‘.., : 3\ s,r%}& ¢-= -

TR

Anaerobic ally Stabilised
Sludge (F/H WCW)




EFFECTIVE USE OF THE MIG
AND
THE EQUITABLE SHARE

éefrom Challenge to Opport

12-13 June 2007
WISA Wastewater Management Conference
Session: Financial Issues

Wdter”CrOUp Marlene vd Merwe-Botha




GOVERNMENTOS AGENDA AND

A South African government: sustainable development
achieved through poverty eradication and local
economic development

I WSSD Millennium Targets : to eradicate poverty
and to accelerate service delivery by 2014

I State President . ambitious water services delivery
targets for 2007, 2008 and 2010, and

I DWAF Minister : specific emphasize on the critical
role of water in growth and development

A MIG and Equitable Share - two of the most
Important vehicles in realising this vision and
addressing these targets




This presentation will review of the status quo of
MIG and ES and share some thinking and
experience in addressing the challenges and
translating these to opportunities through the
effective use of MIG and ES

€ as we encounter everyday
workplace or those places from where we regulate
or support LG and infrastructure investment




FUNDING PRINCIPLES :
INTERGOVERNMENTAL FISCAL RELATIONS

A Government in all 3 spheres need to facilitate development

I LG specifically mandated to action development via infrastructure development and
services delivery

?

who receives the money, when it Is released
the different spheres and sectors of government - critical matters

\'

Revenue raising is largely reserved for national government

| GR = transfer of such funds between the spher

objectives - revenue-sharing model - negotiated annually
A Revenue collected by national government is divided equitably amongst 3 spheres = EqShare.

A Provinces largely depend on the unconditional ES and conditional grants
LG has the opportunity to raise much more of their own revenues.

A Government continues to explore efficient options for financing local government
I LG entitled to EQS of national revenue to allow people to receive a minimum basket of FBSI
I LG receive capital transfers i MIG
A DoRA published annually by the NT= allocations to national, provincial and LG

an




Three major national allocations to LG (plus SETA mechanism)
to access resources:

Municipal
System
Improvement
Grant
(MSIG)

Municipal
Infrastructure
Grant (MIG)

Institutions
(Capacity Building
Projects)

Infrastructure
(Capital Projects)

; ) The MSIG is a grant
MIG is an infrastructure to assist

grant to expand the municipalities in
delivery of basic building in-house
services to poor capacity to perform X
hous_eholds and to their functions and sO revenue
alleviate poverty stabilize institutional
and governance
systems as required
in the Municipal
Systems Act of 200.




WHAT IS MIG & EQUITABLE SHARE, HOW IS IT DETERMINED AND APPLIED?

A Equitable Share : introduced by national government to overcome the burden of service
delivery to the very poor, by subsidising operating costs. Where the cost of service delivery
exceeds the amount that is billed to very poor households, the subsidy will be used to
contribute towards the general operating account of the local authority

A ESis unconditional: local government can spend it as they need, within national
guidelines, plans and priorities.

A Account of: fiscal capacity, fiscal efficiency, developmental needs, extent of poverty and
backlogs in municipalities

Structure of the local government equitable share formula:

Grant=BS+D+IT RxC
where
BS is the basic services component
D is the development component
| is the institutional support component
R is the Revenue Raising Capacity Correction and
C is a correction and stabilisation factor.

A Service levels: key in the current formula:

€ the service costs remain at R 130 per month for a serviced household and R 45 per

month for an un-serviced household

€ in addition, all households receive appr ox
environmental healthcare services




National transfers to local government, 2003/04 i 2009/10

2003/2004 2004/2005 2005/2006 2006/2007 2007/2008 2008/2009

Revised

estimate Outcome Revised Estimate Medium - Term Estimates
Rmillion
Direct transfers to local government Equitable share and related 6 623 7811 9808 18 358 21226 24 375
20 676 23775
Water and sanitation operating 273 133 165 300 550 600
Infrastructure 4102 5299 6 286 7931 12 390 17 119
Municipal infrastructure grant 2442 4481 5 436 6 756 7549 8053
Public transport infrastructure and systems i i 242 170 1174 3170
National electrification programme 245 196 297 355 468 596
Local neighbourhood development partnership grant i i i 50 500 1500
Implementation of water services projects 1022 208 i i i i
Disaster relief i 280 311 i i i
2010 FIFA World Cup stadia development i i i 600 2700 33800
Poverty relief funds and other? 393 134 i i i i
Current transfers 796 699 588 790 695 350
Restructuring grant 494 388 255 445 350 i
Financial management grant 151 129 133 145 145 150
Municipal systems improvement grant 151 182 200 200 200 200
Sub total direct transfers? 11521 13 808 16 682 27079 34311 41 843

Indirect transfers to local government

Water and sanitation operating 817 819 904 440 490 531
Water services regional bulk infrastructure i i T i 300 450
Backlogs in the electrification of clinics and schools i i T i 45 90
Backlogs in water and sanitation at clinics and schools i i T i 105 210
National electrification 796 819 863 893 973 1151
Financial management grant 60 69 66 53 53 50
Sub total indirect transfers 1673 1707 1833 1387 1967 2481
Total 13194 15 515 18 515 28 466 36 278 44 325

1. Includes main local government equitable share, replacement of RSC levies and special support for councillor remuneration.
2. Includes phasing out of poverty relief grants and Urban Transport Fund. 3. Reflects local government's share of the division of revenue.
3. Reflects local government's share of the division of revenue.




MUNICIPAL INFRASTRUCTURE GRANT (MIG)

A National grants: used to incorporate national priorities in municipal budgets;
promote national norms and standards, address backlogs and regional
disparities in municipal infrastructure; and effect transition by supporting
municipal capacity building and restructuring

A Unlike the EqShare, MIG is a conditional grant - requires specific
monitoring provision, specifications related to the purpose for which the grant
are to be used and targeted for implementation.

MIG(F)=B+P+E+N+M

where
B = Basic residential infrastructure (new and rehabilitation of existing ones)
Proportional all ocations for water |si

P = Public municipal service infrastructure (new and rehab of existing ones)
E = Allocation for social institutions and micro-enterprises infrastructure
N = Allocation to all nodal municipalities
M = Neg. or pos. allocation related to past performance of each municipality

A MIG represents one of the largest national grants, with transfers of R 7.5 b, R
8.1 b and R 9.1 b over the MTEF years = total MTEF of R 24.7 billion.




Muni ci pal infrastructure grant all ocations per sector,
2006/2007 2007/2008 2008/2009 2009/2010
Weights Ajusted Weights

Municipal Infrastructure Grant (a)
Special Municipal Infrastructure Fund and Management (b)

Ring-fenced allocation: Eradication of Bucket Sanitation System (c)

Bulk infrastructure (d)

Municipal Infrastructure Gyant (formula) (a)-(b) (a)-(b)-(c)-(d) (a)-(b)-(c)-(d) (a)-(b)-(c)-(d)
of which Municipal Infrasgtructure Grant (formula)
B Component

Water and sanitation

Blectricity 0,0% 0,0% 0,0% 0,0%
Roads 23,0% 23,0% 23,0% 23,0%
Other 5,0% 5,0% 5,0% 5,0%

P Component 15,0% 15,0% 15,0% 15,0%
EComponent 5,0% 5,0% 5,0% 5,0%
5,0% 5,0% 5,0% 5,0%

N Component

Ring-fencing allocation for the eradication of bucket systems is phased into the
LG equitable share in 2008-09 as the programme with be completed by that time




CHALLENGES RELATED TO EQSHARE

Constitution indicates that inter-governmental transfers like the Equitable Share
cannot be conditional, which means that local authorities have used the
subsidy for other purposes

Three parts to EqShare: totally unconditional part, FBElectricity, FBServices.
Free Basic Sanitation and other services not covered by EqShare

Municipal Accounting Officer need to report (Section 71)on the latter part of the
two before 3x/annum transfer takes place (dlg, dplg, NT)

But (from a finance perspective) it remains a challenge (but is necessary) to

account for the use of the unconditional part of the EqShare 1 to ensure

that services are rendered to the poorest of the poor as intended by the

i ntroduction of the Share. Municipal it
or account separately for expenses against this Share - to confirm what part of it

went to public safety, community services, top up the FBW, etc.

EgqShare based on Census (Stats SA) figures, which does not truly reflect the
status of indigent level in the municipal area. As result, the EqShare is not
covering the basic services to be rendered to the |nd|gents households.

I This should be a strong motivation to municipalities to keep updated
indigent registers and also to encourage communities to participate actively
in the next Census 1 to obtain accurate figures in order to receive the
correct Share




CHALLENGES RELATED TO MIG

A Expenditure of the 2005/06 allocation as at 31 March 2007

Actual Amount
Province % Transf Exp to % Exp not yet
Allocation | Transfto |from total date [from total| spent
(R'000) |date (R'000)| alloc (R'000) alloc (R'000)
Eastern Cape 1063817 1063817 100.00| 1 063 817 100.00 0
Free State 434 913 434 913 100.00{ 432 408 99.42 2 504
Gauteng 841 414 841 414 100.00| 841414 100.00 0
KwaZulu Natal 1116 278 1116 278 100.00| 1114934 99.88 1344
Limpopo 727 769 727 769 100.00f 721033 99.07 6 736
Mpumalanga 360 506 360 506 100.00] 356 689 98.94 3817
Northern Cape 172 184 172 184 100.00f 168 316 97.75 3 868
North West 422 254 422 254 100.00( 422 255 100.00 0
Western Cape 297 027 100.00 100.00 0
Total (| 5436161 5436161] 100.00 /sijggjz\b 99.66| 18269
~ @ ~— @




Expenditure of the 2006/07 allocation as at 31 March 2007

% % Amount not
Transf|Actual % Expenditur | yet spent
Transferred [erred |Expenditure |Expenditure (e from the (R'000)
Allocation |to date from |to date from total  |amount

PROVINCE  [(R'000) (R'000) total |(R"000) allocation  [transferred
Eastern Cape 1,288,257| 1,085,782 84% 966,028 5% 89% 119,753
Free State 563,896 507,633 90% 452,819 80% 89% 54,814
Gauteng 898,554 839,257 93% 783,905 87% 93% 55,352
KwaZulu Natal | 1,262,412 1,243,977 99% 1,157,198 92% 93% 86,780
Limpopo 821,264 162,723 93% 700,112 Y 92% 62,011
Mpumalanga 470,284 414,408| 88% 254,878 54% > 62% 159,530
Northern Cape 130,922 122,725 94% 98,069 0 80% 24,655
North West 525,574 486,733 93% 443,381 4% 91% 43,353
Western Cape 437 _—364:437] 100% 300,918 /%9070 D\ 99% 3,219
TOTAL | 62653000 57673750 92  5157308] \ 82 / 89 610067




CHALLENGES identified which affects expenditure in most municipalities

A

o

oo Do Do o

Municipal PMUs not established or functioning optimally

» Lack of proper planning, design, costing, implementation and
commissioning

Poor submission rate and quality of Project Registration Forms (PRFs) to provincial
and national dplg (results from mapping exercise indicates):

» 2-3 months to submit PRF to PPMU
» 40% of PRFs at PPM level returned to LG

» dplg verifies that PRFs comply with MIG criteria before registration,
40% of PRF incorrect and registration delayed.

Poor submission rate and quality of Technical Reports to DWAF

Lack of qualified project managers and technical staff i to understand, oversee and
execute best principles in project/programme management

Delayed or late approvals of support or compulsory documentation
» technical reports by DWAF
» Environmental Impact Assessments (EIA) by DEAT
» MIG applications at dplg

Lengthy procurement processes at municipal level

Lack of multi-year Capital Budget approval, planning and implementation within the
ful l project management cycle (local and

Lack ability to cost projects accurately over time, leading to unrealistic cashflows:
projected and actual expenditure

Under-estimated scope of work or escalation not allowed for (feasibility studies)
Appointment of PSP / contractors who under-deliver

P




MIG : INTEGRATED INFRASTRUCTURE MANAGEMENT

A MIG = simplify the system of transfers to municipalities and is designed to:
I Support the capital budgets of munos
T Facilitate integrated development planning
| Allow flexibility in budget programming.

A The year 2007 is seeing a slow shift in focus towards more comprehensive
integrated capital investment and infrastructure planning, development and
management

T Infrastructure Delivery Cycle = timeframes same as Budget Cycle (MTEF i 3 yrs)
T Include the various phases of planning, implementation and closure

T Many municipalities involved in a one-year project cycles = insufficient time for
implementation + 4th quarter expenditure spike + unspent budgets + funds being
rolled over

NT Infrastructure Delivery Improvement Programme - amendments to the Infrastructure
Delivery Cycle:

il | éeéalign infrastructure delivery cycles witdhkh
(MTEF) budget cycle

2. eaccommodat e t h ebeforeinfastruceur@ projects reaeh the construction
stage

3. €éBest practice ap budgetcyclestsatconumit fumds forthd duration
of the project without leading to the so-called roll-overs.

Implication to municipalities: undertake infrastructure asset management /
investment planning processes - to determine long-term consequences of capita
investment, including O&M and the implications to the beneficiaries
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EFFECTIVE USE OF THE MIG & EQUITABLE SHARE

This section is highlighting practical activities, pointers and
examples where possible to demonstrate the effective use of MIG
and equitable share




ESTABLISH AND MAINTAIN AN EFFECTIVE PMU

A The MIG grant comes with the condition (and funding) of a capacity building window in
the form a PMU. This unit is critical in the identification, motivation and subsequent
management of registered MIG (and/or other CAPEX) pI’OjeCtS An allocation of 0.5 -
5.0% from MIG allocation provides sufficient funding to establish a competent PMU

A Example:

42 project managers /7 NQF / 5 NQF trained over 2 years

IT hardware: various ; IT software: MS Office and MS Projects software
SANS1200, SANS revisions, Red book, GCC, Technical literature (various)

2 dedicated Energys Engineers for PMU support / 2 Energys Engineers for related expert
engineering support / mentoring identified in-house staff & learners/students

I PMU leveraged more support (several agreementi WaterBoard, ASE-Watergy, Civil Society
as implementing agents)

i WC-DM (zone discretion, pressure management, private leak repairs),

I Revenue Enhancement (UAW reduced from 32 7 24%), Credit control, debt collection, tariffs
realignment, bylaws update, etc

[Example: Mogale City LM]

A Other options: In such cases where the District Municipality is the WSA or the
muni cipalities have | ow allocations
the available PMU funds to form a competent PMU, can be established

[Examples: Sisonke DM]

, t he

A In such cases where the required skills are not readily available in the market place,
the use of a PSP with strong technical and project management competency, can be
considered to support the PMU

[Examples: Westonaria LM. Sekhukhune DM]




USING THE FULL MIG PROCESS CYCLE
(programmatic approach versus project approach)

A The MIG process represent a full project life cycle,
although its funding mandate resides only with part of
the cycle

A To ensure that effective MIG use and capital project
management and implementation takes place, all
projects should go through these phases




MIG Project Cycle

Target areas
for services
delivery
acceleration

MIG Process

[ IDP process ]

Operation &
Maintenance

Feasibility J

Execution

Business
Planning

Sustain
ability

Tendering

Project
Registration

Approval

Target areas
to address
bottlenecks




MIG Support at Thembisile Local Municipality

P

DWAF's MIG (Municipal infrastructure Grant) Support Undt, in
collaboration with the Mpumalanga Regional Office, have
$3ciltated hands-on support to the Thembisile Local
Municipality 1o assst in the preparation of b pans
and technical repons © unlock much needed MIG funding,

n Jess than sk months the intenvention has achieved a
breakthrough for this Project Consolidate municipainty, by
adoptling a programmatic appoach o MIG implementation.

n place of the usual annual preparation of project specifc
business plans, the inlenention has seen the deveiopment
of two integrated five-year business plans, one for water and
one for saniiation. These plans have consolidated exsting ad
hoo project activity in the UM and have the support of all key
stakeholders within the municipaity.

This process also has produced 3 high jevel of buy-in and
commitment from key stakehoiders at distnct, provincial and
national lavels. This bodes well for the smooth
implementation of sustairable senvice delvery.

The approach powvides a valuable leaming opportundy for
DWAF supporters working with water servicas authorities,
who face similar MIG implementation challenges.

The intervention has opensd the way for 3 programmatic
approach to MIG business plan and technical repornt
developmeant, which has the support of both the national MIG
office and DWAF.

A = January 2007 -

|  THESUPPORT CHALLENGE

MIG expenditure 3t Themasde LM wes
lagging behind as aresult of a fack of
Inems capacly 1 repare the necessyy
applicston documenss - business plans
and echnics reports. Dasolte e
municiaEity s anemits 1 beef up s own
capaoty, reports fon DWAFs Regons
OfFice showad that ?ie municipality
nesded staego ands-on sunporito
uriack MG fundng.

@ xevsupporT ANDING

This expesence fighlights fie critical
benefit to capadty-congraned
municpaites of shiftng fom an anus,
adhoo poject paming appoach © a5
year pogrammatic apprasch. Approved
by both DWAF and doig, this agpoach
reduces fie busden of annusd MIG
reappiication and stthe same Sme can
lead 0 amore megrated aporoad 10
senice delvery asa whole.

“I think what was hindering the progress was that every year there was preparation of
business plans. Now what we've done is we have a five-year plan, based on a good

understanding of our status quo.™

- Gert Poygeter. Tecdhnical Manager, Thembisie Local Municpaity

water & forestry

e

Water Sector Support Programme
Stvceglicaioy pa ipa to ascobocs @ boal p oxt’ sovize dilinoruy

Wasee ASwrs wet Foesty
REFUBIC CF S0UT AFRCA




MIG programme processes

Project Process

|

7

PMU organizes Feasibility Studies for
all projects

( Pre-feasibility )

: o

PMU aligns approval MIG projects with

Project Feasibility Study )

MIG funding allocation

\TJ

L

(I\/Iunicipality (incl. PMU) translates MIG
project capital investment
requirements into three-year Capital
Plan

.

é N
MIG funds allocated to the project in

the municipal budget
V.

N\

PMU fulfils project management and
monitoring role for all MIG projects
that are implemented

V.

Project Business Plan ,

Capture of initial project
details

The project registration
form can be used as a
business plan

$S920.d AlljIgIsea

Project Design

Select Contractors

( Project Implementation )

<

Project Reporting

@perationa’ and maintenanca

End of Project

‘IIIIIIIIIIIIIIIIIIIIIIIIII.‘

- . . .

' Ongoing service provision 3
*

..lllllllllllllllllllllllll‘

Professional Consultants to
hand over technical plans to
municipality

Either for group of projects
or individual projects

Red indicates
requirements for
submission to National
Government




MIG COMPLIANCE TRANSLATES TO OPPORTUNITY

The requirement to comply to MIG Conditions cannot be over-emphasised,
and will be rewarded almost by default.

Cruci al activities (i n response to

A Ensure that a 100% commitment to the full DoRA allocation is reflected,
not only for the approaching FY, but for the full 3 year MTEF period

I >100% commitment should be targeted

A Ensure that monthly and quarterly reports are submitted (m&e include):
1) PMU functionality and

2) submitting reports and cashflows and proof of expenditures T this impact
on the M-factor in the formula - earn additional allocation

A Ensure that the actual expenditure is aligned with cashflow projections -
leave room to expend within your 25% of the next DoRA allocation or be
ready when funds are reallocated (from under-performing municipalities)
when DoRA sections 19 - 22 are enforced

[example: Randfontein LM, Ekhurhuleni LM]

t h




OPTIMISE MIG UTILIZATIONT ACCESS NCAPACI TY EN

Capacity, skill and competency = most critical constraint in the effective use of
MIG and EqShare. Each municipality is unique in its challenges and ambitions
and no one-fit-all solution or support applies to any-one of those.

A Energys (SAICE SABTACO) and Siyenza Manje (DBSA), in partnerships with
Project Consolidate, dplg and DWAF

A dplg Municipal Infrastructure Unit, who liaise with its cooperatives in cases where
specific support is requested or identified, whether strategic- and policy support, MIS
training, etc.

A DWAF national MIG Support Unit, who provides strategic and hands-on support to
targeted municipalities or where possible, via Regional Offices

A DWAF Water Services Coordinating Unit, which has been established in May 2007
to coordinate water services support and accelerate water services delivery, in
response to Regional- and stakeholder requests

A MIG Support toolkit (dplg) as a one-stop resource document to a typical PMU, with a
number of user-friendly tools (incl pro-forma tender documents, standards and
specifications, MIG process cycle, pro-forma reports and PMU business plans, etc)

A Various MIG-related literature, documentation, guidelines, procedures, technical
information, etc which can be sourced from the dplg, DWAF, eWISA and WIN-SA
web-sites.







