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THE NEED FOR REFORM OF WATER SERVICES
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Decline in water services and its causes

« 2023 DWS Blue, Green and No Drop assessments showed sharp decline in the performance of most
municipalities with regard to water and sanitation service delivery since 2013

 (Causes include:

O

O O O O O

Municipalities not hiring the necessary staff with the correct qualifications (plant managers, technicians,
process controllers, scientists)

Non-adherence to standard operating processes for drinking water treatment and wastewater treatment
Weak billing and revenue collection

Insufficient prioritisation of budgets for upgrading, maintenance, and operations by municipal councils
Infrastructure in a poor condition due to a lack of maintenance

Infrastructure not having sufficient capacity — e.g. overloaded Wastewater Treatment Works

« 2023 DWS No Drop report: on average municipalities had non-revenue water of 47.4%

» |n addition, municipal councils can vote for revenues from the sale of water to be used for other purposes

« Water services are in a vicious downward spiral in many municipalities, with high non-revenue water
and allocation of water revenues to other functions leading to insufficient maintenance and non-
payment to water boards, and insufficient maintenance in turn leading to increasing non-revenue water
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Key findings from the 2023 Blue and Drop reports

* 105 out of 144 WSAs scored poor or critical in terms of the performance of their drinking water
systems (Blue Drop) and/or wastewater systems (Green Drop)

* This means that water and sanitation services are failing in 73% of WSAs — indicating that there is
widespread failure of municipal water and sanitation services — it is a systemic problem

» The percentage of water supply systems with poor or bad microbiological water quality compliance (i.e.
water that is not safe to drink) increased from 5% in 2014 to 46% in 2023 — resulting in increased risk of
water-borne diseases such as cholera and chronic diarrhea

* In 2022, 66% of municipal wastewater infrastructure was in a poor or critically poor condition — resulting in
widespread pollution of water resources and sewage spillages in communities

» By September 2025, 53 out of the 105 worst performing WSAs had not yet produced corrective action
plans to address their 2022 and 2023 Blue, Green and No Drop report results, despite resolutions in this
regard being taken at both the March 2025 Water Indaba and the January 2024 Water Services Summit

 DWS is continuing with the Blue, Green and No Drop assessments and will be releasing update reports
during 2026
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Institutional causes of the decline in water services

* In almost all municipalities, the Water Services Provider is embedded

Municipal administration e i
within the municipality:

Revenue
Customer
relationship

o Overseen by a technical lead, heading a technical department

o Key aspects required to manage an effective water services
function are typically outside of the control of the water services
manager

o In particular, most water managers have little or no control over
the customer relationship, revenue (metering, billing, and
collection), HR and SCM

o There is therefore no single point accountability

« The water and sanitation department receives a budget which often
has no relationship to the amount of revenue collected from the
sale of water

technical « The head of water and sanitation therefore has no incentive to manage
the system to optimize revenue (e.g. ensuring that meters work)

Water  Municipalities can and do use revenue from the sale of water for

: other purposes
services

manager * No self-financing function can be run sustainably in this way
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Need To Move Towards A Utility Model

Municipal administration

Municipal governance
& oversight
Water Services Authority
Customer
relationship —

Customer
technical relationship . Can be _
R ringfenced unit
EVENLUES within
Water HR and municipality
services SCM or separate entity
manager or utility

Technical
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Reforms under way
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Amendments to the Water Services Act

« The Water Services Amendment Bill is currently before Parliament. The main aims of the amendments to the
Act are:

o To address the non-separation of WSA and WSP functions by municipalities, by proving greater
clarity regarding the functions of WSAs and the functions of WSPs

o To address the poor performance of WSPs by introducing a legal requirement that WSAs may only
appoint WSPs that have an operating license (to be issued by DWS) which requires a minimum level
of competency

o To provide for the Minister to be able to legally require a WSA to go through a public consultation
process to choose an alternative licensed WSP, as a last resort, when the existing WSP does not
make progress towards meeting the minimum conditions to obtain an operating license

o To strengthen the ability of the national government to ensure that local government water services meet
minimum norms and standards, by introducing new offenses and by enabling the Minister to enforce
compliance with obligations under the Water Services Act by issuing directives and taking legal steps to
rectify where there is persistent non-compliance

 If and when the Bill is passed, DWS will issue regulations for the operating license system

» The operating license will function like a ‘driving license’ for WSPs — to ensure that WSPs have a minimum level
of capability

« DWS is also in the process of developing a business case and legislation for an independent regulator for the
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ﬂ
NT Reform of Metropolitan Trading Services Programme
« National Treasury has put in place a large new performance-based incentive grant for metros:
Trading Services Grant, effective from 25/26 municipal financial year
« Access to the grant is conditional on metros making progress with KPIs such as :
o Ringfencing revenue from the sale of water for the WSP
o Ringfencing management functions and creating single-point accountability for the WSP
o Reducing NRW

o Improving performance across a range of indicators
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Increasing private sector involvement in municipal water services

* Private sector involvement in municipal water services in SA is very low compared to other middle-income
countries

« DWS, SALGA and the DBSA have established the Water Partnerships Office to assist municipalities to put in

place partnerships with the private sector, e.g. for non-revenue water reduction, water re-use, seawater
desalination

o There is great appetite amongst banks and pensions funds to invest in municipal water and sanitation
o The key challenge is to get municipalities to bring bankable projects to the market

o The Water Partnerships Office has developed a substantial pipeline of projects with municipalities but
progress is very slow due to municipal decision-making processes

« DWS has also been working closely and successfully with the Infrastructure Fund, which has obtained NT
Budget Facility for Infrastructure approvals for 8 major blended finance water projects
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Desired end state of the reforms

« While still nascent, the reforms have the potential to (incrementally) change the institutional landscape so
that:

o Water Services Providers (whether internal or external service delivery mechanisms) become
professionally managed utilities with full control over all the management functions required to
provide the service, and with ring-fenced revenue from the sale of water and from sanitation
charges

o Water Services Authorities can only appoint Water Services Providers which have an operating license
issued by DWS, which ensures that they have a minimum level of capability

o WSPs draw more on private sector finance and expertise

o There is much more widespread private sector participation in the provision of water services, including
through long-term WSP concessions

o A diverse range of WSPs comes into existence, including public-public partnerships, concessions
to the private sector, municipal entities, and internal municipal departments
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Data, digitalisation and institutional capacity
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» Without credible data:
o The water balance cannot be determined accurately
Areas of high water-use or high leaks cannot be determined

Municipalities cannot plan properly
Regulators cannot benchmark

O O O O

Financiers cannot assess risk

« SMART technologies have the potential to assist municipalities to address some of the key issues in SA:
o Reduce non-revenue water and leaks

Improve data credibility and planning

Improve billing and revenue collection

Enable more private sector investment through providing greater data credibility and transparency

o O O O

Enable municipalities to achieve improvements in service delivery rapidly

« There are many municipalities in SA which have sufficient basics in place to benefit from such technologies
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« But many municipalities in SA do not have the basics in place to benefit from digitalization:

o For example, a municipality which has non-functional internal maintenance units, without spare parts or
without vehicles to take workers to site, and which does not have the money to hire contractors to fix leaks,
is unlikely to benefit from procuring advanced leak detection technology

o They do not have staff with the required skills to use advanced technologies

o They do not even have basic water and sanitation asset registers in place and only do reactive
maintenance — no planned or preventative maintenance

o They do not have basic meters in place to measure the water flows in their systems

o There are no pressure reduction valves in place, or they are only in place in some parts of the system, or
they are not working

o There are no customer meters, are the meters are not working, and those that are working are not read

o The municipality’s credit control and debt collection measures are weak — there are no consequences for
water users who do not pay their bills

o There are many households that don’t receive water bills at all

* Municipalities without the basics in place are unlikely to be able to respond to the potential benefits of
advanced technology such as Al

« Such municipalities need to focus on putting the basics in place before they can benefit from smart
technologies and expenditure on smart technology in such circumstances can be wasteful
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ﬂ
Conclusions

« There are systemic challenges facing water services in South Africa

 These systemic challenges relate to the institutional, legal and financial framework within which water
services operate

« Reforms are under way to address these systemic challenges, but the reforms are still at an early stage

« Some municipalities do have sufficient basics in place to benefit from smart technologies, and it is important
for such municipalities to focus on putting those basics in place, rather than on smart technologies

 However, there are many other municipalities which have sufficient basics in place to benefit from smart
technologies

« The reforms will create an enabling environment for greater private sector participation in water services

* The reforms will also empower and incentivize water services managers in municipalities to implement smart
technologies which result in improved service delivery and greater efficiency
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