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Intermediate City Municipality Diagnostic Assessment Report - Polokwane Local Municipality

1 Introduction

1.1 Project background

In April 2016, Cabinet approved the Integrated Urban Development Framework (IUDF) as an “all-
of-government” initiative. The IUDF sets out the policy framework for transforming and
restructuring South Africa’s urban spaces, guided by the vision of creating “liveable, safe,
resource efficient cities and towns that are socially integrated, economically inclusive and globally
competitive”. As part of the implementation of the IUDF, National Treasury (NT) through its Cities
Support Programme (CSP) and the South African Local Government Association (SALGA),
through their small-town regeneration programme are focusing on metropolitan municipalities and
small towns/rural municipalities respectively. The Department of Cooperative Governance and
Traditional Affairs (DCOGTA) is responsible for implementing the IUDF in the 39 intermediary
cities, through the programme called Intermediary Cities Municipal (ICM) Support Programme.

The purpose of the ICM Support Programme is to help translate IUDF policy into practical
programmes of action in the intermediate cities. Support offered by the programme will include
technical assistance, enabling environment support (via legislation, regulations, national and
provincial policy, IGR facilitation etc.) and access to a new infrastructure grant, the Integrated
Urban Development Grant (IUDG). The technical assistance elements will be phased in, and will
be informed by a diagnostic assessment, which is the subject of this report, to target technical
assistance interventions (Figure 2).

The diagnostic assessments are intended

National government to be a means to rapidly assess and focus
Integrated Urban Development Framework attention on the key Strategic Cha”enges
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using four lenses: economic development,
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Metros m Sriall amel il delivery and finance (Figure 1). In
addition, overarching issues of
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m Technical support level strategic issues, with reduced

emphasis on lower level operational

Figure 2: Purpose of the diagnostic issues or Cha”enges_
assessment as part of the IUDF
implementation in ICMs 1.2 Methodology

The methodology for the diagnostic assessment is
based on the Strategic Development Review
methodology employed by the Cities Support
Programme in metros, and is intended to be a rapid,
focused strategic review by a small expert team,
working in conjunction with government department
officials. The assessment is undertaken in five
phases, as indicated in Figure 3.
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Figure 3: Diagnostic assessment methodology

Polokwane local municipality (PLM) was selected to be part of the pilot programme. As a result,
the methodology for the diagnostic for the municipality departs from the steps outlined above.
Instead of a self-assessment and interviews, this assessment report draws on the available
information and data available from existing studies, assessments and diagnostics completed
both in preparation for pilot programme by COGTA and those done by other stakeholders with an
interest in intermediate cities. Once complete, the report will be submitted to COGTA for review
and presented to the municipality in a validation workshop. This workshop will solicit feedback on
the accuracy and continued relevance of the key themes and update or change any information
that is not reflective of the experiences of the municipality.

2 Economic perspective

2.1 Status quo

2.1.1 Economy size, growth and structure

Polokwane Local Municipality (PLM) is both the economic hub and capital city of Limpopo
province. Polokwane’s total Gross Domestic Product was R 70.1 billion in 2017 and the local
economy grew at an average rate of 2.97% per annum between 2007 and 2017 which is faster
than the district, province and country (Polokwane local municipality, 2019). Economic growth in
the municipality has been largely driven by the following key (Polokwane local municipality and
DCOGTA, 2019)
e PLM is a regional shopping hub
e PLMiis a logistics hub and strategic location in relation to other Southern African
countries
e PLM role as a capital and the location of provincial government departments and
branches of some national departments
e Several higher education institutions located in the municipality namely University in
Limpopo, branches of the University of South Africa and the Tshwane University of
Technology which has led to increased demand for private student accommodation.
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Figure 4: Polokwane Economic Sectors (Source: author own analysis, 2019)

Economic activity in PLM is concentrated in the tertiary sector which is in contrast to neighbouring
municipalities where mining and agriculture are dominant. The top three sectors are (1)
community services (government and personal services), (2) trade and accommodation and (3)
finance (business services) (Figure 4). The community services sector is the largest contributor
to Polokwane’s total Gross Value Added (GVA) (32%). Government is a significant player driving
this sector’'s dominance in the local economy. It's followed by trade and finance which contribute
22% and 21% respectively. These proportional sizes are comparable to those in metropolitan
areas (South African Cities Network, 2017). Most of the reputable national financial institutions
and companies operating in Limpopo have their head offices in the municipality which contributes
to economic activity. Agriculture and electricity contribute the least to total GVA. However, the
agriculture sector had the highest average annual economic growth rate between 2007 and 2017.
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Figure 5: Relative sector dominance (Source: Polokwane local municipality, 2019)

Figure 5 shows the local quotient which is a measure the relative dominance of a sector in the
regional economy compared to the national economy. It compares the share of that specific sector
in the regional economy to the share in the national economy. A greater share suggests
uniqueness and greater concentration in the regional economy. Hence, Polokwane’s dominant
sectors of trade, finance and community services differentiate the City from the nation and further
highlight its role as a regional development centre that pulls in activity from other areas as well.

2.1.2 Demographic and socio-economic

Polokwane has seen population growth over the past two decades. This is largely due to its capital
city status and location which leads to migration from other parts of the province into the city.
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Migration is primarily economic with people seeking employment and business prospects. The
population was 728 633 in 2011 and increased to 797 127 in 2016, representing a 1.8% per
annum growth rate, although most of this is growth derives from the incorporation of parts of
Aganang into Polokwane in 2016. Geographically, more than 60% of households in the
municipality reside in traditional areas while 35% reside in urban areas and 3% are living on farms.
Given the historic context, this geographic pattern emerges again across various socio-economic
metrics i.e. most of the low-income households reside in the traditional areas and economic
activity is also concentrated in the urban centre.

Annual per capita income (Rand, current prices)
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Figure 6: Annual per capita income (Source: Polokwane local municipality, 2019)

Overall, Polokwane’s nominal annual per capita income increased between 2007 and 2017
(Figure 6). The 2017 average of R47 000 is higher than both the district (R40 000) and provincial
(R37 100) per capita annual incomes, however it is lower than the national average (R57 200).
The difference demonstrates the greater socioeconomic status of households in Polokwane
compared the rest of the province due to access to better opportunities, but a lower status
compared with the national average.
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Figure 7: Poverty (Source: Polokwane local municipality, 2019)

Although incomes in PLM are the highest in the province, the prevalence of poverty explains why
the differences with the national average. As shown in Figure 7, the poverty incidence has been
on the rise since 2011. The number of people in poverty in 2017, as per the upper bound poverty
line, was at its highest since 2007 with close to 500 000 people (almost 65%) in the municipality
only able to provide for their minimum daily energy intake and some non-food expenditure.

2.1.3 Economic development planning

PLM'’s main strategic documents with respect to economic development are the local economic
development (LED) strategy and the 2030 Economic Growth and Development Plan (EGDP). The
LED strategy earmarks agriculture and tourism for specific development and potential growth.
This is particularly due to the labour absorption rate in these sectors. Additionally, the municipality
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intends to invest in skills development, promote investment in the municipality and to market of
PLM as a venue of choice.

The strategic options identified to realise these pillars include becoming a regional trading hub,
developing agri-processing cluster and a mining processing and beneficiation centre. Favourable
enablers to unlock these options include creation of a special economic zone, provision of support
to SMMEs and improvements to the skills base.

In addition to the LED strategy, PLM developed the EGDP which seeks to assist the municipality
to achieve sustainable economic growth and ensure the realisation of the municipality’s vision to
become a smart city within the next 20 years. The plan groups interventions into four clusters: (1)
the economic cluster which is aimed at promotion of investment in the municipality, (2) the social
cluster which seeks to provide social assistance and create a liveable city through interventions
in education, youth development, health and wellness, gender equality and community safety, (3)
institutional cluster which seeks to optimise institutional arrangements and develop an integrated
and transparent approach to governance and performance mentoring and (4) the physical cluster
which is focused on attracting investment for development of infrastructure and developing a
physical environment that will attract and retain economic activity in the municipality.

While there is some overlap between the primary focus areas of the LED strategy and the EGDP,
both documents offer limited details with respect to interventions to unlock the anticipated growth
potential for each focus area. More detail on specific interventions for local economic development
are outlined in the Central Business District (CBD) development plan and include informal trading
and micro-retail formalization, the revitalization of the African Market Square, expansion of the
urban development zone, incentives, and waste management and recycling.

Moreover, the EGDP recognises that bulk infrastructure in PLM is under pressure and makes
mention of an Infrastructure Development Strategy that is yet to be developed. This strategy is
meant to focus on addressing challenges with water, sanitation, electricity and roads.

Several studies both internally and external to the municipalities have pointed to the advantage
of PLM'’s location and the potential for the municipality to become a regional logistics hub and
freight interchange. This can be achieved through increased and more strategic utilisation of the
airport for freight exports to neighbouring countries. Additionally, the municipality sits within the
intersection of several national, provincial and cross-boundary roads such as the N1 transport
corridor between Gauteng and northern neighbouring countries such as Zimbabwe, Malawi and
Zambia. Freight is typically imported from and exported to these countries by road in trucks. The
municipality’s position has made it a layover city which presents an opportunity to offer service
stations and related facilities for the trucks.

Agro-processing is a potential development area earmarked by the Limpopo province. It is a
subset of manufacturing that involves the transformation of raw material and intermediate
products originating from agriculture, forestry and fishing. One of the eight Farmer Production
Support Units and a Rural Urban Market Centre are in PLM. Capricorn district, in which PLM is
located, has identified three key commodities (potatoes, onions and red meat) with significant
business opportunities. These are in the form of pack houses that wash, sort, grade and package
potatoes and onions for the local market; abattoirs for slaughtering cattle and goats as well as
primary beneficiation in terms of packaging fresh and frozen cuts for local market; and
establishment of feedlots which can be directly linked to the abattoirs (Capricorn District
Municipality, 2016)

A key challenge and economic constraint that is consistently reiterated in PLM’s strategic
documents is the service delivery challenges caused by lack of bulk infrastructure to cater to
existing and future demand. This led to a moratorium on property development in 2013. Although
the moratorium has now been lifted to clear the backlog of applications, the approvals are
conditioned on availability of services as the electricity and water infrastructure constraints persist.
Several of the economic interventions identified for growth require reliable and quality supply of
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services, particularly water, to ensure unlocking further growth, attracting investment and
possibility for spillover effects to the social cluster.

PLM'’s spatial development framework (SDF) was compiled in 2007 and revised in 2010 using
data for 2007 and 2011 respectively. The municipality is currently undergoing a process to revise
the SDF to inform their vision and investments. A spatial visioning exercise has been conducted
and the service provider appointed for the review and revision has begun work. This diagnosis
has therefore had to rely on the reviews and documents referring to the existing, now dated, SDF.

PLM comprises a total area of 539 982 hectares and accounts for nearly 3% of the provinces total
surface area. Only 23% of Polokwane’s physical area is classified as urban, 71% is rural and the
remaining 6% is made up of land classified as institutional, recreational and small holdings. The
municipality’s spatial pattern is a remnant of the historic apartheid structure which was
characterized by segregated settlements.

UMphakane
Morebeng

Aganang

Polokwang Mankweng-Nobody

Haenertsburg

Moletjie

Functional Regions
Polokwane/Seshego Urban Complex
Mankweng/Sebayeng Region
Moletjie/Aganang Region
Cheune/Maja Region

Atok
Lebowagomo

Figure 8: Polokwane functional areas (Source: Polokwane local municipality and DCOGTA, 2019)

In order to align the PLM spatial structure with the provincial SDF, the recently drafted business
plan and capital expenditure framework (CEF) presents a hierarchical classification of nodal areas
and settlements. PLM is spatially divided into four functional areas each with nodal areas and
Strategic Development Areas (SDAs). The functional areas are Polokwane/Seshego urban
complex, Mankweng/Sebayeng, Moletjie/Aganang and Chuene/Maja. Seshego settlement area
is the closest to the center which ensures superior access to Polokwane’s formal economy.
Mankweng comprises a mix of formal and informal areas and is home to the University of Limpopo
(Polokwane local municipality, 2019). Sebayeng is a newer settlement that is largely informal. It
is currently experiencing rapid growth and influx from rural areas. Moletjie is positioned at the
edge of the rural hinterland and is mostly informal with limited access to services. Aganang is the
latest addition to the municipality and is predominantly a rural cluster with four traditional
authorities (Polokwane local municipality, 2019).
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Figure 9: Polokwane land use map (Source: Polokwane local municipality and DCOGTA, 2019)

Figure 9 shows the land uses in the municipality and demonstrates the main spatial feature of
PLM: a small urban core catering to a large rural hinterland (South African Cities Network, 2017).
Polokwane is at the center and is the main economic hub of the municipality comprising
established formal areas servicing affluent residents, an industrial area and the CBD. The
outskirts include more informal settlements which are currently experiencing rapid growth due to
rural-urban migration trends. These areas require extensive capital investments to improve
service delivery and improve the standard of living for residents. Polokwane/Seshego nodal area
is a provincial growth point and it is earmarked for inclusion into a special economic zone
(Polokwane local municipality and DCOGTA, 2019).

There is some indication of urbanisation in the Mankweng/Sebayeng region which has been
identified as a district growth point. There is evidence of farming taking place in the
Moletjie/Aganang and Chuene/Maja areas, otherwise these functional areas are primarily made
up of traditional council areas and settlements (Polokwane local municipality, 2019).

3.1.2 Spatial Planning

The municipality’s spatial vision is to “enhance sustainable development and alleviate poverty by
focusing scarce resources on areas with economic growth potential and the highest return on
capital’. This is pursued through a spatial structure defined by a hierarchy of nodes, corridors and
clusters in rural areas. A key limitation of the structure as noted in a rapid diagnostic of spatial
planning is the use of population size as the key determining factor for deciding on the SDAs
(DCOGTA, 2018). Factors such as economic activity and potential were not considered which
may have led to different prioritization, if considered.

As a result, all the SDAs and associated spatial planning initiatives are concentrated in
Polokwane/Seshego and Mankweng/Sebayeng functional areas and no focus areas are identified
for Moletjie/Aganang and Chuene/Maja. Together, Polokwane/Seshego and Mankweng
Sebayeng are projected to be home to 70% of the total households in the municipality by 2030
(Polokwane local municipality and DCOGTA, 2019).

The initiatives in the priority areas include brownfields residential development such as
densification, mixed-uses, formalisation of settlements or tenure planning. Development of
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townships is to be realised through greenfields residential development and provision of new
infrastructure in growth points (Polokwane local municipality and DCOGTA, 2019).The CBD is
identified as a primary activity node for development and an Urban Renewal Strategy and CBD
development plan have been developed to outline how business retainment within the city will be
achieved. The key principles underlying both the CBD development plan and the Urban Renewal
Strategy are urban management and maintenance; safety, security and by-law enforcement;
landmarks, public spaces, arts, culture and heritage; local economic development and social
development (Polokwane local municipality, 2019).

Rural development strategies are contained in the Rural Settlement Strategy which seeks to
address amongst others the uncoordinated spatial settlement, informal settlements within road
reserves and flood lines, land allocation disputes and poor streets and roads. Addressing these
issues requires partnership with the traditional local authorities in these areas. The municipality
has initiated discussion with the authorities (Polokwane local municipality, 2019).

In terms of spatial challenges, PLM currently has a several land claims which are yet to be
finalised. These do not impact directly on land use, however the need for consent from the Land
Claims Commissioner slows down development (Polokwane local municipality, 2019).
Additionally, PLM has limited funding to facilitate the development of strategies and
implementation of feasibility studies. Other issues include, amongst others, illegal land uses,
property management and limited human resource capacity for updating spatial data regularly
(South African Cities Network, 2017).

A major underlying problem with the SDF is the lack of an implementation plan which details the
activities required to achieve the spatial outcomes. As a result, the trade-offs that will need to be
made are implicit and it is unclear how these will impact on the initiatives implemented in other
sectors of the municipality. There are no plans in place and insufficient detail is provided with
respect to how the municipality will tackle some of its major challenges and pursue key
development objectives positioning the municipality to become a logistics hub (Polokwane local
municipality and DCOGTA, 2019). Moreover, challenges with implementation of the SDF are due
to lack of capacity, slow decision-making and private developer-led growth which does not adhere
to the plans put in place. No monitoring and evaluation mechanisms have been put in place to
track the implementation and achievement of the outcomes outlined in the SDF. The existence of
an SDF appears to be inconsequential for the direction of planning and implementation in the
municipality and is currently not influencing where private sector investments are located
(DCOGTA, 2018).

The SDF is well conceptualised and includes several spatial tools, however it neglects
incorporation of required basics such as infrastructure maintenance and upgrading. Although the
SDF provides a list of prioritized SDAs, in practice the allocation of resources does not follow the
same prioritization. Instead, financial resources are channelled towards pressing areas in need
of municipal infrastructure. Despite a clear reflection of the infrastructure delivery challenges with
respect to water and sanitation, these are not directly linked to the local economic development
initiatives which they constrain and consequently place a significant barrier to future economic
growth.

Moreover, while the municipality’s 2030 EGDP lists the sectors that require economic
development support, it is not spatially referenced and does not specify areas where support
should be targeted within each sector (DCOGTA, 2018). The plan does not integrate infrastructure
and spatial development interventions and direct the type of municipal activity and investment
that is required to unlock growth. Similarly, the SDF and the integrated transport plan contained
therein only discusses economic activity in broad terms and do not sufficiently link the spatial form
to mass transit plans the municipality is pursuing to inform public transport investments
(DCOGTA, 2018).
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PLM is both a water services authority and water services provider. PLM is a water scarce
municipality with limited sustainable water sources to meet current and future demand. Municipal
water provision is separated into 19 regional water schemes served by a combination of dams
and boreholes. The average daily supply is 90MI per day against a peak flow demand of 163MI
per day (Polokwane local municipality, 2019). Most of the water (80%) is bought from Lepelle
Northern Water Board and the process for increasing supply has been slow. In the interim there
are several, mostly borehole, projects to increase own supply of water in the municipality.

Moreover, the municipality’s aging infrastructure results in insufficient capacity to deliver water
services. These issues were a key driver for the imposed moratorium on property development
in 2013. A major concern is the deterioration of bulk mains and distribution which are also
contributing to the water losses of approximately 31% (Polokwane local municipality and
DCOGTA, 2019). The municipality has a Water Services Development Plan in place which
outlines the replacement of 177km of asbestos cement pipes as a priority project which will cost
R985 million (Polokwane local municipality and DCOGTA, 2019). The current budget has
allocated R394 million sourced from the Regional Bulk Infrastructure grant to this project over the
medium term. Its completion will help to address the water losses and increase capacity in the
short term. In the long term, the municipality is in serious need of additional sources of water to
augment current supply, the responsibility for which rests with the National Department of Water
and Sanitation.

Key issues related to sanitation include slow eradication of the rural backlog in service provision,
aging infrastructure and insufficient wastewater treatment capacity. A feasibility study was
completed by the Department of Water and Sanitation for a new regional wastewater works,
however implementation has yet to begin. These issues are further compounded by limited
maintenance of existing infrastructure, theft and vandalism. There is also no maintenance plan
for water and sanitation, and there are no plans in place for servicing of mechanical components
at the water treatment works and wastewater treatment works (DCOGTA, 2018).

Polokwane is responsible for electricity provision in the City and Seshego while Eskom provides
electricity to the rest of the municipal area. Close to a 100% of residents in Polokwane/Seshego
area have access to electricity and overall only 3.1% of the municipality’s residents have no
access to electricity (Statistics South Africa, 2016). The municipality has a council-approved
Energy Master Plan which was due for revision in 2017/18, however there are delays in
implementation of projects identified due to limited funding.

Maijor issues with respect to electricity include capacity shortfalls due to aging infrastructure and
the need to expand to meet current demand and sustain future developments. Several projects
have been identified to address this including construction of new substation and a 90MW solar
farm.

The municipality has Council approved draft Integrated Waste Management Plan in place which
outlines a waste management function inclusive of amongst others waste collection, transfer and
transportation, waste treatment, landfill disposal, waste generation and storage, and waste
minimisation. The City of Polokwane has two licensed landfill sites (1 operational and 1 under
construction) and 5 transfer stations. Weekly waste collection takes place in the City, Seshego,
Mankweng and Sebayeng townships. Waste is collected daily at businesses and industrial areas,
and EPWP workers are employed for litter picking in 19 wards. Aganang had limited waste
management services prior to incorporation into Polokwane with waste removal only taking place
in municipal offices. Street cleaning via EPWP also only took place in some areas.
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Key challenges with waste management include a lack of refuse removal services to rural areas,
invasion of land allocated for construction of a rural transfer station and the operational landfill
sites nearing the end of its lifespan. Four transfer stations are planned for roll out in rural areas
to improve access to services and sources of funding for these have been identified (Polokwane
local municipality, 2019).

Polokwane’s road network is approximately 7 495km with a backlog of 6 143km which refers to
both gravel road that needs to be surfaced and roads in poor condition (Polokwane local
municipality and DCOGTA, 2019). This significant backlog is due to the incorporation of Aganang
which has a significant backlog and developments of both formal and informal settlements
(Polokwane local municipality, 2019). The City is strategically located at the convergence of
national and provincial roads making it an important hub for goods accessibility. The municipality
has a roads and stormwater master plan however, it is being reviewed to incorporate Aganang.

The condition of the roads in the City/Seshego area has deteriorated and the roads have
exceeded their lifespans. This is largely due to limited undertaking of routine and preventative
maintenance (Polokwane local municipality, 2019). In addition to this, the municipality lacks
stormwater systems and has a high rural backlog. The municipality does not have a roads
management system in place and hence the roads department is reliant on the infrastructure
asset register to plan for projects (DCOGTA, 2018).

The municipality is currently pursuing an Integrated Rapid Public Transport System (IRPTS)
which will include a variety of modes such as taxis, buses and non-motorised transport services.
Phase 1 and 2 of four phases of the IRPTS have been planned in detail including the corridors
and routes (Polokwane local municipality and DCOGTA, 2019). A major aspect of this system is
the introduction of a rapid bus service. National Treasury has raised issue with the viability of the
rapid bus service project and noted the need for further engagement.

PLM is facing major supply constraints for both electricity and water which are projected to worsen
if not urgently addressed. A rapid rise in demand for urban infrastructure and the requirement to
address backlogs necessitate prioritisation and implementation of projects planned to alleviate
some of the problems. This is currently not happening due to a number of reasons including
limited funds, capacity and poor implementation.

Existing diagnostics of the municipality note the existence of sound plans, although some at a
high level, and evidence of some good systems for asset management. A problem facing the
municipality is the delay and challenge with implementation. These range from slow turnaround
time of supply chain management process when it comes to procuring infrastructure projects,
funding constraints and poor planning. The issues cut across all key sectors and require
resolution to ensure that planned outcomes in all key strategic planning documents are achieved.

Overall infrastructure asset management weaknesses in Polokwane are largely due to poor
planning for renewal and maintenance, lack of a sound methodology for cross-sectoral
prioritization and short to medium term planning. While there are plans for individual sectors, the
requirements identified are not integrated to inform and align with the spatial and economic
development initiatives in the municipality. Moreover, the costing of projects is not built into
financial models.

- rativ vernan
¥ cooperative governance

T Department: I U D F
&%) Cooperative Governance 10

REPUBLIC OF SOUTH AFRICA INTEGRATED URBAN DEVELOPMENT FRAMEWORK




Intermediate City Municipality Diagnostic Assessment Report - Polokwane Local Municipality

5 Financial perspective

5.1 Status quo

The analysis presented below presents an overview of the municipality financial position. It is
informed by various publicly available financial data which is analysed to present key trends.
These include the annual budget for 2018/19 which includes medium term projections, the
mScOA A-schedules for 2017/18 for historic data prior to 2017/18, the consolidated annual report
for 2017 and the audit report for 2017/18.

5.1.1 Revenue overview

Total revenue in PLM for 2018/19 is expected to be R3 885 million and will mainly be generated
from electricity, grants, property rates and to a lesser extent water. The municipality generates
just over 70% of its own revenue which is comparatively lower than other intermediate cities where
80%-90% of their revenue is self-generated. PLM therefore has a comparatively greater
dependence on national transfers.
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Figure 10: PLM key revenue sources (Source: author’s own analysis)

Revenue received from electricity is similar to grants both in size and growth patterns. PLM is
anticipating electricity revenue to surpass transfers received in the medium term due to relatively
rapid increases in bulk electricity which will be passed on to customers compared to the rate at
which grants are expected to increase. Property rate revenue growth has largely been influenced
by addition of new developments with the supplementary valuation roll.

PLM'’s collection rate was below 80% in 2017/18 with the municipality noting this challenge
consistently in annual reports and citing socio-economic factors that lead to inability to pay and
an inadequate financial system for the problem (Polokwane local municipality, 2019). Moreover,
PLM’s distribution losses for water were 31% and 17% for electricity in 2017/18 which is relatively
high compared to similar intermediate cities (Polokwane local municipality and DCOGTA, 2019).

5.1.2 Expenditure overview

PLM'’s estimated total expenditure for 2018/19 is R3 349 million and is largely comprised of bulk
purchases, employee related costs, contracted services and debt impairment which together
make more than 80% of the total expenditure in 2018/19.
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Figure 11: PLM key expenditure items (Source: author’s own analysis)

The growth in bulk purchases is due to rapid, above inflation, increases in bulk water and
electricity prices. Employee related costs are also growing faster than inflation due to high
negotiated increases by the South African local government bargaining council (Polokwane local
municipality, 2018). Contracted services are now the third largest expenditure however, the
increase is due to mScoA’s reclassification of some items previously recorded as other materials
and other expenditure. Debt impairment is the fifth largest expenditure item. PLM previously
underestimated this item and budgeted for R40 and R50 million for debt impairment and
contributing more than R130 million as per audited statements. The increase in this item over
medium term is partly due to more realistic budgeting that is based on historic spending.

5.1.3 Operating performance

PLM’s operating revenues have remained in excess of expenditure between 2015/16 and
2017/18, and this is forecasted to remain over the MTREF. However, it is important to note that
prior to 2015/16 the municipality budgeted for operating surpluses but recorded deficits of
between 20% and 25% of expenditure. This was in part due to the gross underestimation of debt
impairment in their budget.
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Figure 12: PLM operating performance trends (Source: author’s own analysis)

The turnaround in 2015/16 is due to a continuing process of implementing reforms to address key
threats to financial sustainability. These have focused on getting the basics rights in terms of the
revenue chain: (1) replacing a non-credible financial system to improve the accuracy of billing, (2)
a data cleansing exercise, (3) credit control and concerted efforts to collect outstanding debt and
(4) communication and consultative strategy to increase willingness to pay in townships
(Polokwane local municipality, 2019).

5.1.4 Liquidity management

The implications of poor revenue collection rate can be seen in PLM'’s cash position with a decline
observed from 2014/15 until 2017/18.
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Figure 13: PLM cash balance trends (Source: author’s own analysis)

A turnaround is anticipated in the medium term and is driven by an optimism that reforms will yield
positive results on revenue collection (Polokwane local municipality, 2019). Consequently, PLM'’s
cash coverage declined from 1,89 in 2014/15 to 0,19 in 2017/18 which further demonstrates
PLM’s inability to cover their expenditure commitments in the very short term.

5.1.5 Capital performance

PLM has prioritised new assets and plans to continue doing so in the medium-term. The
implication will be continued challenges with aging infrastructure and capacity constraints which
impact on PLM’s ability to deliver sustainable, reliable services.
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Figure 14: PLM capital spending by type (Source: author’s own analysis)

Except for 2017/18 where spending on new assets only constituted 50%, PLM has consistently
budgeted to spend more than 70% of capital funds on new assets. Resulting in less than 30% of
spending on renewal and upgrading.

The draft business plan and CEF presents the current prioritisation of infrastructure projects in
alignment with the objectives outlined in SDF and the Strategic Asset Management Plan of the
municipality. The capital expenditure lifecycle funding requirements outlines the split between
spending for service access backlogs, new assets for growth and renewal for 2018-2027. Overall
the CEF suggests that 32% of spending should be allocated to addressing backlogs, 41% for new
assets for growth and 27% for renewal. PLM’s current medium capital budget only allocates
between 9% to 12% for renewal. Further analysis shows planned focus on roads and stormwater
spending which will receive 45% of the total funds compared to only 10% and 14% for water and
electricity respectively (Polokwane local municipality and DCOGTA, 2019). This prioritisation is
contrary to what is required to address the pressing issues the municipality faces in the water
sector.
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5.1.6 Management of borrowing

Most of the funding for capital projects in the municipality has come from capital transfers. PLM'’s
use of own funds is inconsistent; however, the trend is positive with increases overall since
2014/15.
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Figure 15: PLM capital funding sources (Source: author’s own analysis)

Additionally, the municipality has more recently added borrowing to its funding mix and used it to
supplement their capital funding. A financing source that remains underutilised is bulk
contributions however, a draft bulk contributions policy is available and is due to be presented to
Council for approval. Implementation of the policy will be key to generating additional revenue
fund the reduction of the infrastructure delivery barriers in the municipality.

5.1.7 Audit outcome trends

PLM'’s has received a mix of unqualified audit outcomes with findings and qualified audit findings
over the past 4 years.

Table 1: PLM audit opinion trends

Year Opinion
2014 Qualified
2015 Unqualified with matters of emphasis
2016 Unqualified with matters of emphasis
2017 Qualified

A major finding which led to the most recent qualified audit outcome is the lack of integrity and
poor credibility of the financial system which resulted in expenditure overestimations and
discrepancies (Auditor General South Africa, 2018). Annual performance report suggests that
root causes of poor audit findings are due to inadequate internal controls, appropriate monitoring
and evaluation of performance indicators and poor governance.

There has been some achievement with reduction of irregular expenditure due to the CFO
implementing internal controls. A checklist is now included in the bid adjudication process prior to
finalisation (DCOGTA, 2018).
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PLM'’s focus on new assets in the face of significant challenges with existing bulk infrastructure
for water and electricity requires revision. A reprioritisation of renewal of existing infrastructure
and an increase in operational expenditure for repairs and maintenance is required to improve
both the quality and reliability of supply in all municipal areas.

PLM needs to conduct a critical review of all the components of its revenue chain to address key
barriers. The poor revenue collection needs to be urgently addressed to increase this to the
recommended 95%. The replacement of the financial system was a key positive step in this
direction. Additionally, the municipality’s plans to implement a credit control policy, installing smart
meters and appointing of debt collection service providers are appropriate but require urgent
implementation. Another important barrier is high water losses, especially technical losses caused
by aged infrastructure. Together these problems impact on the municipality’s self-reliance and
ability to build up reserves to fund necessary capital investments that will unlock potential growth,
eradicate backlogs and result in improved service levels to customers.

COGTA has, through the appointment of a service providers, provided the following support the
PLM that begins to address some of the challenges raised above:

e The development of a draft business plan which includes an implementation framework
for the SDF and makes recommendations for infrastructure prioritization

e A draft capital expenditure framework that flows from the existing SDF
e Current review and revision of the SDF

Further areas of support based on the diagnostic above include the following

The planning documents are currently silent on how the municipality plans to realise the potential
for a logistics and agro-processing hub. This is a potential area of support through the
development of clear strategies and implementation plans.

The single most important support intervention relates to the revision of the 2010 SDF to make it
SPLUMA compliant and using more updated and aggregated data. This process is currently
underway and COGTA is providing support. Although support was provided for the
implementation framework of the SDF and a CEF, both were based on the existing plans which
are now being revised. Hence, further assistance may be required to update the business plan to
align it to the revised SDF.

Additionally, the municipality will need to fully own the business plan and embed it into the
processes and systems of planning and implementation in the municipality. Stakeholder
engagements and a transitionary phase where the municipality shifts from a client providing input
into the implementation framework and CEF to owners who will drive said implementation will be
necessary and create an enabling environment for uptake and utilisation.

The following support interventions were identified in the rapid scan (DCOGTA, 2018) and remain
applicable:
e Assistance to accelerate the Lepelle Northern Water pipeline to provide additional water
supply to Polokwane
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e Developing a Delivery Management System

e Preparation and implementation of a roads management system

e Preparation of infrastructure maintenance plans for both preventative and repetitive
operational maintenance

¢ Development and implementation of an infrastructure procurement strategy

e Assistance in developing an asset management policy

o Embed infrastructure planning expertise in electricity and water departments, and
update the master plans

The draft business plan and CEF presents the current prioritisation of infrastructure projects and
costs them accordingly. A key drawback of the document is the reliance on the existing SDF
which is now outdated. Further assistance requires is as follows:

e A critical review of the prioritisation as part of SDF review to ensure that the challenges
PLM currently faces are addressed.

e Balancing the necessary investments to address service access backlogs and investment
required to accommodate new growth.

Furthermore, the municipality requires assistance with developing and implementing
comprehensive revenue enhancement strategy that will improve the revenue position.

Auditor General South Africa, 2018. REport of the auditor-general to Limpopo Provincial
Legislature and the council on Polokwane local municipality, s.l.: s.n.
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