) The tariff increase of 14.94% in the light of cost increases that are very much above the average is not justified.  

Recommendation 11E: A tariff increase of inflation at 6.5% plus 4% is recommended as sufficient and as an incentive to produce more 
accurate reporting.  

Mhlathuze 
Water 

Application:   14.19% 
SALGA tariff: 14.19% 

(a) The utilities new operations demand a sharp increase to service debt falling due in the next period. Commercial debt funding has 
proven cheaper than development finance alternatives calling into question the role of such institutions. Mhlathuze’s debt terms are of 
a far shorter term that life span of the assets and this places undue pressure on the tariff increase.  

(b) The utility suffers high debt ratio of some 60% in 2011. This is reduced to 30% in 2015 and a concomitant increase in accumulated 
surpluses.  

(c) Subsidisation of water charges by waste water charges is budgeted to spread the burden of the interest and capital charge. It is 
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however questionable if this is a legitimate policy. 

(d) Mhlathuze has consulted extensively with its partner municipalities. 

(e) Water losses are significant.  

(f) Opportunities for the provision of water to large-scale business are pending which schemes could be financed off balance sheet.   

(g) Rationalisation of the scheme by way of incorporation of other schemes is a possible cost reduction option that ought to be explored 
and quantified in purist of better efficiencies.  

(h) A 14.19% increase is applied for. The planning and explanation documents provide a consistent planning view. 

Recommendation 11F: The tariff is to be accepted as stated however refinancing with a longer tenor loan facility is recommended to 
avoid an above inflation increase in subsequent years.  

Midvaal 
Water 

Application:   14.94% 
SALGA tariff: 12.00% 

(a) Limited data submitted. No business plan. Excel model not standardised and merely a part of a larger model not supplied. Three-year 
limited projection supplied.  

(b) Tariff application describes the revaluation of assets and better provision for depreciation.  

(c) Power cost increases of 23.1% from 2010 to 2011 are low. Chemical costs appear also to be in decline from 14c/kl to 12c/kl in 2011.  

(d) The tariff adjustment is tempered by the release of provisions and deferral of depreciation to mitigate the increase.  

(e) A loan has also been accepted to smooth the tariff increases and above average use of debt is also noted.  

(f) Main challenge is weakening demand due to reduced mining activity and an aging infrastructure in need of maintenance.  

(g) A 14.94% increase is applied for with tariffs increasing from R4.04 to R4.64.  

Recommendation 11G: A Tariff increase of 12% is recommended motivated by the fact that the increase in costs for 2011 is mostly by way 
of an increase in depreciation from an asset revaluation exercise which should be deferred to lower inflationary periods. [Depreciation 
charge R31 million from R5 million].  

Overberg Application:   16.26% 
SALGA tariff: 12.00% 

(a) Financial misconduct regrettably frustrates the earning of additional revenue in the working for water program which may have relived 
tariff increase pressures.  

(b) The tariff policy to Witsand Municipality may be unduly unfavourable to ask the Witsand community to move from a low retail tariff 
(about R3.55) to a high country based tariff (aboutR8.09). Tariffs should be borne by each class of water user with equity.  

(c) Overberg is frustrated by the management of inefficiently designed infrastructure. It is not likely that Overberg will be able to charge a 
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tariff sufficient to replace and maintain the pipe line and an application for assistance from central government could be lodged.  

(d) The very high direct labour costs for 48 personnel seem high but may reflect the unusually challenging infrastructure of Overberg. Cost 
differences between audited and business plan figures are sharp raising concerns of accuracy. 

(e) The tariff increase seeks an increase in working capital reserves and provisions for refurbishment. Decreases in working capital are 
however required to improve efficiencies and not weaken them.  

(f) Overberg suffers the challenge of providing low water volumes over high distances and often for rural farming consumption. The 
“business model” is poorly conceived and a review of the capital required to maintain operations must be balanced with the socio-
economic impact of the utility as a motivation for grant funding administered directly or  by way of enhanced DORA or other 
allocations to the municipalities involved.  

Recommendation 11H: An increase of 12% is recommended motivated by an incentive to increase working capital efficiencies.  

Rand 
Water 

Application:   12.78% 
SALGA tariff: 10.78% 

(a) Unflattering correspondence on Rand Water points to financial and governance irregularities at board level. Allegations are 
furthermore made that its subsidiaries are illegitimately passed work to be completed for profit thereby ultimately increasing the tariff 
and entrenching a wrong culture. 

(b) Rand Water faces a very large capital expenditure program to meet water demand projections. This could be avoided or at least 
delayed through a program to reduce non-revenue water. Such a program is being co-ordinated by Gauteng Provincial Government 
and the Department and should enjoy priority attention.  

(c) Rand Water legitimately wants to have some of the prescribed terms of its operations relaxed so as to more effectively run its 
operations such as determining salary scales for key staff that are otherwise lost to the private sector. Changes that allow for fund 
distributions and the payment of tax are opposed.   

(d) Rand Water suggests relaxing the water resource charge and allowing Rand Water to use the applicable part of the levy to police its 
water catchment area for illegal abstraction and pollution. There is a strong incentive for Rand Water to do this work well.  

(e) Labour costs are above the generally accepted increases and stated at 10.8% in 2011 and 8.5% thereafter. Labour comprises 34% of the 
budget in 2011 which has led to an unnecessary increase of 0.88%.  

(f) Chemical costs rise by 32.9% in 2010, 46.8% in 2011 and 7.5% per annum thereafter. Such variation in chemical costs is highly 
improbable. Chemical costs comprise about 8% of total costs. A reasonable increase is 15%. This suggests an illegitimate cost increase 
of 2.54%.  

(g) Power cost increases were announced prior to the issue of the Rand Water Business Plan. The motivation for additional power cost 
increases seems unwarranted as they should already have been included in the business plan.  



SALGA Bulk Water Tariff Increase Evaluation                                                                       12 | P a g e  
 

(h) The capita raising program (R913 million) is also anticipated in the business plan and is not accepted as a special motivation for a 
higher tariff increase.  

(i) The proposed tariff increase is read to be from R3.99 to R4.50 or 12.78% increase and SLAGA motivates the lower value.  

(j) The prolonged budgeted deficit of Rand Water Services is not supported and the activities absorbed into Rand Water so as to avoid the 
conflict of interest and avoid loss making activities.  

(k) The uncontrollable nature of pumping costs from TCTA is noted as is the system of credits. The current exceptionally high rainfall must 
mitigate the raw water cost.  

(l) The 20.3% depreciation charge motivating the tariff application is not acceptable. Different calculations project a 15.5% depreciation 
charge. The business plan information suggests a 6% charge as a percentage of total costs. Given the capital and interest payments 
overlap, these charges could be deferred to later periods to bring tariff relief to consumers.  

Recommendation 11I: The system of allocating pumping credits between DWA, TCTA and Rand Water be analysed and that any deficit be 
financed as they occur and surpluses be invested over the aggregate pumping cost to stabilise future costs and so tariff increases.  

Recommendation 11J: The tariff application of 12.78% is not supported but rather a 10.78% increase given the unnecessarily high labour, 
depreciation and chemical increases.  

Sedibeng 
Water 

Application:   15.59% 
SALGA tariff: 13.59% 

(a) Although water volumes differ significantly, the Northern Cape municipalities make an unequal surplus contribution and this appears 
unfair.  

(b) Labour increases of 12% per annum are too high. At 35% of costs and a suggested labour increase of 8.5%, the tariff is 1.23% too high.  

(c) The average cost of water sales over 5 years is 12.7% which is above the 10% average increase. At 47% of total costs, a possible 2.7% 
over escalation results in a 1.7% unnecessary rise in costs.  

(d) Power and other costs seem to be exaggerated.  

(e) Debt is not maximised in this utility at 7% in 2012 and a debt issue could reduce the tariff burden from its 15% increase.  

(f) A 15.59% increase in the tariff is applied for from RR5.71 to R6.60.  

Recommendation 11K: The tariff application of 15.59% is not supported but rather a 2% reduction in this target at 13.59%. 

 

Umgeni 
Water 

Application:   22.50% (a) Umgeni Water has a very high quality of reporting in terms of all its documents. The models and projections inspire confidence 
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SALGA tariff: 6.1% although the workings of the model are not provided but only the outputs.  

(b) Umgeni is recognised as being vulnerable to the volume of water sales and that it depends on increased volumes of water.  

(c) The half-billion rand rural water development pose a risk for the utility and for Umgeni’s current clients at a point where it is 
reasonably heavily indebted. An effective application has been lodged for financial relief on these projects.   

(d) Umgeni appears to have consulted closely with municipalities and make a concerted effort to maintain a good working relationship 
with municipalities which is welcomed.  

(e) Umgeni must avoid unnecessary impairments of assets and must motivate a better capitalisation of rural projects on the basis of 
realistic affordability estimates. SALGA does not support the passing on of an asset impairment as a tariff motivation.  

(f) A labour cost increase of 16% in 2011 is seen as very excessive. Labour accounts for 29% of total costs. Where labours costs could be 
contained at 8.5% increase, a 2.18% tariff increase could be avoided.  

(g) Power cost increases of 42.6%, 40% and 30% in 2010 and beyond are very high. These figures from the business plan conflict with the 
assumptions in the tariff application which are the published Eskom increases.  

(h) The avoidance of incurring the costs of converting the defined benefit pension plan to a later year is noted as a cost reduction action 
for this year.  

(i) The rapid reduction of debt levels is questioned as this necessitates a high interest charge and budgeted surplus.  The 22.5% tariff 
increase application is the highest of all the application. The core increase of 6.1% as accepted by eThekwini is very low. The dramatic 
escalation in this and next year by way of the Springvale capital charge calls into question the ongoing capital expenditure program.  

Recommendation 11L: The basic increase of 6.1% is acceptable. The Springvale capital charge must be mitigated as far possible. A tariff 
ceiling is recommended no-higher than any other utility.  
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