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CHAPTER 3

PART 9 - FINANCIAL IMPLICATIONS

______________________________

3.9.1
INTRODUCTION

Implementation of the strategies described in this First Edition of the National Water Resource Strategy (NWRS) will require extensive financial resources. The purpose of this part is to summarise the broad financial implications of the main activities required to implement the provisions of the National Water Act (the Act) and to indicate the arrangements for funding them. 

All quoted costs and revenues, which must be regarded as indicative, are given at 2002 price levels unless otherwise indicated. They relate to costs that will be incurred by and revenues that will accrue to the Department and water management institutions as they progressively assume duties and responsibilities under the Act. 

It is, however, acknowledged that individual users and water management and water services institutions will also incur costs in complying with the requirements of the Act.  For instance, capital expenditure may be required to provide for activities such as the storage and transmission of water, investments in the treatment of waste or water containing waste before it is discharged into a water resource, the refurbishment or replacement of distribution systems as part of loss control programmes, and the purchase of water use entitlements to increase the economic efficiency of water use. Monitoring activities to comply with licence conditions may necessitate additional operational expenditure. The necessity for and magnitude of such expenditure has not yet been assessed.

Costs are grouped into two broad categories. First, the costs of operational activities relating to the protection, use, conservation, management and control of the nation’s water resources, and, second, the capital costs of developing water resources infrastructure.

This part should be read in conjunction with Part 8 of this chapter, which discusses the anticipated programme for the activities for which indicative costs are provided.

3.9.2
OPERATING COSTS

Operating costs include the costs of all ongoing activities for the protection, use, conservation, management and control of the nation's water resources. Indicative costs are presented for the two broad groups of operational implementation activities, that is, routine activities and activities relating to commissioning or establishment, described in Part 8 of this chapter. It should be noted that many of the commissioning/establishment activities will extend into the next decade.

3.9.2.1
Routine operational activities

The total estimated annual funding requirement for routine operational activities is R 1 800 million.

This is R 200 million more than the Department's budget allocation for financial year 2002/3. The additional amount is needed to ensure that certain activities carried out under the Integrated Catchment Management component of the Water Trading Account (see below) - the development of catchment management strategies, the control of water use, water quality management, water conservation and water demand management, dam safety control and functional support to water management institutions - can be optimally carried out. 

3.9.2.2
Commissioning/establishment activities

Whilst the cost of most of the routine operations described above are relatively easy to estimate in view of years of operational experience, commissioning/establishment activities have not previously been undertaken and the cost estimates for this group of activities must therefore be viewed as indicative at this stage. 

Over the next 15 years, the estimated total cost of commissioning/establishment activities is expected to amount to approximately R 1 500 million, or about R 100 million a year on average. Further work will be done to obtain more exact estimates and cash flows.

As discussed in Part 8 of this chapter, commissioning/establishment activities include the introduction of compulsory licensing, the establishment of catchment management agencies, the delegation of operational responsibility for physical infrastructure (and, ultimately, the transfer of the ownership of infrastructure) to water management institutions, the establishment of new water user associations, the expansion of existing monitoring networks and information systems and establishment of new ones, the introduction of the water resource management charge, completion of the transformation of irrigation boards into water user associations, and dealing with the backlog of individual licence applications.

3.9.2.3
Total operating costs

The total annual operating costs are estimated to be R 1 900 million, comprising -

· Routine operating costs

 



R1 800 million

· Commissioning/establishment costs 

R   100 million

3.9.3

CAPITAL COSTS

Estimates of capital expenditure for water resources management are currently limited to investments, described in Part 8 of this chapter, that may be required as publicly implemented projects serving multiple users during the next 20 to 25 years.

3.9.3.1
New government waterworks

Indicative costs for constructing the major schemes described in Part 8 of this chapter are presented in Table 3.9.1. 
As shown, approximately R 20 988 million may be required for the development of major new government waterworks to be initiated during the next 25 years, as follows - 

· Schemes primarily for irrigation purposes











 R  2 132 million

· Schemes primarily for urban, domestic, industrial or mining purposes

      R18 856 million

Because of the magnitude and importance of a scheme to transfer additional water into the Vaal River System the table also includes a provisional cost estimate for this project. Although present projections indicate that it is unlikely to be required before 2025 the scheme may have to be initiated during the current planning period.

Similarly, provision has been made for increasing the rate of transfer of water from the Thukela River into the Usutu to Mhlathuze water management area to provide for possible mining and industrial development, even though present projections indicate that it may not be required before 2025.

It must be emphasised that the inclusion of a scheme in the table only indicates that it has been investigated as a possible option to solve a problem of water availability. Inclusion implies neither a commitment to proceed with the scheme, nor that it is the preferred option, nor that it is still viable, since circumstances may have changed since the investigation.
In all cases the estimates include the full costs of bulk storage and the costs associated with environmental and social impact mitigation but, unless indicated, exclude the costs of raw water transfer and conveyance works. Estimates exclude the costs of the “downstream” developments needed to use the water, such as the infrastructure required to treat the water, to pump or otherwise convey water to the point of use and, in the case of irrigation schemes, to prepare land.

Table 3.9.1:
Indicative costs of major government water schemes

	WMA
	Name of dam / scheme 1
	River
	Stage of Investigation

2
	Indicative Cost 3
(R million)

	Schemes primarily for irrigation purposes

	2
	Tzaneen Dam raising and Dam at nWamitwa 
	Letaba
	Feasibility
	847

	6
	Dam at Embiane 
	Black Mfolozi
	Pre -Reconnaisance
	110

	14
	Dam at Vioolsdrif 
	Orange
	Pre-feasibility
	200

	17
	Clanwilliam Dam raising
	Olifants
	Pre-feasibility
	160

	17
	Dam at Melkboom 
	Doring
	Pre-feasibility
	815

	Sub-total
	2 132

	Schemes primarily for domestic, urban, industrial or mining purposes

	4
	Flag Boshielo Dam raising
	Olifants
	Construction 4
	270

	4
	Dam at De Hoop and bulk raw water conveyance infrastructure
	Steelpoort
	Feasibility
	4 000

	4
	Dam at Rooipoort
	Olifants
	Feasibility
	782

	5
	Dam at Mountain View 
	Kaap
	Reconnaissance
	381

	5
	Dam at Boekenhoutrand
	Komati
	Pre-Reconnaisance
	691

	7/6
	Thukela-Mhlathuze

Transfer 5
	Thukela/

Mhlathuze
	Pre-feasibility
	339

	7
	Thukela Water Project 6
	Thukela
	Feasibility
	6 736

	7
	Dam at Springgrove and aqueduct
	Mooi
	Feasibility
	362

	8
	Klip River Dam
	Klip River
	Pre-feasibility
	371

	8
	Vaal River Eastern Sub-System Augmentation (pipeline from Vaal Dam to Secunda)
	Vaal
	Feasibility
	2 979

	11
	Dam at iSithundu
	Mvoti
	Feasibility
	532

	19
	Berg River Project
	Berg
	Construction 4
	1 188

	19
	Voelvlei Dam Augmentation
	Berg
	Feasibility
	225

	Sub-total
	18 856

	Total
	20 988


Notes:

1 

The name of dam site usually refers to the name of the farm on which the dam wall is to be situated.

2, 3
Except for projects under construction (see Note 4) indicative costs (some of which were estimated some years ago) have been adjusted to 2003 levels. Confidence in the estimates depends on the stage of investigation as follows -

· Pre-reconnaissance: The need for a project is identified and a number of options are investigated at a very low level of detail to select potentially feasible options

· Reconnaissance: Potentially feasible options are studied at a low level of detail to identify feasible options and to determine the scope of further investigations.

· Pre-feasibility: Feasible options are studied In more detail to select one option for detailed investigation.

· Feasibility: Detailed investigations, including extensive fieldwork, are carried out to confirm the technical, environmental, social, economic and financial viability of the selected option.

4.
Indicative costs for schemes under construction are tender prices.

5.
Indicative costs are included for transferring water from the Thukela River into the Usutu to Mhlathuze water management area for possible mining and industrial development in the Richards Bay area.

6.
The Thukela Water Project is included to represent the indicative costs of a transfer scheme to bring additional water into the Upper Vaal Water Management Area. This could also be achieved via Phase 2 of the Lesotho Highlands Water Project, or by transferring water from the Upper Orange River.

3.9.3.2
Expansion of national monitoring networks

Capital expenditure on infrastructure development will also be required to expand national monitoring systems, as described in Part 7 of this chapter.

Using present monitoring technologies, the capital expenditure required to expand the network to optimum levels may be as high as R1 300 million over the next 20 to 25 years, or about R60 million a year. (Provisions for this purpose in the allocation for 2002/3 amounted to only about R 2 million).

3.9.3.3
Other capital expenditure

Capital expenditure is also required for refurbishment works (betterments) on existing government water schemes, the redemption of existing loans, financial assistance to statutory bodies (transfer payments) and movable assets such as computer and monitoring equipment.

It is estimated that approximately R 530 million a year will be required for these activities for the foreseeable future, equal to the allocation in 2002/3.

3.9.3.4
Total capital costs

Total estimated capital expenditure over the next 20 to 25 years could therefore amount to a total of approximately R1 430 per year, as follows - 

· Major new government waterworks



R 20 988 million

Av. ±R 840 million a year

· Expansion of national monitoring networks

R   1 300 million

Av. ±R   60 million a year

· Other capital items

















   R  530 million a year
3.9.4

EXISTING FUNDING

At present the Department's water resources management activities are mainly funded from two sources: allocations from the government’s Exchequer Account: and revenue from the sale of water via the Water Trading Account. The Department also benefits from some international donor funding.

3.9.4.1
Revenues from water use charges - the Water Trading Account

The Department recovers revenue from water use charges made in terms of the water pricing strategy via its Water Trading Account. The intention is to recover all costs incurred, but the Water Trading Account currently operates at a loss. The deficit is made good by an augmentation allocation from the Exchequer Account.

The Department will continue to operate the Water Trading Account until such time as water management institutions - catchment management agencies, water user associations and any future infrastructure management agency or agencies that may be established - are empowered to collect revenue from water users in terms of the pricing strategy. 

The Water Services component of the Trading Account is concerned with schemes that supply water mainly for domestic use. It is scheduled to be closed in 2005/6 following the transfer of water services schemes to local government in terms of the Division of Revenue Act, 2002, and is not discussed here.

3.9.4.2
Donor funding

From time to time other countries assist the Department by providing donor funding. Usually this is provided to finance specific projects. Some donors have made multi-year commitments. The Department is regularly involved in negotiations for assistance with international partners, but the amount of donor funding has been declining in recent years and this trend can be expected to continue. The exception may, however, be in respect of co-operative programmes of regional scope that support the global public goods such as the protection of biodiversity and hydrological monitoring.

3.9.5

FUTURE FUNDING ARRANGEMENTS

During the next 10 to 15 years the majority of the Department's operational and development responsibilities will be delegated or assigned to water management institutions. These institutional changes will profoundly affect the Department's funding requirements and revenue streams.

3.9.5.1
Operational activities

The progressive transfer of water resources management responsibilities to catchment management agencies will include the transfer of all costs and revenues associated with the Integrated Catchment Management component of the Water Trading Account. This component currently runs at a deficit. Similarly, the progressive transfer of operation and maintenance responsibilities for irrigation schemes to water user associations will include the transfer of all costs and revenues associated with the Bulk Water Supply component. This component also runs at a deficit. 

Water use charges in terms of the water pricing strategy will improve revenue streams with time by progressively introducing tariffs that more closely reflect the actual costs of water resources management activities, and broadening the user base from which financial contributions are drawn. The Department introduced water resources management charges in terms of the water pricing strategy in 2002 and will continue to implement the strategy in a phased manner. Vigorous efforts will be made to improve and sustain the level of revenue collection so that there will eventually be no need for allocations from the Exchequer to augment revenue. 

The Department will support water management institutions as they take over the responsibility for revenue collection. Nevertheless, until such time as water management institutions become financially self-sufficient provision will be made for Exchequer funding to cover deficits.

The processes of establishing and developing catchment management agencies and compulsory licensing will require ongoing Exchequer allocations, an investment in the development of institutional self-sufficiency in water resources management. 

The duration and extent of continuing financial support for water management institutions will become clear as the Department gains experience through pilot implementation processes The objective is, however, to implement the activities described in the Strategy without any substantial increases in Exchequer funding.

3.9.5.2
Infrastructure development

In terms of national policy, the majority of infrastructure development required to support economic activity should be funded off-budget through payments by users. One of the objectives of the current review of arrangements for developing and managing water-related infrastructure is to make recommendations for a coherent approach to the financing of capital investments. The establishment of a national water resources infrastructure agency or a number of regional agencies (see Part 5 of this chapter) could significantly reduce the need for direct government expenditure on capital works by facilitating off-budget funding flows.

The review is also investigating funding mechanisms for investments where long payback times or financially weak consumers do not make it possible for a project finance approach to be adopted. Some government funding may continue to be required for the development of schemes of this nature, intended primarily for irrigation, social, disaster mitigation or environmental purposes, or to meet international obligations. Exchequer funding will also continue to be required for the capital costs of expanding the monitoring network.

If all the irrigation-orientated schemes identified in Table 3.9.1, as well as the structures required to expand the monitoring network, are built in the next 20 to 25 years, and if none of these are financed off-budget, the average annual capital funding requirement from the Exchequer will amount to around R145 million; R85 million for water supply schemes and R60 million for monitoring infrastructure.

If a water resources infrastructure agency is established it should be possible to implement a self-funded programme aimed at developing the required infrastructure. However, if a separate organisational entity is established within the Department for the development and management of major infrastructure new projects and capital expenditure will have to be funded directly from the Exchequer under the present financial management arrangements. If all the schemes identified in Table 3.9.1 as being primarily for domestic, urban, industrial and mining purposes are built in the next 25 years, the average annual capital funding requirement would be R755 million.

It should be noted that a substantial proportion of capital investment in the past decade has been financed off budget from sources other than the National Treasury. These include the following -

· The water transfer component of the Lesotho Highlands Water Project was financed by loans arranged by the project authorities and managed by the Trans-Caledon Tunnel Authority, the statutory body established for this purpose. The Authority also undertook the construction of the delivery tunnel from Lesotho into South Africa and associated infrastructure in South Africa. The loans, which are guaranteed by the South African government, are serviced from charges made by the Department on water users in the Vaal System and remitted to the Authority. 

· The Trans-Caledon Tunnel Authority, acting as an agent for the Department and the City of Cape Town, is responsible for raising the finance for the construction of the recently approved Berg River Project in the Western Cape Province, including a dam on the farm Skuifraam[1]. Loans for the project will not be guaranteed by the government. 

· The Komati Basin Water Authority was responsible for arranging finance for and undertaking the construction of water resources infrastructure in the Komati River Basin in South Africa and Swaziland, and is now responsible for servicing the loans from grants (subventions) received from the governments of Swaziland and South Africa.

· Dam development in the Usutu River to facilitate power generation and current projects to increase the transmission capacity of the system are largely financed by the principal user, Eskom.

· Similar arrangements with mining interests have been put in place to finance the raising of the Flag Boshielo Dam on the Olifants River (north).

Similar arrangements will not necessarily be possible for other projects scheduled to be built within this First Edition NWRS review period, and a substantial increase in Exchequer funding may be required for the projects if institutional restructuring is not undertaken.

3.9.6

CONCLUSION

From the above it appears that the Act's provisions can be implemented within the existing financial framework. The future size of the Exchequer allocation will depend on the Department's success in raising and maintaining the level of payments for water in terms of the national water pricing strategy, and on it being allowed to retain existing Exchequer allocations and revenue from water use charges to finance commissioning/ establishment activities.

The initial review suggests that the requirement for capital expenditure on new government waterworks could average approximately R900 million a year. A large proportion of this amount could be funded off budget if institutional restructuring is implemented. Should this not occur, the Exchequer’s allocations for major capital investments may have to be increased.

______________________________

Note to Chapter 3, Part 9

1 In addition to the financing arrangements TCTA is also responsible for the implementation of the Berg Water Project, including engineering, construction, environmental (natural and social) and communications issues.  
1
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