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CHAPTER 3

PART 4 – WATER PRICING AND FINANCIAL ASSISTANCE

(Provisions relating to water pricing and other financial aspects of water management are found in Chapter 5 of the National Water Act.

______________________________

3.4.1

Water Pricing

3.4.1.1

Introduction

The National Water Act (the Act) empowers the Minister, in consultation with the Ministry of Finance, and after consulting with the public, to establish a pricing strategy for any water use described in section 21. The Act provides for three types of water use charges as follows -

Funding water resource management. Activities such as information gathering, monitoring water resources and controlling their use, water resource protection (including waste discharge and the protection of the Reserve) and water conservation.

Funding water resource development and use of waterworks. The costs of the investigation, planning, design, construction, operation and maintenance of waterworks, pre-financing of development, a return on assets and the costs of water distribution.

Resource management and resource development charges are financial charges, which are directly related to the costs of managing water resources and supplying water from schemes and systems.

Achieving the equitable and efficient allocation of water. Economic incentives to encourage more efficient use of water, water conservation and a shift from lower to higher value uses. 

This is an economic charge and relates to the value of water to particular users.

The objective of the pricing strategy is to contribute to achieving equity and sustainability in water matters by promoting financial sustainability and economic efficiency in water use. One objective is to ensure that the real financial costs of managing water resources and supplying water, including the cost of capital, are recovered from users. Provisions are, however, made for a range of subsidies for water users from historically disadvantaged groups to promote equitable access to the use of water resources.

3.4.1.2
The pricing strategy for water use charges
Important Note: The pricing strategy, which relates to charges for any water use, is established in terms of the process described in section 56 of the Act, and not via the NWRS.

Information on the water pricing strategy is provided in the NWRS so that as complete an account as possible of the Department's approach to water resources management is presented.

One component of the pricing strategy has already been established - see 3.4.1.3 below. In accordance with the Act's requirements for consultation, the Department will invite comments on other components of the pricing strategy as they are developed. 

The full pricing strategy will apply to the uses of water described in section 21 of the Act (see Part 2 of this chapter), that is, taking water from a resource, discharging waste into the resource, storing water and other uses such as the recreational use of water. It also addresses the setting of tariffs by the Department and water management institutions established in terms of the Act. It does not deal with treated water supplied in bulk by, for instance, water boards, and distributed to households via water services authorities, as this is dealt with in the Water Services Act, 1997. There is, nevertheless, an explicit requirement in the Act to ensure that the pricing strategy supports the establishment of tariffs for water services in terms of the Water Services Act.

The water uses described in section 21 are very different and require specific approaches to determining charges. The overall pricing strategy will therefore comprise a number of distinct components, as described below, each of which will be established separately and implemented progressively over time.

3.4.1.3
Pricing strategy for abstracting and storing water, and stream flow reduction activities

Important note: Following public consultation, this component of the pricing strategy has already been established by the publication of Government Notice No. 1353 of 12 November 1999 and is therefore no longer open for comment.

A consultative review of the pricing strategy began in mid-2004, and will consolidate water use charges for abstracting, storage, stream flow reduction activities and waste discharge. 
In this component of the water pricing strategy charges apply to three consumptive uses of water that can be expressed in terms of annual volumes of water used. These are - 

· Abstracting (taking) raw water directly from surface and groundwater resources (section 21(a)). 

· Storing water (section 21(b)). This refers to the abstraction of water from storage or, in the case of dams constructed to enhance property values or for recreational use, the initial filling and annual refilling[1]. 

· Engaging in a stream flow reduction activity (section 21(d)). Thus far only the use of land for afforestation that has been established for commercial purposes has been declared to be a stream flow reduction activity. Other land-based activities are being considered and may, after public consultation, be declared in future in terms of section 36.

3.4.1.4
Charges for waste discharge

This component of the pricing strategy is currently being developed. It will deal with charges for all aspects of waste discharge, as follows - 

· Engaging in a controlled activity (section 21(e) – section 37(1)(a) and (d) also refer). 

· Discharging waste or water containing waste into a water resource (section 21(f)). 

· Disposing of waste in a manner which may detrimentally impact on a water resource (section 21(g)). 

· Disposing of water which contains waste from any industrial or power generating process (section 21(h)). 

· Aspects of removing, discharging or disposing of water found underground (section 21(j)) where this has an impact on water quality.

The charging system will be based on the polluter pays principle and will address point and diffuse sources of pollution. It will supplement the more traditional regulatory approach to water quality management, in which standards and objectives are set and enforced, by introducing financial and economic incentives and disincentives to – 

· ensure that the costs of polluting activities are, as far as possible, borne by the polluter (internalised) and not passed on (externalised) to other water users who could be disadvantaged by the detrimental impacts of waste on water resources, or to the environment;

· encourage the minimisation of waste discharge; and

· promote sustainable, efficient and effective water use.

Charges made under the system are intended to reflect and recover from users the direct and indirect costs associated with the discharge or disposal of waste. It is likely that key representative pollutants and the costs for reducing the impacts of various categories of pollutants will be identified and methods for determining the direct costs of impacts will be developed.

The structure of tariffs currently being considered includes -:

· A basic charge per volume of water discharged, independent of the concentration of pollutants in the discharge. 

· A load-based charge proportional to the waste load, where waste load is the product of the volume of the discharge and the concentration of pollutants. Initially this charge will relate to salinity, nitrogen compounds (ammonia, nitrates and nitrites) and phosphorous.

· Charges in cases where waste loads exceed the maximum permissible levels of pollutants for the resource in question. The charges are intended to encourage self-monitoring and accurate reporting of waste loads, and reduction in waste loads. 

· Incentives (rebates) for returning water to the resource of a better quality than was originally abstracted

Tariff structures will be subject to ministerial approval 

Revenues from the charges will be used to fund water quality management activities related to waste discharge or disposal, such as impact monitoring and mitigation, the provision of assistance to users to reduce the impacts of their discharges or disposal activities or as subsidies to downstream users to deal with discharges from upstream if this is more effective, as well as rehabilitation of degraded areas, dealing with the effects of spills, and system management and administration.

The proposed system is the subject of detailed consultation with stakeholders. It is anticipated that it will be established in terms of section 56 of the Act in 2006. 

The system will be designed to ensure that there is no duplication of charges between charges for waste discharge and water use charges for funding water resource management (see below).

3.4.1.5
Other components of the pricing strategy

The Department is considering the necessity for and practicality of introducing further components of the pricing strategy for impeding or diverting flow in a watercourse (section 21(c)), altering the physical characteristics of a watercourse (section 21(i)) and the use of water for recreational purposes (section 21(k)). Any proposals will be published for comment in terms of section 56.

3.4.2

WATER USE CHARGES

3.4.2.1
Water user sectors

All charges will be specific to each of four end-user sectors, namely - 

· Municipal (water services authorities). 

· Industry, mining and energy. 

· Agriculture. 

· Stream flow reduction activities.

Charges may be different for each user sector, depending on the costs of and benefits from water resource management services, or from the use of a particular supply scheme.

3.4.2.2
Setting charges, collecting and disbursing revenue

Catchment management agencies will be established in each of the 19 water management areas (see Part 5 of this chapter). Each agency will be progressively empowered to undertake water resource management responsibilities, including the setting of charges and the collection of revenue for water use in its area of jurisdiction. Depending on the socio-economic circumstances and physical and demographic characteristics and attributes of each area, charges may differ between water management areas. 

However, until catchment management agencies are established, the Department will continue to determine charges and collect revenue. When the agencies are established, the Department will work with them to set charges. In respect of charges for water resource management activities, which are intended to fund the agencies, the Department will ensure that revenue is divided in such a way as to meet the needs of the agencies and the Department as far as possible.

After budgets have been prepared and proposed charges determined, consultations will be held with key stakeholders and the charges announced and made known to users prior to the start of the financial year in which the charges are to be imposed.

3.4.2.3
Charges for funding water resource management

The charges will be based on the budgeted[2] annual costs that include the following activities, which will eventually become the responsibility of catchment management agencies -

· The planning and implementation of catchment management strategies.

· The monitoring and assessment of water resource availability and use, and resource quality.

· The management of water allocation and utilisation.

· Water quality management, including waste control and pollution control in respect of mines, industries, agriculture and dense settlements. Charges will not include costs related to waste discharge, or the capital costs of abandoned mine rehabilitation, until a waste discharge charge system is implemented.

· Dam safety control.

· Water conservation and demand management, including the control of invasive alien vegetation, education and awareness creation by the Water Education Programme, and control of aquatic weeds where these activities are included in the catchment management strategy. Costs related to poverty relief activities, which do not directly contribute to improving water availability, are excluded from the charge.

3.4.2.4
Application of water resource management charges

Water resource management charges relate to all water used or intercepted by stream flow reduction activities within the water management area, irrespective of whether water is taken direct from the resource or supplied from a government or water management institution scheme. Charges will be imposed in a water management area only when the majority of water use is either licensed or registered.

Unit charges (cents per cubic metre) for each sector will be determined for each user sector and water management area. For billing purposes these unit charges will be applied to the annual water use registered by or licensed to each user. Volumes are based on estimated long-term average annual use (or reduction in runoff in respect of stream flow reduction activities), thereby taking assurance of supply into account. Charges will be based on recovering the costs of managing the total volume of water that may be allocated for use in each water management area. This is determined by deducting the requirements of the Reserve, water required to meet international obligations, water required for use by downstream water management areas, and any water specifically reserved for transfer via new water works to neighbouring areas from the total volume of water available in the area (see Chapter 2 and Appendix D). 

Some aspects of the charges will apply to user sectors in different ways, as follows - 

· Because there is no requirement for water use to be registered in terms of Schedule 1, such use will not be charged for.

· The municipal sector attracts all charges relating to water resource management.

Important Note: The Pricing Strategy for Raw Water Use Charges provides for that portion of a municipality's annual raw water demand that comprises the basic human needs component of the Reserve to be free of charge. However, since the Pricing Strategy for Raw Water Use Charges was established, government has indicated that equitable share grants, made to municipalities in terms of the annually-enacted Division of Revenue Act, should enable water services authorities to fund the provision of free basic water.  The subsidisation of raw water for domestic use in terms of the pricing strategy, described above, will therefore not be implemented.

· The industrial, mining and energy sector attracts all charges relating to water resource management.

· The commercial agricultural sector will normally attract all charges after the phasing-in period has come to an end.

· Charges for emerging farmers[3] using water from government water schemes will be subsidised for five years at a progressively decreasing rate.

· The stream flow reduction activity sector attracts all water management activity costs except those related to dam safety control. Where costs are incurred for the removal of invasive alien vegetation in terms of catchment management strategies these will not apply to the forestry sector. Charges for 2002/2003 for the forestry sector were capped at a maximum of R 10 per hectare per annum, and annual increases thereafter will be restricted to the producer price index. The Department is investigating the possibility of limited period subsidies for small-scale emerging tree growers. 

In water management areas where there is an over-allocation, that is total registered use exceeds the total water available for allocation, charges for each sector will be based on the registered sectoral use.

Box 3.4.1
Water use charges and inter-catchment transfers of water

Transfer of water from one water management area to another will result in a reduced quantity of water on which charges can be made in the source area and a corresponding increase in the receiving area. Some of the charges raised in the receiving area from those user sectors that benefit from the transferred water will revert to the source area for water resource management purposes. The Department has determined a framework for the calculation and disbursement of the relevant amounts. The  percentage of the water resources management budget of the source area to be borne by the receiving area will be determined by the ratio of yield[4] transferred to total local yield in the source area. The funds transferred between water management areas will be audited by the Department.

This arrangement refers only to engineered transfers of water such as from the Thukela River into the Vaal River system, and not to those that occur naturally such as between the Upper and Lower Vaal water management areas.

3.4.2.5
Charges for funding water resource development and the use of waterworks

Specific charges will be imposed on users of water from government water schemes and systems, and from schemes funded by other water management institutions such as catchment management agencies and water user associations to cover the costs of such schemes. Charges will be based on volumes of water used, and fixed and/or variable charges may be implemented.

(i)

Government water schemes

· Water resource development charges

In accordance with generally accepted accounting procedures, charges for water resource development on government water schemes will be based on the rate-of-return-on-assets approach, with allowance being made for the depreciation of asset value. A return on assets will ensure efficient use of capital and generate funding for new developments, whilst asset depreciation will fund the refurbishment of infrastructure at the end of its useful life. Capital cost charges on government water schemes will consist of two components. First, a charge based on a four per cent return on the depreciated replacement value of assets and, second, a charge based on the annual depreciation cost.

The depreciable portion of the value of infrastructure on government water schemes will be depreciated in a straight line over the asset's remaining economic life. For the purposes of initial price setting the replacement values, depreciable portions and useful lives of assets have been determined by means of an assets inventory undertaken by the Department. Full technical revaluation of assets will be undertaken at intervals not exceeding 10 years. Desktop revaluation will be undertaken annually by applying the producer price index to asset values and adjusting the depreciation amount. The relevant charges will be adjusted accordingly.

On multipurpose government water schemes, capital costs will be divided between sectors on the basis of water allocations. Charges may be different for different sectors depending on the assurance of supply required (in respect of the use of water from storage), or on peak demand rates (in respect of water received from conveyance structures such as canals and pipelines). 

· Charges for the use of waterworks

Charges for the use of waterworks are based on the budgeted annual costs[5] of operating and maintaining the works. Users of water from specific government water schemes pay all the direct scheme-related costs plus an equitable portion of the indirect, non-scheme-specific costs related to managing all the waterworks in the region. The division of costs among sectors is sector-specific, while in the case of under-utilised schemes the cost of joint works is shared in proportion to volumetric use or allocations. 

(ii)

Waterworks owned and/or managed by other water management institutions

Charges set by catchment management agencies and water user associations in terms of the pricing strategy must be based on the legitimate functions of the institution (initial, delegated and assigned in the case of catchment management agencies and, in the case of water user associations, according to their constitutions). These charges must make provision for the full recovery of capital costs (including the costs of servicing loans), the depreciation of assets, all management, operation and maintenance costs, including associated overheads, and any other charges imposed by law, such as water resource management charges and Water Research Commission levies.

3.4.2.6
Application of water resource development and use of waterworks charges

Charges will be phased in progressively over time, and the target of achieving full cost recovery will therefore be achieved at different times for different sectors, as follows -

· Municipal sector and Industrial, mining and energy sector: On government water schemes charges will include depreciation, return on assets[6], and operations and maintenance. Annual tariff increases will be limited to the producer price index plus 10 per cent until target recovery has been achieved, whereafter increases will be limited to the rate of inflation unless there are new investments or other costs incurred. All costs must be recovered in respect of waterworks owned by other water management institutions.

· Irrigation sector: On existing government water schemes charges for commercial farmers include depreciation and the full operating and maintenance cost. Tariff agreements with commercial farmers came to an end in March 2001, whereafter new agreements were concluded with organised agriculture. A depreciation charge was introduced from April 2001 and will be phased in until the full depreciation cost plus the operating and maintenance costs are fully recovered in terms of the agreements.

· Emerging farmers: The operating and maintenance charges for water supplied to emerging farmers from government water schemes will be subsidised on a reducing scale over a five year period. Depreciation charges will be phased in over a further period appropriate to each case until all costs are fully recovered.

· Stream flow reduction sector: These charges do not apply to the sector, except in cases where new developments are required, when charges will be negotiated with users.

3.4.2.7
Charges for achieving the equitable and efficient allocation of water

(i)

Administratively determined charges, public tender or auction

Once other charges have been fully phased in, economic charges may be determined administratively by basing them on the opportunity cost of water, as reflected in the price paid for water in transactions taking place between users. 

In areas where compulsory licensing has been completed, any remaining water may be allocated for use by public tender or auction. Regulations to facilitate this measure will be introduced in due course.

(ii)

Water trading

Tradable water use entitlements promote the shift from lower to higher value uses of water, and may obviate the need for the application of administratively determined prices. The Act allows water users to engage in such transactions in terms of a policy developed under section 25 of the Act (see Part 2 of this chapter), subject to the balance being maintained between the general public interest and the interests of water users who wish to trade. The extent of authorised water use, in terms of quantity, quality and assurance of supply, that may be traded across water use sectors is carefully considered and defined before such trading is permitted. Regulations to be introduced in due course will specify the conditions under which trade will be permitted after the compulsory licensing process has been completed. In the interim, applications for trade between user sectors are considered in terms of the provisions of the Act.

3.4.2.8
Application of charges for achieving the equitable and efficient allocation of water

This charge will be determined by the Minister and will be introduced only when the effects of full financial pricing of water on resource use have been evaluated.

3.4.3

Financial Assistance

Financial assistance to water users may be provided in two ways, namely - 

3.4.3.1
Via the pricing strategy 

Current policy is that all charges for water provided from government water schemes to emerging farmers will be subsidised on a reducing scale over a period of five years and depreciation charges phased in over a further period appropriate to each case.

3.4.3.2
Via section 61 of the Act

Capital cost subsidies for the construction or refurbishment of communal waterworks are available to emerging farmers who are members of water user associations. At present the subsidies are limited to the lesser of R10 000 per hectare, R50 000 per person or a person's actual share of the cost of the scheme if it is less than R50 000).

Operational subsidies are available to water user associations that take over the operations and maintenance of government water schemes.  The subsidies comprise – 

· a once-off subsidy of 50 per cent of the operations budget;

· exemption from payment for depreciation charges in respect of canals; and

· a subsidy to phase in tariffs for emerging farmers over five years.

These policies are currently the subject of an inter-departmental review. 

______________________________

Notes to Chapter 3, Part 4

1 The calculation of the volume of water required for annual refilling will be based on a scientific    assessment of losses due to evaporation.

2 Until catchment management agencies become responsible for these charges, the Department will continue to undertake budgeting and revenue collection by means of the Integrated Catchment Management component of the Water Trading Account created for these purposes.

3 An emerging farmer is one who is a member of the historically disadvantaged population groups, and who is regarded as being resource-poor. There is no widely accepted definition of resource-poor, but it could include consideration of factors such as total family income and assets, and participation in land reform and other programmes of corrective action. 

4 The reduction in yield in the source area resulting from the transfer is not necessarily equal to the increase in yield in the receiving area, and neither are equal to the physical volume of water transferred: see box 2.5 for an explanation of why this is so.

5 Until the management of assets is transferred to other institutions, the Department will continue to undertake budgeting and revenue collection by means of the Bulk Water Supply and Integrated Systems components of the Water Trading Account created for these purposes.

6 For government water schemes the portion of the charge relating to return on assets will apply only to the municipal and the industrial, mining and energy sectors as these are the sectors for which the demand for water from government schemes is expected to increase. Historical growth rates in demand in these sectors indicate that an annual average rate of return of four per cent applied to the current depreciated replacement value of water infrastructure will achieve a breakeven return.
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