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EXECUTIVE SUMMARY 
 

This document is part of the 2009/10 review of the Municipal Infrastructure Investment 

Framework (MIIF), referred to as Round 7, and its abbreviated form for the purposes of 
this report is (MIIF 7). The document comprises the following five parts: 

Part 1:  The updating of the Municipal Services Financial Model (MSFM) developed for 

infrastructure investment analysis; the application of this model in two case 

study municipalities to build on the experience with the practical application of 
the model.   

Part 2:  An update of the national financial analysis of the capital and operating account 

implications associated with the delivery of affordable and sustainable municipal 

services, to address current backlogs and anticipated demand over a ten-year 
planning period (this report). 

Part 3: The preparation of seven sector reports dealing with housing and infrastructure 

investment issues in each of the following sectors: housing (human settlements), 

water services, electricity, roads, public transport, municipal solid waste and 

municipal public services. Accounts of the engagement with the relevant 

national sector departments are included.  

Part 4: Ongoing support for the infrastructure investment analysis training programme, 

including the metros, local municipalities and service providers. 

Part 5: Ongoing engagement relating to the establishment of a geographical information 

systems (GIS) based municipal services access monitoring system.   

Looking more broadly at the MIIF as a whole, as it has evolved over the past decade, the 
objectives are to:  

 assess the amount of capital that is required to meet the municipal infrastructure 

delivery targets of government and to assess the options for ensuring that 
sufficient capital finance is available to cover this capital cost 

 ensure that the infrastructure programme is financially sustainable, which implies 

that there is sufficient operating revenue to cover the operating and maintenance 
costs of infrastructure-related services  

 support municipalities in the application of infrastructure investment analysis, 
linked to statutory municipal planning processes.  

As with the previous rounds of the MIIF, this analysis is based on the application of the 

MSFM, which has been updated to improve its performance, to take new policy 

developments into consideration and to make it more user-friendly. Further, the analysis 

takes into consideration the wide variety of circumstances that exist across municipalities 

in South Africa. To this end, local municipalities have been divided into four sub-
categories (B1 to B4) and district municipalities into two sub-categories (C1 and C2)1.  

In this seventh round of MIIF (MIIF 7), particular emphasis is placed on interpreting the 

results of the financial analysis from the point of view of each of the main infrastructure 

                                                   
1
 In most of the analysis the reference point is the local municipality with the activities of the local and district 

municipality taken together.  This means that viability assessed for local and district municipal activities together.  
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sectors (see above). Further effort has been made to continue the process of engaging with 

municipalities to build their capacity to undertake effective infrastructure investment 

analysis primarily through improvement and application of the training programme. The 

success of this ongoing support is becoming evident as several municipalities are 
voluntarily applying the MSFM to inform their own budgeting process2.  

Status quo 

An assessment is included in the main body of the report on backlogs with the summary 
figures for the country as a whole given below:  

Table A: Backlogs with respect to service levels 

Service Source and notes 
Backlog (% with services 

below adequate) 

Housing 

The Department of Human Settlements currently 

defines the backlog with respect to housing as an 

informal dwelling and 30% of traditional 

dwellings. It has a range of figures for the actual 

number with MIIF using a figure of 2,140,000 

households
3
.  

17% of households 

Water supply 
The Department of Water Affairs, based on its 

database.  
9% of households 

Sanitation 
The Department of Water Affairs, based on its 

database. 
24% of households 

Electricity The Department of Energy, based on its database 27% of households 

Solid waste 

2007 Community Survey includes access to solid 

waste services. The figure for the backlog is based 

on the assumption that a properly managed ‘on site 

’ disposal and communal landfills in rural areas are 

‘adequate’.  

7% of households.  

Roads 
The Department of Transport’s survey of 2007 

indicates surface type and condition. 

14% of rural access roads are 

earth surfaced. 75% of access 

roads in rural and urban areas are 

in poor condition.  

Public services No good data so rough estimate made by PDG. 
12% inadequate in urban areas; 

65% inadequate in rural areas.  

 

With regard to capital expenditure, municipalities budgeted to spend approximately 

R41 billion in 2009/10, which can be compared to the figure of R30 billion in 2006/07. 

These figures represent a continued increase in capital spending budgets over the last 

three years. Adjustments for funding of housing ‘top structure’ in these budgets and 

provision for funding by service providers, (mainly Eskom and water boards) brings the 
total current amount budgeted for expenditure on municipal infrastructure to R46 billion. 

With regard to capital finance, municipalities are budgeting for 53% to be covered by 

grants, much the same as for 2006/07. But the level of commitment to borrowing has 

                                                   
2
 For example, eThekwini, Cape Town, Nelson Mandela Metro, Emfuleni and uThungulu district municipality.  

3
 The term ‘informal dwelling’ needs to be differentiated from ‘informal settlement’ which implies that the services to the 

households in the settlement are not adequate. In fact the Department of Human Settlements is focusing on access to 

secure tenure and adequate services which implies removal of informal settlements.  
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increased from a proportion of 18% in 2006/07 to 26% in 2009/104. The remainder (21%) 

is to come from other contributions and internal sources of funds (reserves and transfers 

from the operating account). The willingness to borrow is concentrated in the metros. Of 

the total amount on municipal budgets for borrowing of R10.7 billion, R7.9 billion (or 
74%) relates to the six metros.  

The total loan book for debt financing of municipalities is estimated by National Treasury 
to be R32 billion.  

Turning to operating expenditure, municipalities budgeted to spend R139 billion in 

2009/10. This has increased over the last three years at 12% per year, in nominal terms, 

well above the average figure for inflation over this period of 7.7%. With R13 billion 

added for service providers (mainly Eskom), this amounts to a total of R152 billion of 

expenditure on municipal services.  

These expenditure figures are based on municipal budgets which are often constrained by 

revenue limitations and do not reflect what should be spent to properly operate and 

maintain infrastructure related services. As shown in this report, current levels of 

expenditure should in fact be higher than those given in budgets and summarised above, 
particularly in economically weaker municipalities (B4 and C2s).  

With regard to operating revenue, in the case of municipalities, the aggregate municipal 
budgets show the revenue profile as follows:  

 tariffs: 44% (up from 41% in 2006/07) 

 property rates: 20% (up from 17% in 2006/07) 

 transfers (subsidies and grants): 25% (same as in 2006/07) 

 other sources: 11% (down from 17% in 2006/07) 

It is notable that the grant dependence of municipalities has not increased over the past 

three years. Even though the level of transfers from the national fiscus has increased, this 
is in the same proportion as the total amount of revenue budgeted by municipalities.  

Targets and related service level strategy 

The figures on backlogs shown above indicate the considerable challenge remaining to 

provide all South Africans with at least a basic level of service5. In order to plan for 

meeting this challenge, government has established a set of targets aimed at providing 

basic services to all. Although these targets were previously fairly variable by sector, they 

are now aligned with the housing target, with the goal of having basic services to all 
South Africans by 2014.  

The target has evidently been set without reference to what is affordable. The fact that it 

is not feasible is illustrated in the analysis described in this report and is recognised by 

many government officials. Nevertheless, the base scenario modelled for this report 

applies this 2014 target as MIIF is intended, inter alia, to be a tool to assess the viability 

of a national infrastructure programme.  

                                                   
4
 These figures are real percentages of the relevant budgets and therefore represent a real growth in the commitment to 

borrowing of 8%, neglecting the impact of inflation. 

5
 See the main body of the report for definitions of ‘basic’ and ‘adequate’ services. 
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Results of base scenario analysis – capital account 

In order to meet the targets given, with the service level mix given for the base scenario, 

the capital expenditure requirements, using the national municipal finance model, are as 
follows:  

Table B: Total capital expenditure:  base scenario compared with MIIF 5 figures (2009/10) 

 Figures in R millions MIIF 5 MIIF 7 

Water supply         11 942      13 897  

Sanitation         13 904       9 656  

Electricity         19 259      10 717  

Solid Waste           1 792       1 420  

Roads         15 429      29 868  

Sub-total 'Big 5' services         62 327      65 559  

Public services           3 794       1 810  

Public transport           5 392       7 432  

Public places           3 122       1 549  

Economic infra and buildings           2 933       1 660  

Admin buildings and systems           2 522       5 136  

Sub-total other infrastructure         17 763      17 587  

Total         80 089      83 146  

 

These figures are calculated on the basis of a set of unit costs and include for services to 

non-residential consumers. The figure for MIIF 5 is included to show the trends over the 

last three years. Both figures are for 2009/10 with the MIIF 5 figure taken as the third 

year projected at the time (year 0 was 2006/07), escalated at the increase in the CPI over 

three years. Although the totals estimated in this table are comparable, it is evident that 

there is considerable variability in the trend for each service. This is explained in some 
detail in the main report with the main points being: 

 The MIIF 5 projection curve was very rapid for the first three years, with much 

greater increases required than has been the reality. This would imply that 

predicted expenditure based on the MIIF 5 curve should be much higher than 
MIIF 7 figures, largely as indicated for sanitation, electricity and solid waste.  

 However, in the case of water supply, the improved unit cost analysis provides 
much higher bulk water unit costs than those applied in MIIF 5. 

 In the case of roads, the road lengths provided by the Department of Transport 
result in the increase in costs above MIIF 5 projections.  

 In the case of infrastructure for municipal public services, a much improved basis 

for costing has been included as part of MIIF 7. But the indications are that the 

unit cost figures are low, which partly explains the difference with the MIIF 5 
figure.  

 With regard to the remaining infrastructure, primary reliance is made on 

municipal budgets with no attempt to ‘model’ expenditure. Figures for MIIF 7 
should, therefore, be representative of what is happening in reality6. 

                                                   
6
 One exception is public transport where municipal budgets are adjusted upwards taking public transport grants into 

consideration.  
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Of course the obvious point needs to be made that the modelled expenditure for 2009/10 

of R83 billion is far higher than the R46 billion currently on the budgets of municipalities 
and their service providers.  

Figures for the mix of capital finance required to cover these capital costs, as applied in 
the model, are given in table below: 

Table C: Capital finance mix applied in the model: base scenario 

 

Modelled amount of 

capital required7 

Split in capital required 

MIIF 7 MIIF 7 MIIF 5 

Housing subsidies (infra only)             2 100  3% 10% 

MIG   11 300 14% 15% 

Other grants and subsidies             1 700  2% 12% 

Development charges             5 000  6% 0% 

Service provider funding           10 400  13% 10% 

Internal funds   6 300 8% 8% 

Borrowing requirement           46 300  56% 46% 

Total             83 100    

 

Points of note relating to the figures in this table are: 

 There is less available from housing subsidies for infrastructure.  

 The proportion of grant funding is reducing, but this relates mainly to the ending 
of the grant for stadiums for the 2010 FIFA World Cup.  

 MIIF 7 has introduced developer contributions as a funding source to be modelled 
with estimates included of the amount which can potentially be raised.  

 The proportion of service provider funding is increasing, based on the modelled 
position with regard to the responsibility of service providers.    

 The borrowing requirement is increasing as a proportion. However, it needs to be 

stressed that this is a residual amount, left after all other sources of funding are 

deducted from the capital requirement. The reality is that the ability of 
municipalities to borrow is well below the level reflected in the table. 

With regard to the borrowing position estimates of municipalities’ borrowing ability are 

included in the main report. Based on a range of assumptions, the indication is that a 

realistic maximum amount that can be borrowed by municipalities (excluding service 

providers) in the current environment is R18 billion a year, compared with the current 

amount budgeted by municipalities of R10.7 billion a year. Relating this to the modelled 

requirement of R46 billion indicates that the funding gap is of the order of R24 billion. 

Thus the envisaged infrastructure programme is clearly not achievable and alternative 
scenarios must be addressed.  

To conclude on these capital account results, it is important to note that the situation is 

highly variable across municipal sub-categories, with the funding gap being by far the 
most serious in B4 municipalities (and their district partners).  

                                                   
7
 Figures rounded off for ease of reading. 
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Results of base scenario analysis – operating account 

Turning to the operating account, the financial model provides for the long term financial 

viability of this investment programme to be assessed through projecting the anticipated 

operating cost and anticipated revenue. In the case of costs, the figures are based on cost 

benchmarks associated with proper operation and maintenance of the services8. In the 

case of revenue, the estimates are based on assumptions relating to free basic services, 

affordability, cross subsidy levels and trends with respect to operating subsidies 
(primarily equitable share).   

With respect to operating expenditure, the level of expenditure currently is modelled to 

be R177 billion in 2009/10, somewhat above the R152 billion taken from current budgets 

(by 16%). The reason for this higher amount in the model relates to the assumption that 

many municipalities (particularly those serving economically under-developed areas) are 

not spending what they should to provide a proper service to consumers.  The modelled 

figure increases to R320 billion in 2019/20, with an average increase in real terms of 

6.8% per year. The extent to which this level of increase is achievable is debatable, but it 

is what is needed to increase service coverage to those presently under-served and provide 

for economic growth. It is also strongly influenced by increases in the price paid for bulk 
electricity.  

With regard to operating revenue, the indication from the modelling for all 

municipalities together is that there should be sufficient revenue to cover expenditure. In 

fact, a surplus of about R9 billion is indicated. This is far better than the number 

estimated for MIIF 5, which was a deficit of R5 billion. The improved position relates to 

the increases in transfers, property rates and trading service income well above what was 

estimated for MIIF 5. The trading service income is most significant and this relates to the 
level of improvement in household income profile, particularly in rural areas9.  

Looking at the net position on the operating account, however, the trend is negative, as 

the rapid rollout of services to poor people takes place (see figure below).  

 

 

Figure A: modelled deficits on operating account over a 10 year period – base scenario 

                                                   
8
 In fact these benchmarks have been ‘tuned’ to some degree, as described in the main body of the report.  

9
 The data on household income, post Census, remains relatively uncertain, particularly when broken down by 

municipality. But most research does indicate a reduction in poverty over the last decade and this will translate into 

improved revenue for municipalities.  
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The projected deficit increasing to R15 billion in 2014 is not as bad as that predicted in 

MIIF 5, mainly because of the better economic circumstances assumed for MIIF 7. 

However, the situation is highly variable across municipality sub-categories, as noted in 

the main body of the report.  

In interpreting these figures, it should be noted that municipal service delivery in the 

South African context is complex and there are a wide variety of factors impacting on 

these numbers. Therefore, they should be seen as indicative only. The operating account 
results are strongly influenced by a number of factors, the most important being: 

 Assumptions around affordability: the extent to which consumers will be willing 
to pay for municipal services.   

 The extent to which municipalities are actually able to collect the revenue due to 

them: In this respect the MIIF 7 results are quite optimistic as they assume that, 

with a free basic services policy and affordable bills for those who do not get 

services free, the level of collections will be high. However, in municipalities 

with weak capacity collection, levels may well be very low.  

 The relationship between property rates revenue and economic growth: The base 

scenario is based on the assumption that property rates revenue will increase at 

the rate of economic growth.  

Variations from the base scenario 

As noted above, there are a wide range of factors which affect the aggregate capital and 

operating account of all municipalities in the country. The key factors are identified in the 

main report and a sensitivity analysis is undertaken. The full set of results is given in 

table 6.5 of the main report. The results are summarised as follows:  

 The viability improves markedly if service levels are kept low: much lower than 

provided for in the base scenario and lower than service levels that are currently 

being selected by municipalities. Capex in year 1 of the modelling period 

(2009/10) can be reduced by 26% from R83 billion to R61 billion. But there is a 
price to pay mainly with respect to rural roads, which will continue to deteriorate.   

 Economic growth will make a big difference: if the real growth over the next 10 

years increases from an average of 3.8% (applied in the base scenario) to 6%, the 

operating deficit in 2016 will decrease by R10.6 billion to a deficit of 

R2.4 billion.   

 The extent to which economic growth is equitable also has an impact. The base 

scenario is based on the assumption that growth benefits the poor as much as the 

rich. If, at the other extreme, the poor do not benefit at all municipalities will be 
R8 billion worse off in 2016.  

 There are many other factors that will have a lesser impact, some of which have 
been tested with results given in the main body of the report.  

Key findings  

The MIIF is intended to assess what is possible with respect to delivering basic services to 

all South Africans in a sustainable way. The key findings in this regard can be stated as 

follows: 

 The targets set by government for removing backlogs are over-ambitious, and 

capital constraints will prevent the target of getting services to all by 2014 being 

met.  
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 These capital constraints exist in the context of severe institutional capacity 

constraints, particularly in the capacity of technical staff. 

 However, it is possible to define a more realistic scenario by extending targets, 

accepting the limitations of servicing people in scattered rural settlements, 

lowering service levels where possible, and accepting that low volume rural roads 

will not be properly rehabilitated.  

 With this more realistic approach, higher levels of grant finance (about R8 billion 

more a year) and higher levels of debt finance to economically stronger 

municipalities is required to make it work. While this will be difficult to achieve it 

is not impossible.   

 Considering the position on the operating account, the assessment based on the 

models is that municipalities are, in aggregate, currently in a position where they 

can cover their expenditure with revenue, assuming they properly collect rates and 

tariffs due to them with bills set at affordable levels based on assumptions 

described in the main body of the report. This is a more positive result than that 
found in the MIIF 5 analysis three years ago.  

 However, looking forward, all but the metros will have difficulty in maintaining 

viability with the ambitious service delivery programme assumed as part of the 

base scenario. In order to maintain viability, service levels will need to be reduced 

somewhat, property rates revenues must keep pace with economic growth and, 

most importantly, economic growth rates of the order of 4.5% are needed for the 
country as a whole. 

 This last point means that without relatively high levels of economic growth, 

municipalities as a whole will not be able to meet even relatively modest service 

delivery objectives defined in the more realistic scenario.  

Finally it is acknowledged that the MIIF is primarily a financial / technical analysis 

and does not deal directly with institutional and financial aspects. Yet it is recognised 

that little can be achieved if there is not good leadership and governance to make the 

right decisions on investment priorities and appropriate allocation of resources. The 

MIIF places emphasis on estimating expenditure and assessing the capital finance and 

operating revenue requirements to cover this expenditure. But this must be backed up 

by a commitment by government at all spheres to follow through with this and 

actually allocate the resources and manage the implementation and ongoing operation 

and maintenance of infrastructure.  

 


