WATER & COVID-19:
KEY ISSUES & FINANCIAL IMPACT
A meeting with Metros convened by National Treasury to identify key issues and
technical support needs for water and sanitation services in the context of COVID-19.
Wed 29 April 2020, 14h00 – 16h00

PURPOSE
• COVID-19 has fundamentally changed the context in which water &
sanitation services area provided.
• This meeting aims to identify areas to support metro response to
two key imperatives and impacts:
• The imperative to rapidly improve water and sanitation services in informal
settlements.
• The serious financial impacts of COVID-19 on metro water services as a
result of the economic impacts of the shut-down and recovery periods.

• This discussion:
• Is about technical assistance to support a rapid response with the best use of
available financial resources.
• Is not about making additional money available to metros, about priority
capital projects, or about technology.

• Technical assistance forms part of the broader CSP offering to cities
on Water Resilience
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AGENDA
Time

Agenda item

Who

14h00

Welcome and purpose

Anthea Stephens, NT

14h05

Overview & approach to engagement

Pam Yako, facilitator

14h10

Jan Hattingh, NT

14h30

- Overview of financial and economic impact of
COVID-19 for municipalities
- Questions & response
City inputs (8 x 5 minutes each)

15h10

Questions & response

Facilitated discussion

15h20
15h50

Emerging themes & options for technical
assistance
Way forward

Rolfe Eberhard
Facilitated discussion
Anthea Stephens, NT

16h00

Close

City representatives

POINTERS FOR THE MEETING:
* please be on mute if not talking * please keep your video off, except for for intros * use the chat line for questions,
* we would like a ‘group photo’ screenshot for the CSP website – please email if you are NOT happy to be part of this
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ECONOMIC AND FINANCIAL IMPACTS
OF COVID-19 FOR MUNICIPALITIES
Jan Hattingh
Chief Director: Local Government Budget Analysis

CONTEXT FOR NATIONAL GOVERNMENT
FINANCES
South Africa faced a difficult economic climate before the pandemic:
• SARS revenue for 2019/20 was R66 billion less than in 2019 Budget (preliminary
results released 1 April)
• Moody’s downgraded South Africa to sub investment grade on 27 March due to
our low economic growth and unsustainable fiscal trajectory. Downgrade will
lower growth, increase inflation and raise the costs of government borrowing
COVID-19 impacts:
• Slowdown in global production and trade as a result of pandemic and response
measures across the world
• Domestic economic impact of the lockdown will be much slower growth (some
analysts project a 40% quarterly contraction – no NT projections available yet)
• This will weaken government tax revenue and further undermine our fiscal
sustainability
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OVERVIEW OF LOCAL GOVERNMENT
RESPONSE
• Municipalities have significant additional responsibilities and costs in dealing with the pandemic (as
guided by the directions gazetted by COGTA). These include:
• Higher levels of service (e.g. more frequent refuse removal) in informal settlements and water constrained
communities; extra-ordinary cleansing of public facilities; etc.

• Each sphere of government is expected to first use its own resources to respond to a disaster (Disaster
Management Act of 2002)
• Weak coordination across spheres may result in gaps and/or duplication of efforts
• E.g. Municipal role in quarantine sites and assistance to homeless

• Municipal revenues are expected to decline as a result of the economic impacts of the lockdown. A 5%
decline in payment rates will cost an estimated R14 billion
• In response to the Disaster, NT issued MFMA Exemption Notice to delay key decisions and timelines and
an Annexure to MFMA Circular 99 providing guidance on:
•
•
•
•
•
•
•

Council ability to pass a special adjustments budget before the end of the 2019/20 municipal financial year to authorise all expenditure linked to
address the COVID-19 pandemic (MFMA Exemption Notice No. 43181 dated 30 March 2020)
Emergency procurement in response to COVID-19 (updated MFMA Circular No.101 dated 15 April 2020 as well Guidelines on Donor Funding
dated 16 April 2020);
Reprioritisation of 2019/20 and 2020/21 MTREF budgets;
Reprioritisation of 2019/20 funding allocations and use of CG for COVID-19;
Socio-economic - e.g. rates holidays must be considered on a case by case basis;
Reporting requirements including conditional grants; and
Revenue and expenditure management – rates holidays, payment of creditors, etc.

• Municipalities can use unspent 2019/20 grant funds for their response following engagement with sector
dept and approval from NT
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THE IMPACT OF COVID-19 ON REVENUE
• Municipalities will experience a slowdown in growth & an increase in unemployment
• Growth rates will be lower than expected, however, these must be considered in light of the incentives created
through monetary policy – e.g. reduction of 2.25 basis points in interest rates and those of banks and investors.
• Revenue collection rates are likely be impacted by the economic fall-out of COVID-19, reducing cash buffers in
municipalities.

• Property rates
• No reduction in billing as municipalities should continue billing property owners as included in the billing system
for 2019/20 financial year (impact will be on the cash flow).
• Municipalities should not offer a reduction in rates, but look at options such as no interest on outstanding rates
accounts, spreading the monthly rates for April over a six month period etc.

• Revenue streams linked to consumptive services (water and electricity) will be most affected.
• As businesses close, reductions in demand for water and electricity will be evident, however, business providing
essential services remain open. Domestic consumption can expect modest increases.
• The impact will not be even across municipalities, but greater in those with a large business and industrial base.
• Expect reduced revenue from water and electricity due to reduced consumption e.g. closure of companies,
however companies providing essential services remain operational so the net effect is difficult to estimate
• Expect reduced revenue from sanitation where the method of calculation is linked to water consumption –
however, in most cases, sanitation revenues are marginal in comparison to total own source revenues
• Loss of revenue from rental of municipal facilities due to the lockdown
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THE IMPACT OF COVID-19 ON
EXPENDITURE
• National and provincial government must fund COVID-19 expenses related to their
respective mandates.
• Municipalities will deplete their reserves if funding is not provided for the additional work. This will result in the
increase in the number of distressed municipalities given the possible reduction in collection rates.
• Each sphere of government must accept the responsibility of their assigned functions and municipalities should
not be left worse off as a result of funding unfunded mandates.

• Underspending on the operating expenditure such as:
• Travel and subsistence – the saving can be redirected to fund protective clothing.
• Bulk water and electricity purchases – offset against the reduction in revenue.
• Contracted services – savings can be redirected to COVID-19/invested (with limitations: only applies where
Professional Service Providers not working from home; municipalities should avoid utilising committed funds for
capital projects that are on hold.)

• Items that may result in overspending are:
• Overtime expenditure & protective clothing (national and provincial government must assist).
• Free basic services due to the possible increase in number of indigents and services to informal settlements
(offset against revenue).
• Unspent conditional grants due to capital underspending can be used for funding some COVID-19 expenditure
as approved by NT. (E.g., USDG for de-densification of informal settlements and increased level of service)

• Quarantine sites:
• Municipalities to assist in identifying sites in consultation with public works.
• Expenses for operating the sites to be funded by provincial and national government.
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LONG TERM CONSIDERATIONS – AFTER THE
LOCKDOWN AND COVID-19
• “Triple shock” will have deep and lasting impacts on municipalities:
•
•
•

Sharp declines in revenue and liquidity, from poverty and changing demand patterns (services,
rentals)
Rising expenditure demands in certain core functions (refuse, facilities, cemeteries, crematoria,
water, human settlements, etc), and system gaps
Rising costs of borrowing

• Municipal reserves are not necessarily a source of finance:
•
•
•

Accrual accounting
Committed funding – commitments against future liabilities (sinking funds, etc);
Not always cash backed

• Fiscal Strategy Support
•
•
•
•

Support planning models: integrated health, economic and fiscal forecasting
Provide information clearly and quickly on programme and budget changes as they impact in
their jurisdictions
Provide clarity and guidance on fiscal coordination
Prepare to address consequences of increased number of fiscal crises (interventions capacity)
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IMMEDIATE ISSUES TO BE CONSIDERED
• Municipalities must:
• Carefully consider the decisions that may have future long term implications taken by officials or councillors.
• Not appoint permanent staff or consultants, without the necessary qualifications, or where there are existing
staff to undertake such responsibilities, or ignore cost containment measures.
• Not circumvent procurement processes to procure supplies needed to respond to COVID-19
• Not change or extend contracts under the disguise of emergency procurement, for goods or services, which
are not part of the COVID-19 emergency response
• Not make assumptions about the “ability of consumers to pay” and grant uniform exemptions such as “rates
holidays” to all customers – merits of each case should be assessed
• Not inflate the costs associated with the COVID 19 regulations in order to obtain additional funding from
national government:
- The pandemic affects all levels of government and the economy as a whole;
- Fiscus was already burdened by the downgrade of the country’s credit rating.
• Submit information on revenue shortfalls and under expenditure, despite exemption from formal MFMA
Reporting requirements

• All emergency expenditure proposals must be:
• Clearly costed and affordable
• Very specifically time-bound (i.e. do not create a lasting entitlement)

• The basic framework is that:
• Each sphere should focus on its core mandate and expenditure obligations – this is a long march, not a sprint
and the big challenges for LG are still to come.
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THANK YOU
For additional information on national and
provincial budgets, please visit our new budget
data portal: https://vulekamali.gov.za

For information on local government finances,
please visit: https://municipalmoney.gov.za

