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The Auditor-Genaral gave only seven out of 237 municipalities clean audits for the 2010-2011
financial year. This is no wonder, says HENDRICK KANYANE, as municipaliies in the rural
araas are nol financially viable because their revenue base has been depletad by a cultire of
nonpayment, comupt supply-chain managemant and wesk accountability mechanisme.

ubile finance k& considered tha over-

riding factor in delemmining the vi-

ability of local governmenl. Withou!
sound financial management systems, mu-
nicpaiities will be forced o disconlinue their
operations. |l {5 imperative fhal municipal
stakeholders, such a5 municipal officials,
mayors, ward councillors, traditiona! lead-
ers and interes! groups have a sound basic
knowledge and application of the Munlcipal
Finance Managemant Act, 2003 (Act 56 of
2003) and other related legisiations.

Mas! municipalities are not self-sufficient
and many require national govemment bail
oul, bul this unfortunalely creates dependan-
Gy syndrome and a vicious circle.

WHAT |5 FINANCIAL VIABILITY?

By financial vaabiily we mean the avail-
ability and sustainability of ravenie sources,
undafpinnad by a thres-pronged concepl of
avaitability, viability and revenus base

Funds must not anly b2 avadable, but they
must ba viable and optimally utiised. This de-
pends on the revanue base of the municipality
i question, In most instances 1t is clear that
f grants and subsidies were 1o be deducted
fram the revenue base, most municipaliies
would not survive financially,
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In many instances the revenue is only cal:
lected afer a long dealay, If it is cobiecled a1 all
This in tself is & recipe for debt accumulation,
which exposes the municipality to the poten-
tial risk of collapsing service delivery

LEGISLATIVE IMPERATIVES

Tre: Local Governmen! Budgels and Ex-
penditiire Review states that municisaliies
should be largely seff-financing. This means
that the bulk of their rescurces should be
raised from their own revenue sources, such
a5 taxes and service chamges. This principle
is 2n impaortant factor in any demprratic lncai
govemment system, ansunng thal municipak-
lies are responsive o the needs of residants,
and thal residents lake responsibility of pay-
ing for such services

Howevet, In South Africa |here are two
important dimensions 10 this basic principle.
Firstly, there 5 a structural imbalance be-
tween available local revenue sources and
Ihe expandilure funclions assigned to local

govemnment, Secondly, not all municipalities

have the same capacily o raise revenues. as
levels of povery vary considerably and are
particularly high in rural municipalities,
Section 98 of the Local Goverrmant. Mu-
nigipal Systems Act, 2000 (Act 32 of 2000)

slatas thal 'a municipality, b il rural or urban
must collect all [monies) that [are] due and
payable to it and far this purpase must adopt,
maintain &nd mplement a credit contral and
debt collectian policy that is consistent with
its rates -and tanff palicies’. This view is sup-
ported by the Constitulion, which: states that
a municipality must strive, within its financial
and adminisirative capacity, 1o achisve the
bhjective of providing the rervices to commu-
nites in a sustainable manner

Against the legal background, one neads.
to take info account that strong municipalifies,
especially urtban municipaliies, have an un-
fair acvantage aver rural municipaiities.

CAUSE AND EFFECT
OF REVENUE COLLECTION

One of the grealest challanges facing local
governmant |s the collection of the revenua
for services renderad to various consumers
Confributing factors are mappropriate taxes
and tanfls due to ynreliabls billing systams:
waler pipe leakages: ilegal alectnoty connec.
tions: high uremployment rates; and ralepay.
€er boycolts and nts aogravaled by a cullure
af nan-paymant,

Thase, combined with other [aciors such a5
unreliable postal sardcen; inaccessible pay-




mant and enduiry faciiies; problams with the
justice sysiem; political opportunism; lack of
meantives and sanclions Lo encolrage good
payment, & volatile economy, and the cument
workd economic lallouts, pose a significant
challgnge to smaller municipalities

Approximately twe-thirds of all municipall-
lies are under severe financial stress,. with
one-third financiafly unviabla,

The budgeting process ts oftan nol proparly
aligned 1o integrated development plarning
ard 5 nof-always open o comminity parlici-
patior. In some cases revenus Is oversiated,
resulling in unreafistic budgels.

Whereas melropolitan cilles may wiite off
bad debis, this |s nol possible i rural mu-
nicipaliies. The ncrease in outstanding con-
sumar debl highlighls govamance's problem
of paymyg lip service to creditconirol polcies.
Further, the amount of debl that municipalities
choose 1o wiite off 25 uhcollectables impacts
o the amount ol debl older than 90 days
Somie municipalifies appear 1o be resistani
lo wriling off debl because of the befia! thal
this will send a negative signal lo commuriities
regatding the conssquances of non-payment

On the one hand, @ culture of nonpay-
menl has increased Ihe outstanding debts
of munioipalites and other public insttutions
lo slarming proporions and has far-reaching

romifications, nol only for the munigipalities
conbamed, bul also for every South Affican
citizen. This /s regarded a8 serous endugh o
cafiapse the mast important bullding blocks of
the municipalities, which are at the coal face
of service dellvery, The escalaling debls of
municipalites are confirmation thal the Ma-
sakhane Campaign, introduced to invoke &
cufture of paymenl, has lost ils steam. and
reievance

On the other hand, the depleted revenue
base is nol dnly caused by the rafepayers, a5 |
municipakties are equally to blame. In most
situations councillors  confinuously recsive
complaints from fhe ratapayers thal they ane
presented with an amaount to pay withaut any
indieation a5 to how the municipality has cal
culated that amount &nd for which services

Another problem is caused by meter read:
&t who produce data incangrusnt with sctual
usage, Ralepayers' concem oreates a nega-
live altitude abaoul the concepl of paying for
sefvices rendered by tha municipality, eroding
the trust ratepayers should have in their mu-
nicipakities,

CONCLUSION

It Is werving thal the stralegies employsd
lo salvage municipalities are not effective. The

Until such time as
municipalities are
able to raise their own
revenues maturely
and viably, and that
grants drawn from
provincial and national
spheres of government
are understood as
complementary stimuli
packages, service
delivery in rural
municipalities will
always be inadequate.

cenclusion is thal Anancial viability ls directly
connecled fo service defivery, |l rovenua col
laction i= nol taken serously, the accumulat-
ing municipat debis will continue 1o sabolage
municipafities’ financial capacity,

Falling to efectively collact revenues due
to municipplities will resull in the ullimats
collapse of small-town municipalities, forcing
tham Into unnecessary legal trouble af the ax-
pitse of the affected communifies

Lintil such time as municipalibes are abls to
raisa Ihair own revenues maturely and viebly,
ar] that grants drawn from provincial and na-
tional spheres of govemment are undarstood
as complamentary stimuoll packagas. service
delivery in rural municipalities: will abways ba
inadeguale. This calls for 8 compleln over-
haul snd remtagration of rural municipaliliss
50 they are able 1o come up with a sophist-
cated and productive revenug enhancemenl
mcdel, -4 -

For furthet reading. go 1o the Jaurmial of Pub-
fie: Administration, Volume 46 nlimber 2. Juns

2011 available on www s53pam 0o 23
AUTHOR: Professor Hendnck Kanyane,
and Sarvice Defivery, HSRC.
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