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The global context

The world is grappling with the challenge of how to
finance water
• South Africa’s issues are not
particularly unique
• Under-investment globally, in
comparison to transport and energy
• OECD-WWC-Netherlands Roundtable
on Financing Water (first meeting in
Paris, April 2017)
• Various sessions devoted to finance
and investment at World Water Week
http://www.oecd.org/environment/resources/Roundtable-on-FinancingWater-inaugural-meeting-summary-and-future-work-final.pdf

A continuing international message: we need to
understand the financing of water better
• ‘The discussion on water and
finance is not where it needs to be’
• ‘Financial institutions are not
knowledge about the water sector
and vice versa’
• ‘We are where energy efficiency
investment was 10 years ago’
• ‘Make the water man a banker’

OECD & WWC (2015) Water: Fit to Finance?

The financing of water is closely linked to the
pricing of water
A lack of cost-recovery
can lead to a vicious cycle
of indebtedness and poor
service delivery:

Non-cost reflective
tariffs and poor
collection rates
undermine the
creditworthiness of
water utilities and
reduce investment

Which leads to a
lack of
refurbishment and
maintenance

Until eventually,
‘the sector hits the
wall’

Globally, the political aspects of water are considered
to have the greatest role in deterring investment

• ‘Political and governance risk is the key risk that investors look
at’
• ‘Water cash flows should be AAA-rated’
• ‘It is the socio-political aspects of water that deter investment,
along with low tariffs’

As such, available capital is not being allocated
and bankable projects are limited
• ‘Commercial lenders and institutional investors in the OECD are
often earning low returns, but are weary of investing in water
& sanitation projects in emerging markets’
• Institutional investors:
– ‘We don’t find enough good quality water and sanitation projects’
– ‘There are not enough projects being developed’

Project preparation and bankability is in turn reduced because of
low tariffs, poor collection and political interference…

Sound familiar?

Building on from this global
picture, what are the specific
issues we need to be cognisant
of in South Africa?

South Africa experiences many of these global
challenges:
1. Water is not accurately priced in South Africa, and is not
viewed as a strategic asset
2. Political interference occurs in both tariff setting and
procurement
3. There are concerns regarding municipal collection rates

In addition, there are
some country specific
issues that need to be
considered:

Growing water
sector funding
gap (now R890
billion over 10
years;
estimated 37%
shortfall)

Political
appointments to
top municipal
positions, who
lack requisite
technical or
leadership skills

Under use of
existing
government
grants by
many
municipalities

Forex risk in
accessing
international
finance due to
fluctuations of
the Rand

Lack of ringfencing of
water-related
revenues by
municipalities

Poor credit
rating of many
municipalities,
which limits
borrowing

Limited
revenue base
of smaller,
rural
municipalities

Large Metros
that are close
to reaching
their
borrowing
limit

How is water currently financed
in South Africa?

Water is primarily funded through tariffs and
taxes, with some external finance
•

•

•

Key grants include the
equitable share, MIG, RBIG
and new Water Services
Development Grant
Some RBIG funds now
channelled directly to well
functioning Munis
TCTA, Water Boards and a
number of WSAs also borrow
money through capital
markets

Source: DWS. Strategic Overview of the Water Sector (2015)

Direct
water grant
(Treasury,
DCOG,
DWS)

Indirect
water grant
(DOHS)

Grant

2014/15
(B Rand)

Description

Operating Grants
(Equitable Share)

17.8

Unconditional for water
and sanitation

Water Services operating
subsidy

.5

Ops of WS schemes prev.
owned by DWS

Municipal Infrastructure
Grant (MIG)

8.2

Basic social infrastructure.
54% for water.

Regional Bulk Infrastructure Grant (RBIG)

4.0

Social component of bulk
infrastructure

Municipal Water
Infrastructure Grant
(MWIG)

.5

Provision of basic water
supply

Human Settlements
Development Grant

17.1

Create sustainable human
settlements

Urban Settlements
Development Grant

10.3

improve human
settlements in Metros

Rural Households
Infrastructure Grant

.05

Reduction of bulk
sanitation backlogs

The level of grant funding varies by the type of
municipality
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20%
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Grants

80%
62%
38%

A
(Metros)

B1
(Local with
secondary city)

B2
(Local with large
core town)

Source: DWS. Strategic Overview of the Water Sector (2015)

B3
(Local with mainly
small towns)

B4
(Mainly rural)

30%

C2
(District is WSA)

Tariffs /
Own
funds

How might one move forward,
given this global and local
context?

A differentiated approach seems necessary:
Poorly capacitated WSAs with
weak credit rating

Functional WSAs with
reasonable credit rating

Institutional development:

Institutional development:

•

•

•
•
•
•
•
•
•

Look at use of WSA management contract
(5 year pay on delivery contract)
Train councillors and technical experts in
water financing and investment
Develop management training programme
Support development of protocols,
standard procedures and project
management capability
Support the separation of powers
(technical leads vs. councillors) to help
address political interference
Provide anti-corruption training
Resource supply chain management
departments
Support prioritised procurement

•
•
•
•
•
•
•

Look at use of WSA management contract
(5 year pay on delivery contract)
Train councillors and technical experts in
water financing and investment
Develop management training programme
Support development of contract
management and project preparation
capability
Provide anti-corruption training
Resource supply chain management
departments
Explore employee/customer ownership
schemes for overall WSA and SPVs
Push for excellence – in relation to energy
use, energy production, collections etc.

Poorly capacitated WSAs with
weak credit rating

Functional WSAs with reasonable
credit rating

Revenues and finances:

Revenues and finances:

•

•
•

•

•
•
•
•
•

Improve billing systems, credit control
and customer payment options
Address key inefficiencies (increase
collection rates, reduce NRW, reduce nonlabour cost) to increase cash flows
without raising tariffs
Implement welfare maximising tariffs
‘Customers’ not ‘consumers’
More effective use of MIG funds for
infrastructure development and asset
refurbishment
Borrow money once credit worthy
Phase in private sector O&M contracts
where viable?

•
•
•
•
•
•
•
•
•
•

Improve billing systems and credit control
Address key inefficiencies (increase collection
rates, reduce NRW, reduce non-labour cost) to
increase cash flows without raising tariffs
Implement welfare maximising tariffs
Engage with potential funders (banks,
institutional investors, DFIs and ECAs)
Access project preparation money and
commercial loans
Draw in grants, soft loans, guarantees and credit
enhancement where possible (blended finance)
Issue bonds, green bonds and water bonds
Explore use of off-take agreements
Facilitate PPPs where appropriate
Use of SPVs to bundle similar projects and create
economies of scale
Explore performance contracts & leasing models
Emphasise that ‘wastewater is a business’ with
multiple revenue streams

‘If you have good cash flows, you
can raise money’
‘Good governance and full cost
recovery is key to attracting
finance’

A hybrid approach to water pricing can also help
move investment in the right direction

• Guang Z. Chen: Senior Director:
Water Global Practice, World
Bank Group: ‘You can separate
pricing from subsidy’
• In other words, you can
implement cost-reflective
tariffs to stimulate investment
and provide a targeted subsidy
to the poor

Image Credit: SIWI

There is a potentially important role to be played
by blended finance
Use of
concessional
finance, grants,
credit
enhancement &
government
guarantees

Funders
attracted
and get
educated on
water

Later on,
support is
withdrawn but
funders
continue

Areas that we can all support include the following:
Employ the available utility
diagnostics tools, to assess where
WSA improvement is needed

Support the development of
municipal systems, protocols and
standardised contracts

Engage councillors, business and
large water users on need for
proper tariff setting (costreflective; welfare maximising)

Highlight case studies of
effective private sector
investment

Work with DFIs to provide
attractive financing terms and
accessible project preparation
money

Outline the costs of inaction
(reduced water access, human
health and ecosystem impacts,
heightened municipal
indebtedness)

Categories and sources of finance for water:

Source: OECD &
WWC (2015)
Water: Fit to
Finance?

Questions?

Key questions from our side:
National perspective:
• How can the existing water sector funding model be strengthened?
• How do we catalyse support for private investment in water?
Municipal perspective:
• How do you create the political will to support cost-reflective tariffs?
• Is ring-fencing of municipal water related revenues even an option? Is
this remotely plausible?
• Are offtake agreements a viable approach for certain WSAs?
• Is the WSA corporatisation model a good place to start in some
instances?
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