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The water pricing
chain
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w ater resource
management charge

raw water from rivers, dams,
boreholes and springs

water resource
management

raw w ater tariff
(water resource
waste discharge development charge)
charge

bulk water treatment and
j bulk water distribution

[ treatment and return of

water to the river
bulk water tariff
@ bulk wastew ater tariff
human excreta and reticulation
wastewater collection of water to
consumers

retail water tariff

sanitation charge
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1. Atthe end of the day, it is the consumer that “pays the
price”. That is, all “upstream” prices impact on the
consumer.

2. For this reason, the pricing chain should be viewed in
totality to understand the impact of pricing on
consumers.

3. For the sake of consistency, the same principles and

pricing methodologies should be applied throughout the
value chain.

4. Any subsidies should benefit end users (consumers)
and hence are most appropriate when allocated at the
retail end of the pricing chain (and not upstream).
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* Notwithstanding the previous point, the way
prices are set depend on the governance
arrangements that apply along the chain. For
example:

— DWAF sets its raw water price in terms of a policy

— Water Boards set bulk water prices in terms of the
Water Services Act and prices are (in effect)
approved by national government.

— Municipal tariffs which are approved by local
councillors in terms of a local tariff policy which must
comply with nationally defined norms.

How can consistency be ensured in this context?
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* The risks of selling water to a government
Institution are substantially less than
selling water to individual consumers

— Wherever feasible, vertical integration
(combining bulk and retall) is preferred
because this results in a much better
allocation of risk. (This has been included in
the institutional reform principles.)

Discussion: In context of separation of bulk and retail,
bulk prices need to be regulated.
e o e e B e e B B e s




A return on assets ensures sustainabillity.

Consistency Is important. There should
be a consistent approach to the return on
assets along the value chain. (It is hard to
argue on economic grounds that different
rates of return on assets should apply to
different parts of the water supply value
chain.)

Discussion: At present, there is no consistent

approach to return on assets along the value chain.
e W




 In theory, the source of finance (grant or
loan or private) should not affect the price.
Prices should be determined based on a
return on assets.

 In practice, prices are set to recover costs.
In this case, there Is often under-provision
for depreciation. This Is not sustainable.

Discussion: The key issue facing the sector is not access
to finance, but the fact that water is unsustainably priced.




-~

SALGA

South African Local Govermment Association

™ | Retail water
!/ o

CMA charge
el e Sl e Bl s e e B Bl Wi




‘e

SALGA

South African Local Govermment Association

ROR = rate of return on assets

Retail water
price

CMA charge
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Application of subsidies
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e MIG

— a capital grant intended for basic services
e ES

— to support O&M costs for basic services

e Cross-subsidies

— Where these can be supported and are not
too distortionary
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For discussion

e MIG
— Insufficient to take care of backlog in rehabilitation?
— Application of subsidy too limited or restrictive?

¢ ES
— Not guaranteed for water use?
— Insufficient?

e Cross-subsidies

— Unequal situations around the country result in
unequal burdens (and benefits).
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What the Strategic Framework

says about each tariff
In the value chain
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Tariff / charge

Responsibility for
setting tariff

Water resource
management charge.

(Recovers the costs of
water resources
management.).

Catchment management
agency in terms of
National Water Act, or
DWAF where there is
not CMA.
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Tariff / charge

Responsibility for
setting tariff

Raw water tariff (water
resource development
charge).

(Recovers the
Infrastructure and
operating costs of
schemes.)

DWAF in terms of the
national raw water
pricing strategy and in
consultation with water
users including local
government.
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Tariff / charge Responsibility for
setting tariff
Bulk water and Negotiation between water board

iff and water services authority (or its
wastewater tariifs. appointed provider) in the case of

(Recovers the cost of a water board.

- - Water services authority where it
conveying and treatmg undertakes bulk function itself, or

bulk water and by an entity owned by the water

wastewater ) services authority.
Consultation between water

services authority and external
provider of service (for example,

another municipality). i
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Tariff / charge Responsibility for
setting tariff

Retall water tariff and Water services authority

sanitation In terms of the Water
charges.(Includes the Services Act and
bulk water and Municipal Systems Act.

wastewater tariff and
recovers the retall
COsSts.)
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Tariff / charge

Responsibility for
setting tariff

Waste discharge charge
(proposed).

(A water resource
charge based on the
“polluter pays” principle.)

Catchment management
agency in terms of
National Water Act, Iin
consultation with water
users including local
government.

DWAF where there IS no
CMA.
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® “Appropriate financing structure for each WSA will
be determined through the development of a
financial plan as part of the WSDP

® DWAF, NT, SALGA and the dplg and other
Institutions will work together to design appropriate
financial instruments and provide guidelines to
WSASs for the development of financial plans

® Have we given this support?
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- At(; A Way Forward

— — — —

® WSDPs and Business Plan
® Promotion of Integrated Planning (WR and WC)

® Design Appropriate financing structure for each
WSA

® Water Demand and Conservation Strategies
® Tariff Policies (Raw, Bulk and Retail)

® |nvestment Policies
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