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ABSTRACT 

In 1995, the King Sabata Dalindyebo (KSD) municipality inherited an institution from the apartheid 

government created homeland that was in financial crisis, this entailed a fifteen million rand overdraft and 

a thirty two million rand outstanding account with the bulk electricity supplier, Eskom (KSD Municipality 

minutes, November 1995). In a bid to address the crisis, in 1997 the municipality engaged a private sector 

consortium called Umthiza Joint Venture to be the managing agent for the electricity supply to consumers. 

The consortium was given a five-year management contract (Contract document, 1997). The involvement 

of the Umthiza Joint Venture resulted in the change from a billing system to a pre paid system. The city 

had 9 300 households with electricity out of ~!~~~~~~'\·~""~i~'/'4, a of 12 500 households (DBSA.2000). The 

contract has been operating for the past seven 

after the five year agreement ended. In Dece 

therefore, is aimed at coming up with a critic\..4=~ ~~~ ~ 

tended in 2003 for an additional two years 

tract was coming to an end. This research 

the contract deliverables and the findings 

thereof are anticipated to assist the Municipality ~ective information that can be utilized in the 

process of determining the future oU-l.liMiJBit:Jli~ EQ1attBare 
Together in Excellence 

This research was conducted against the backdrop of a range of PPP arrangements being concluded in the 

country in a bid to finding alternate methods to provide services to address the backlogs. However, issues 

of legitimacy and accountability remain the cortical concern from the side of government as this research 

will show. 

The qualitative data explores the views of the various stakeholders and the expectations or the partnership, 

and more importantly the outcomes which formulate the findings of the research. 



 

 

1.lBACKGROUND 

CHAPTER ONE 

INTRODUCTION UNIVERSITY OF FORTH 
ALICE LIBRARY ARE 

PRIVATE 8AGX1J22 
AUCE 6700 

In 1961 Dr H Verwoerd the then Prime Minister of South Africa formalized a system of 

government called apartheid that had been in practice since 1652, that granted privileges 

to the white minority of the population. The post apartheid government of 1994 had to 

address service backlogs in the country created by apartheid. The urgency to face the 

challenge was intensified by the adoption of the new constitution in 1996 which states in 

the founding provisions of chapte "'tll-~..J.!i:!t,. i, z ns are equally entitled to the rights, 

privileges and benefits of citizens ....-------...~ 96). This stretched the resources of 

the state and innovative ways n e yed to offer equal opportunity to 

services for all South Africans whi covery for the service. The change 

to democracy and the transformation o frica into an anti - racist society, together 

with the transformatioU mv~~eaful\Q rctelliilf~ opportunity for local 
.Tnnether in Excellence. . governments to reconstruct ttretr.;::oTg~mza1mns m a sc1enttfic manner for more effective 

and efficient government and administration (Gildenhuys, 1997:43). 

The White Paper on Local Government ( 1998:48) recognizes that there are a number of 

services and activities, which must be undertaken by local government. Poverty 

alleviation and sustainable development requires good planning, good governance, sound 

administration, technical proficiency and financial discipline (Mpendu, 2002:82). One of 

the creative methods used was the involvement of the private sector through Public 

Private Partnerships (PPPs). The private sector would offer the technical expertise, 

cutting edge technology and financial resources to deliver the service. It is common 

practice for municipalities to contract with specialist private companies to provide 

services. Specialist companies can sometimes provide economies of scale and specialist 

expertise and experience more efficiently than in - house capacity (White Paper on Local 

Government, 1 998 :98) 



 

1.2 PROBLEM STATEMENT 

The value of private sector participation in service delivery is undermined by perceptions 

which stem from inadequacies of accountability, quality assurance and job security. This 

is also entrenched by the view that government should not relegate its responsibility for 

service delivery to the private sector. Experience has shown that many PPP arrangements 

have resulted in job loses, poor accountability practices and the delivery of expensive 

services to poor communities. 

While there was very little resistance in the KSD Municipality for the PPP arrangement, 

there have been concerns raised regarding the private sector involvement. In particularly, 

the question has been raised, w e 

improved revenue collection wit 

2003 )? It is important to assess 

expectations of the Municipality. 

t with the private sector resulted in 

e ers or not (City Press, 23 November 

c.'ILR, -M ft¼,l111vl ement of the private sector met the 

It was therefore imper&fl\1'81Fs~ tF@Ftsltlft~ctiveness and if there has 

been an improvement in rev'l'li.Ul~eir,i 8fef!~~Cj'ears of using the private sector. 

The rese<!fch question is therefore, to what extent has KSD succeeded in achieving an 

improvement in service and revenue within the framework of the PPP concept. 

1.3 RESEARCH OBJECTIVE 

The research has introduced objective information that can give guidance to similar 

contracts involving the private sector. This has been determined by evaluating both the 

improvement of the service and the increase in revenue. 

1.3.1 General objective 

• To assess/evaluate the impact of the private sector role m the delivery of 

electricity in KSD. 
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1.3.2 Specific objectives 

• To assess the KSD Electricity management contract, 

• To explore the impact of the contract on service delivery. 

• To assess the financial benefit of involving the private sector in the delivery of a 

public service. 

1.4 SIGNIFICANCE OF THE RESEARCH 

The study offers reliable and obj 

with the private sector in order 

electricity supply. This investigat o 

objectively in public services. 

on the status of the PPP agreement 

o ed decision on the future of the 

uate the private sector involvement 

There is a growing needlfI>ni~jleOfnttliliifuilalanePP contracts on the future 

of government accountabilitT.Offlaeni~fJ{gfSf scale are strong in favour of 

bringing in additional capital into the public service delivery, there is always a political 

tradeoff regarding accountability. The investigation and research into the KSD electricity 

pre-paid meter project presents a true reflection of the impact of a PPP on that 

community. 

1.5 ASSUMPTIONS 

For the contract to have lasted seven years, it is assumed that there have been levels of 

achievement in the ele~tricity supply. It is also assumed that the contract is unique to the 

KSD area and was not imported from another municipality. Finally, it is assumed that the 

community did not really fully accept the private sector or understand the nature of their 

involvement. 
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1.6 DEFINITION OF TERMS 

1.6.1 Community 

According to Dreyer (1998:4) the term 'community' refers to an aggregate of people who 

have shared identity or have formed a sense of solidarity on the grounds of common 

characteristics such as shared beliefs, frequent social interaction, close ties or residence. 

De Beer and Swanepoel (1998: 18) argue that no general agreement of 'community' 

exists. Nevertheless, community can best be conceptualized and understood as a cultural 

notion people use so as to give reality and form to their social actions and thought. And 

when people live together and show signs of 'community', outsiders often assume that 

there is social unity (Dreyer 1998: 

For the purpose of this study th 

urban area that reside there. 

t relates to all residents of the KSD 

1.6.2 Sustainable deve19P1i1t1ersity of Fort Hare 
Together in Excellence 

Swanepoel & De Beer ( 1997:30-31 ), in an attempt to define sustainable development, 

argue that there is broader interpretation of sustainable development. According to them, 

" ... sustainable development means to sustain the economy as well as social and 

ecological systems. Culture occupies an important place in this interpretation." This 

interpretation implies that sustainable development also means that a space is created for 

different cultures and knowledge systems as well. A further implication, according to 

them, is that development should first and foremost be ecologically sound and 

sustainable, and the rest of the issues should be subject to this. 

Lele ( 1991 :608) claims that sustainable development literally means development that 

can be sustained for a definite or an indefinite period. Brundtland (1987) in Swanepoel & 

De Beer (1997: 31) tries to provide a workable definition of sustainable development 

when he says, " ... Sustainable development is development that meets the needs of the 

4 



present without compromising the ability of future generations to meet their own needs." 

For the purpose of this research this definition explains best the intention for using the 

term sustainable development. 

1.6.3 Municipality 

According to Plummer (2002), the term 'municipality refers to the local level of urban 

government. However, in South Africa municipality refers to the third sphere of 

government as described in the diagram below; 

Source: Flusk (2000: 11) 

South African government is divided into three spheres as shown in the diagram above, 

which are distinctive, interrelated and interdependent. At the local sphere there are three 

categories of government that are called municipalities, namely; 

• A - Metropolitan municipality which is an urban area that administers its own 

activities. There are six in South Africa. 

• B - Local municipality is a town or city, however, due to the 'wall to wall 

municipality system in South Africa that includes all areas into a municipal 
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boundary, rural areas are included in this category. KSD is regarded as a local 

municipality. 

• C - District municipality is an area that covers a number of local municipalities. 

The district municipality serves the local municipalities with bulk services and 

essential services such as primary health care. 

1.6.4 Public Private Partnership (PPP) 

According to Plummer (2002), the term 'PPP' is used in various ways m various 

contexts. Frequently it implies some form of private investment and transfer of risk to the 

private sector; but in other countri s 'N.(;l~ IJ~ 1/l) ~~ ith the concept of partnership and not 

with the contract or the investmen . 

and the KSD municipality. The contrac r the management of the electricity supply 

and did not carry a risk Ji.Jffilie,rsit~iQt Emrt Hare 
Together in Excellence 

1.6.5 Accountability 

There are various types of accountability relationships, namely, hierarchical 

accountability which is based on superior subordinate relationships. In professional 

accountability, individuals have to answer to questions about whether or not their 

performance is consistent with professional norms and values. In legal accountability 

relationships, there are established performance mandates like legislative and 

constitutional provisions which have to be adhered to. Political accountability 

relationships stress the responsiveness of political office bearers to public needs. 

The expansion of public-private partnerships poses a threat to accountability as private 

sector partners are not subject to normal legislative scrutiny as public agencies. Private 

companies are ultimately accountable to the interests of their shareholders and not to 
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residents. The backlog of services makes it impossible for municipalities to handle this 

challenge alone. It thus requires municipalities to enter into partnerships with 

government, private sector, community-based organizations (CBOs) and non-

governmental organizations (NGOs). 

These partnerships pose a threat to accountability because private sector partners are not 

subject to normal legislative scrutiny and supervision as is the case with public agencies. 

It is not always possible to monitor the interaction and negotiation between government 

executives and business managers and to determine whether or not joint ventures are 

made in favour of private organizations at the expense of public interest (Haque 

2000:609). Armstrong & Lenihan (1999:57) concur that in collaborative partnerships, 

lines of accountability tend to be 

are identified and observed. 

1.7 LIMITATIONS 

The following limitatioi\Jm~"tlVSipY>- MWnbuH:mkII~ research: 
Together in Excellence 

• The results cannot be tested against a national trend and therefore cannot 

represent the national status of management contracts involving the private sector. 

• While the available literature may be useful, there is the risk of it being biased 

towards the private sector. It was therefore a challenge to find objective 

information on PPPs as the debate is fueled by emotions of win and loose 

mentality. 

• Access to adequate information from Umthiza Joint Venture was a challenge for 

the study because the company is a private entity, and it is not obligated to share 

information publicly. 

7 



1.8 DELIMITATIONS 

The study was limited only to the KSD municipality which is located in the O.R Tambo 

District Municipality of the Eastern Cape Province. The study has no bearing on the 

current status of electricity supply in the country through the Regional Electricity 

Distributors (REDS). The findings also do not suggest a trend or reflect on the national 

position of management contracts. 

1.9 CHAPTER OUTLINE 

• Chapter one - Introduction 
--------,----, 

The first chapter of this re &r~·'l,~~~-g~vt,'' t:> >Jlln ains the background to the study and 

also the significance. Fro 

objectives that underpin th 

er 1 objective, there are three specific 

• Chapter two - Literature~~~~!!!!!::~ 

This chapter explores the bro P concept and the types of PPPs are 

explained. This }Ja=i"\laftSida)7cIO'ttF~ritJ-Lad.i€ppp arena. There are also 

examples of failed pppgflfat'6~fe/Il &nGi~t1rJ16i~ more pro- PPP literature that is 

available. 

• Chapter three - Data collection 

The data collection instrument is unpacked and reflects the scientific reasoning 

for using both qualitative and quantitative data. 

• Chapter four - Presentation and analysis of data 

This chapter unpacks the 2000 people interviewed and also the interpretation of 

the partnership by the stakeholders. The aggregate scoring method was used to 

establish the quantitative data. 

• Chapter five - Findings and recommendations 

The findings focused on the need for the service and the benefit to the 

municipality while exploring the issue of accountability and the public 

expectation for the municipality to supply the service. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 INTRODUCTION 

This chapter reviews literature in order to place the case study into context and begins 

with the definition of the concept. Of importance in this chapter is the explanation of the 

different types of PPPs and also the impact on service delivery. The chapter also shares 

examples of failed PPP projects and some successes . 

The case study in KSD is a manag 

environment. It is also against the 

collection. KSD is a category B m 

known as the Transkei. According to 

• ~ ..-, . ...... L is placed into context of the PPP 

for the improvement is revenue 

eastern part of the Eastern Cape 

th Africa, the Transkei region is the 

poorest in the country antrrrN>~t<sifts5'ft bffffif~ water and electricity. 
The case study is focused on MPlJl}Wt1t~f~It51!£~ef!R!rt~f!Ved as the capital of a South 
African government established homeland. The map below shows the municipal 

boundary according the demarcation board. 

(www .demarcation.org.za) 
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2.2 THEORETICAL FRAMEWORK 

Inter-organisational relations are the point of reference for the theoretical framework. 

This expresses the way in which organizations relate to each other. There are established 

principles internationally that organizations use to effect relationships with each other. 

According to Plummer (2002:6), privatization implies the transfer of ownership to the 

private sector. In South Africa, however, there has been a preference to collaboration 

with the private sector for mutual benefit rather than absolute privatization. This has 

developed the concept of PPPs. According to Craytome (2003:175), he describes 

privatization as a government dive 

sector to provide, or that a govemrr~e-~1-~~ 

view can be challenged as being siml'Hl4:IIU"fr>J4 

a rvice and leaves it to the private 

~~IIY not to provide that service. This 

1=~"fi.m'lf' .. due to the fact that a government, 

even though it may hand over a 

accountable. This therefore means that 

ivate sector, will always remain 

1111an11·1e:al framework must focus on the role 

~f the ~o main role playutirvl?r~f 8f F5'fffl&~blic sector as displayed 

m the diagram below; Together in Excellence 

Figure 1. 
- - -

SliST AINABLE DEVELOPMENT 
-- -

- --- .. ,,., ....... , -~11:111( .... 1.)tllll)~-
1 

li\lPROVED SERVICE DELIVERY 
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Scholars of PPPs have also been focused into two distinct influences, namely; the first 

being those who find value in PPPs as an alternative to public sector service delivery and 

secondly those who motivate for the public sector to remain responsible for the provision 

of services. The research is from a theoretical framework that acknowledges the critical 

role that the environment and the need for an approach to be used that is sensitive to the 

local area. Over the past ten years PPPs have emerged as one of the favoured tools for 

sustainable development. 

This has been influenced by the idea that the private sector has the technical knowledge, 

experience and financial resources to assist government in cost recovery practices for 

public services. Countries such as the United Kingdom in the seventies sold off 

government assets and servic s 

accountability for providing these v 

a e sector relinquishing the states 

e has been called privatization. 

The socialist approach uses the ev1rd~~~ ~re=t~a'iaor problems with the Privatization of 

state assets in Britain while the busin ent is based on the limited resources that 

the private sector has tclj'"qqql¥@bsitlytt>fe¥~tTJrla~fore means that there is a 

need for a more direct acadenfteg-il:iffll ~into PPPs. 

From the government perspective in South Africa, National Treasury's PPP Unit issued a 

manual that serves as practice notes issued in terms of the Public Finance Management 

Act (MFMA) which displays the project cycle of a PPP that can be viewed as a 
theoretical framework. This framework addresses the governments' perspective and the 

need for contracts to be managed in a professional manner. 

This public sector theory is based on the premise that governments, even though may 

need the finance and expertise of the private sector, still need to ensure that the contracts 

are managed effectively. The table below is the PPP framework used by the PPP Unit in 

National Treasury in South Africa; 
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..... 
w 
t/J 
<( 
::c 
Q. 

..... ..... 
w 
t/J 
<( 
::c 
Q. 

... ... ... 

INCEPTION 

• Register project with the relevant Treasury 
• Appoint project officer 
• Appoint transaction adviser (MIIU) 

FEASIBILITY STUDY 

• Needs analysis 
• Options analysis 
• Pro·ect due dili ence 
• V 

Treasury Approval: I 

OCUREMENT 

Univ.ersitv of Fai t Hare .. • ri Ues1~n"'"9 fa1_~e${~ ible, transparent,, competitive, 
qgsf-Es°ff~tN~'pr ~fnent process 

• Prepare bid documents, including draft PPP 
agreements 

• Pre qualify parties 
• Issue requests for proposals with draft PPP 

agreement 

• Receive bids 

Treasury Approval: 
llA 

• Compare bids with feasibility and with each other 
• Select preferred bidder 
• Prepare value for money report 
• Negotiate with prefarrad bidder 
• Finalize PPP agreement 
• management plan 

Treasury Approval: 
llB 



 

This framework is based on the need for public services to improve the community. On 

the part of the private sector, the focus has been on the 'bottom- line' being profit, 

however, in the past decade; the focus has shifted to the 'triple bottom - line approach'. 

This has moved the focus to PROFIT, ENVIRONMENT and SOCIAL 

RESPONSIBILITY on the part of the private sector. 

Studies by the World Bank (1994) on the relationship between infrastructure and 

economic development conclude that efficient infrastructure creates employment, 

develops human capital, promotes local and foreign investment and trade, fuels business 

productivity and expansion, raises standards of living, and improves access to critical 

services. (Loew. J& McLindon. M.www.IP3.org. 14/10/05). This theoretical framework 

supports the government view of i t the best possible price. 

Haque (2000:602) believes that t e ~:r:,,r~1m1.ance in promoting economic growth 

poses certain challenges to public ad-~~&affl~~ hen the public sector provides goods 

and services based on socio-economi mes and projects, its activities are more 

tangible and measurable\9iP.l!Ye~i)@t.Jl0fttyi!@r@raging and facilitating the 

private sector to deliver goodT~t8'Jlci~i~-'and immeasurable. It is possible 

to hold public organizations accountable for tangible functions like the quantity and 

quality of services they provide directly but it is not always possible to hold them 

accountable for their intangible functions like making business deals and monitoring 

service contracts. 

2.3 PUBLIC PRIVATE PARTNERSHIPS: THE CONCEPT 

According to Plummer (2002:6), privatization implies the transfer of ownership to the 

private sector. In South Africa, however, there has been a preference to collaboration 

with the private sector for mutual benefit rather than absolute privatization. This has 

developed the concept of PPPs. They are arrangements between government and private 

sector entities for the purpose of providing public infrastructure, community facilities and 

related services. Such partnerships are characterized by the sharing of investment, risk, 
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responsibility and reward between the partners. The reasons for establishing such 

partnerships vary but generally involve the financing, design, construction, operation and 

maintenance of public infrastructure and services. The underlying logic for establishing 

partnerships is that both the public and the private sector have unique characteristics that 

provide them with advantages in specific aspects of service or project delivery. The most 

successful partnership arrangements draw on the strengths of both the public and private 

sector to establish complementary relationships. 

The roles and responsibilities of the partners may vary from project to project. For 

example, in some projects, the private sector partner will have significant involvement in 

all aspects of service delivery, in others, only a minor role. While the roles and 

responsibilities of the private a 

servicing initiatives, the overall r I 

Public private partnership is one 

and related services. 

ITT partners may differ on individual 

1b lities of government do not change. 

ys of delivering public infrastructure 

It is not a substitute Tuhliiv8f sitytoftiFofttrH@re and decision making by 

government. In all cases, govT~@enl.MJi~flsl~ and accountable for delivering 

services and projects in a manner that protects and furthers the public interest. 

According to Adamolekun ( 1999: 131 ), one problem with private sector provision of 

services, especially in poor countries, is the possibility that they might exclude the poor 

through their pricing mechanisms. But a study into various forms of service provision 

forms in African cities showed that urban residents, including the poor, have been 

effectively forced to rely on private sector providers of services such as water supply, 

refuse disposal, public transport, housing, because of the failure of public institutions to 

provide them. In some cases these public institutions were monopoly providers, their 

failure created a vacuum that private providers promptly filled. (Stren 1989; see also 

Wekwette 1997:56). According to the PPP Unit in South Africa, a public private 

partnership agreement is an agreement between an institution and a private party in terms 

• of which:-
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o The private party undertakes to perform an institu_tional function on behalf of the 

institution for a specified or indefinite time; 

o The private party receives a benefit for performing the function, either by way of 

- Compensation from a revenue fund; 

- Charges or fees collected by the private party from users or customers of a service 

provided to them; or 

A combination of such compensation and such charges or fees 

o The private party is generally liable for the risks arising from the performance of the 

function; and 

o Depending on the specifics of the agreement, state facilities, equipment or other state 

resources may be transferred or made available to the private sector (Government 

Gazette No. 21249 - 31 May Cfi 

s 

Through the Department of Provin Local Government (DPLG) and the 

Development Bank of iJililWreJ:5ityomtl)'pltMdrar6¼1 Infrastructure Investment 

Unit (MIIU) was establishel.£Wiffffltibf~~fH~~lities funding for the feasibility 

study before a PPP arrangement is agreed to. The Unit also sends out experts to advise 

municipalities on what form the PPP should take. The argument is that the Unit should 

first ask the question; " ... will the service be improved and will the project enjoy cost 

recovery, if it is not run by the Municipality?" 

There is also an abundance of institutions that advocate for PPPs such as the National 

Business Initiative's (NBI), National Treasury PPP Unit, DBSA and MIIU. The National 

Treasury established a PPP Unit to facilitate PPP arrangements. This Unit and the NBI 

issue a publication quarterly relating to PPPs, called PPP Quarterly, which serves as the 

anchor resource for literature on the subject matter. In a nutshell PPPs are critical for 

dealing with public sector fiscal constraints and skills shortage and also fast-tracking 

service delivery and transformation. 
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2.5 TYPES OF PPPS 

A continuum of PPP options can be identified, ranging from relatively basic service 

contracts to very complex concession arrangements. An increase in size and duration of 

contract, risk, legal complexity and sophistication of the procurement process can be seen 

along this continuum. It is important to undertake feasibility studies, appoint professional 

advice and structure tendering procedures in line with the complexity of the contract. 

According to Fourie and Sindane (2000:26), the key options for PPPs are as follows: 

• Service Contract 

Service contracts are usually of a short duration, such as 1-3 years. The 

contractor/external service provi I e 

performing the service. Exampl 

laundry, catering, cleaning, etc. 

• Management contract 

i es a fee from the government for 

r vision of services such as security, 

The external service prlilldr°~tQ°t~iQJct liJi~ernment (public) service. 
Tna.ethor in Excellence The government pays a f~e- .:rot· "ffie service ancr a performance-based incentive. 

Management contracts are generally of a medium-term of between 3-8 years. Examples 

include managing government operations such Bus Services, Fresh Produce Markets, 

Regional Water Supply management or management of a water utility. 

• Leases 

Under Leases, the service provider manages, operates, repairs and maintains a 

government service to a specified standards and output. The operating assets of the 

municipality are leased to the service provider/contractor. The service provider receives 

all revenues, fees, or charges from consumers for the provision of the service, but pays 

the government rent (lease fee) for the facility. Examples of lease contracts include 

caravan parks, water systems, etc. These contracts are generally of a long-term nature 

such as between 8-15 years. 
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• Concession 

Under a concession, the service provider manages, operates repairs, maintain and invest 

in public service infrastructure to specified standards and outputs. The service provider 

receives all revenues from the consumers for the provision of the service. However, the 

service provider pays a concession fee to the government and may assume existing debt. 

The government still remains the owner of any existing facilities operated by the 

concessionaire/service provider, and the ownership of any new facilities constructed by 

the concessionaire is transferred to the government at the end of the concession period. 

The general duration of concession is between 15-30 years. Examples of concession 

contracts could be found in 

telecommunications, ports etc. 

The options for PPP arrangements ca 

water, airports, roads, 

the diagram below. 

(Adopted from Loew. J &Mclindon. M. www.ip3.org.2005). 

17 



 

The KSD case is an example of a management contract. The contract was awarded to 

Umthiza Joint Venture and they were tasked with the responsibility to meet the following 

terms of reference; 

• The consortium would receive a monthly management fee of eight percent not less 

than RI 76 000 of revenue collected during the implementation of the project and 

seven percent of tum over thereafter. This is explained in the contract of 2000. 

• The consortium would police tampering on behalf of the municipality and implement 

a fine as agreed in the contract signed in 2000. This fines for tampering were; 

• Domestic consumers 

• Commercial single phase consumers 

• Commercial three phas 

Eighty percent of the revenue 

while twenty percent was kept 

• Umthiza would train communit 

RI ,500.00 

R3,000.00 

R6,000.00 

e fines was given to the municipality 

e vendors. This was intended to be an 

empowerment strategy; however, the ven ors were established businesses. 

• Local electricians tAPtY~rJ,it-Yt1>Qfnfa'i}I;fuJ-!N~veloped into independent 
Together In Excerrence 

contractors. 

• The tariff would be increased by ten percent in order to recover the arrears that the 

consumers owed. Some households had arrears of up to thirty thousand rand. 

• That the revenue collected would be deposited into the municipality monthly with 

interest. 

• Bulk meters would be installed and the consortium billed monthly on the reading less 

agreed loses like robots, streetlights, etc (Agreement between Umthiza and KSD 

Municipality, 1998). 

Umthiza was made up of the following companies; 

Siemens - to provide the technical support including the pre-paid instruments 

Public Service Utility (PSU) - to provide a billing systems and the operations of the 

supply such as vending stations and the back office 

support 

PAS - Empowerment company 
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2.6. SOME EXPERIENCES 

In South Africa, indications are that partnerships could in fact result in job creation, given 

the extent of the services and infrastructure expansion needed to address historical 

backlogs. While the old system of segregated local authorities tended to employ 

sufficient workers to cater for a minority of the community, the majority communities 

had to make do with skeletal staff, particularly in the number of blue-collar workers. The 

amalgamation of these local authorities following the 1995 local government elections 

combined with the current redrawing of local authority boundaries point to a future 

increased demand on building of infrastructure and extension of services. More workers 

might thus need to be employed, reminiscent of other emerging economies. 

In 1990, the Queenstown municip 

participation in municipal service 

a process to mobilize private sector 

mu"""'rl-1'1 ..... prehensive consultative process took 

place with stakeholders, including ns and organized labour. A 25-year 

concession agreement was conclude e 1 992 in terms of which Water and 

Sanitation Services Sotlif :BW~ll&lt¥A~tJt001t rl¼aa~ility for the provision of 

water and sewerage services iI~tH~6'"1 -/J,BJ1Rfe: 18). 

During 1994, the Springs Transitional Local Municipality appointed the First National 

bank to conduct a feasibility study to assess the viability of its bus service. The study 

showed that the municipality was running the service at a loss. The revenue lost was R2 

million per annum. The study also confirmed that this service was not a core function of 

the municipality. In 1995, the municipality took a decision to privatize the bus service. A 

contract was signed which allowed a company named Springs Bus Service to take over 

municipal bus service. All the buses, equipment and the depot were sold to the private 

company (DBSA, 2000:32). 

Prior to 1998, the KSD Transitional Municipality was experiencing problems in 

recovering monies owed for electricity consumed by domestic users. While efforts were 

made to bill consumers on time, a culture of non-payment prevailed and the majority of 
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the people did not pay their electricity bills on time or at all. As a result, municipality had 

difficulties in meeting its liabilities. Besides not being in a financial position to manage 

the project, the municipality did not have any technical skills and there was no electrical 

engineer employed at the time. Umthiza came forward with a proposal to manufacture 

and supply pre-paid electricity meters (DBSA, 2000:29). 

From the foregoing paragraph, it can be deduced that the KSD case study has been 

documented and considered one of the examples of a PPP in the country. However, it is 

important to research the impact of the partnership, given the fact that it has been in 

existence for the last seven years. 

2.7. THE CHALLENGES 

According to Armstrong & Lenih 

formal agreement to plan and w 

. collaboration partnerships involve a 

specific ways to promote specific 

outcomes. The commitment may be fat ed in scope, like a partnership agreement 

to work together to pro~OliV:ell~iltyi~sFHEfullac~rvices or it can extend to 

the co-management of an erliOOvMl€f m15~~~~~004) states that initially, civil 

society used to play an advocacy role which encouraged communities to take part policy 

development. The role has extended to include facilitating agreements, cost recovery in 

municipalities, provision and promotion of health and hygiene, monitoring and evaluation 

of projects as well as building local ownership of government programmes. 

The question whether PPPs are the way to go for South Africa continues to be debated 

nationally. Major opposition to the PPPs is from organized labour. The Congress of 

South African Trade Unions (COSA TU) has categorically stated that all PPPs are a form 

of privatization with its major concern is the loss of jobs. On the COSA TU website the 

following statements are made; 

The state has embarked upon a programme to privatize state assets, enterprises, services 

and undertakings. Closely associated with this is the restructuring of state enterprises, 
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undertakings and services carried out by the state in ways that give the private sector 

considerable control and the state's opening up of industries or sectors in order to 

provide for competition. COSATU is obviously not opposed to restructuring in itself, but 

the state's restructuring process forms part and parcel of the broader privatization 

programme, which it certainly opposes (www.cosatu.org.za). 

From the sentiments of COSA TU it is clear that the implementation of PPPs will be 

closely monitored. However, the union position is stated from an ideological stand and 

therefore does not offer the credibility, as it would have if it was from a practical view 

based on evidence. In the first draft guidelines for Municipal Service Partnerships in 

December 1998 the government stressed the importance for Municipalities to pursue 

MSP contracts after conducting a .... °'"'""''\k• hat will inform the municipality on 

the best option and also the stakeh 

According to Steward (1999: 162), in J t every situation where two firms or two 

groups of people do bu11aiv~sit)a aficiEQF<tvJrl:a{&la operates alongside the 

overt one. In the case of PPPJ1RJJf/Jhij~ iPc~l-P,'rh~{JWa.te sector wants to make money 

while the public sector wishes to provide a better service. 

2.8 LESSONS FROM FAILED PPPS 

Kathleen Slattery of the Institute for Public Private Partnerships in an article on the IP3 

website writes of three cases that produced a failed PPP. 

• Manila 

In 1997, the government of the Philippines entered into two PPP arrangements for the 

provision of water services in Manila. A 25-year concession agreement was signed 

between the Metropolitan Waterworks and Sewerage System (MWSS) and Maynilad 

Water Services Incorporated (MWSI) for services to approximately six million 
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consumers in the western area of Manila. Maynilad is owned 59% by the Philippines-

based Lopez family's Benpres Holdings (which wholly owns Manila Electric Co.) and 

40% owned by the French water giant Ondeo. 

The agreement was terminated on February 7, 2003 and responsibility for the water 

services reverted to MWSS. Per the terms of the concession agreement, the termination 

procedure initiated on December 9, 2002 when Maynilad issued a "Notice of Early 

Termination" citing MWSS' serious breach of its obligations under the contract and 

giving 60 days' notice. 

Although Maynilad cited numerous factors behind its decisions to terminate the contract, 

including severe droughts caused \~"l"'\.IY,lJ{___''lY:f'-¥/"'' '1ather phenomenon, the effects of the 

Asian financial crisis, and the d letion of a river basin project, the 
------~--A;........J 

primary reason for termination w s u ,,u .,, , mHllrl!,l/' to implement a rate adjustment that 

would have enabled Maynilad to r gn exchange losses. Maynilad' s bid 

for the concession, was mounted just p e 1997 Asian Financial crisis, was based 

on the assumption thal1inWeaimt°tyoQf ~It.Har<a-iore than 2% to 3%. To 

compensate for the significJ-(ni m&~lf~UfAhe bid included a provision for 

the recovery of foreign exchange losses throughout the term of the concession via an 

extraordinary price adjustment mechanism. 

The experience with PPP in Manila's west zone has still not ended. Maynilad and MWSS 
agreed to arbitration proceedings to determine exactly how and under what terms the 

contract will be terminated. Meanwhile, Manila Water continues to provide services in 

the east zone of Manila under its long-term concession. (Slattery. K. 2003: 12) 

• Buenos Aires 

According to Slattery, in May I 993, the government of Argentina awarded a 30-year 

concession for the provision of water and sanitation services in the City of Buenos Aires 

to the Aguas Argentinas consortium. Aguas Argentinas is 46% owned by the French Firm 

22 



 

Ondeo (with the Spanish Firm Aguas Barcelona and the UK's Anglian Water holding 

minority shares), 37% Argentine-owned, and 17% employee owned. Under the 

arrangem_ent, Aguas Argentinas provides drinking water and sewerage services to 

residents in the greater Buenos Aires area. In late 200 I and early 2002, the Argentine 

economy came crashing down and a financial crisis ensured when the peso was de-

pegged from the dollar. The combined effect of the peso and effect of tariffs and the 

devaluation of the peso in 2002 was a drastic decrease in Aguas Argentinas contractual 

ability to service it's mostly U.S. dollar denominated debt. 

The outcome of the financial crisis and its ultimate impact on the success of the PPP 

arrangement in Argentina is still unknown. Recently, Ondeo released a statement saying 

that it was invoking the terms oft e~1-..~);...-,:r-1nL l1¥ie-m:1·11ne bilateral agreements that required 

the Government to compensate F e ny investments they have made (in 

other words, Ondeo is not entitle • f increase or sum other recourse to 

collect the funds to cover its investrh~~ ~ ~~~ easonable return). 

• Atlanta University of Fort Hare 
Together in Excellence 

In the same study, Slattery states, that in January 1999, the City of Atlanta awarded a 

much - heralded 20-year management contract with United Water. The form of contract 

employed in Atlanta- an "Operations and Maintenance Agreement" or management 

contract-is typically used where the primary goal of the contracting party is to improve 

the quality of management and realize efficiency improvements in the effective provision 

of service. Often, the main "efficiency improvements" is actually cost savings accrued 

through increased revenues and decreased operating expenses. The contract in Atlanta is 

fundamentally unusual in that its duration is 20 years. The typical management contract 

lasts from three to ten years and is then re-bid in order to realize the savings that can be 

achieved through a regular competitive bidding process. Just four years into the 20-year 

arrangement the City of Atlanta and United Water agreed to terminate the contract. One 

of the reasons United Water sites for its mixed performance relates to the inaccuracy of 

system data available at the time of the bid. To measure the effectiveness of the 
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contractor's progress under a management contract, the contracting authority must have 

defined baseline data that can be sued to judge incremental improvements in 

performance. In the case of Atlanta, such data was in many cases either not available or 

inaccurate. All firms that bid on the contract in Atlanta were aware, prior to submitting 

their bids, of the obvious deficiencies in the data. Arguably, United Water should have 

factored this in to its bid. 

In the end, the City of Atlanta and United Water agreed to amicably terminate the PPP 

management arrangement and the City has resumed control of water services and 

announced plans for the control of tariffs and increase staffing in the water department. 

2.9 EXAMPLES OF SUCCESSF 

In 1990, the Queenstown municip Ii n a process to mobilize private sector 

participation in municipal service p prehensive consultative process took 

place with stakeholders, including civic ons and organized labour. 

University of Fort Hare 
A 25-year concession agreem'f~!Y@o~~l~1992 in terms of which Water 

and Sanitation Services South Africa (WSSA) took full responsibility for the provision of 

water and sewerage services in Queenstown (DBSA, 2000: 18). 

During 1994, the Springs Transitional Local Municipality appointed the First National 

bank to conduct a feasibility study to assess the viability of its bus service. The study 

showed that the municipality was running the service at a loss. The revenue lost was R2 

million per annum. 

The study also confirmed that this service was not a core function of the municipality. In 

1995. the municipality took a decision to privatize the bus service. A contract was signed 

which allowed a company named Springs Bus Service to take over municipal bus service. 

All the buses, equipment and the depot were sold to the private company (DBSA, 

2000:32). 
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2.10 COMMON MISCONCEPTIONS ABOUT PPPs 

Given the numerous forms of public private partnership potentially available to local 

government, there is some confusion as to what constitutes a public private partnership. 

Public private partnerships are often not considered due to erroneous information based 

on misconceptions. The most common of these misconceptions are: 

• Private partnerships are the same as privatization 

Only one form of public private partnership, known as Build-Own-Operate (BOO) can be 

described as coming close to privatization. All other forms require an ongoing 

partnership between the private and public sectors. Even Build-Own-Operate involves a 

form of partnership in that the pu 1 • e conditions and regulations on the 

private partner. One of the key re s e ing public private partnership is the 

ability to introduce competition i ~~PMlii~mijl f local government services, either 

between private firms or between tH~~~ate~~~lu'blic sectors. Full privatization merely 

transforms a public monopoly to a p nopoly such that the benefits of public 

private partnership are n~®.i\t~sity of Fort Hare 
Together in Excellence 

• By entering into a public private partnership, local government loses control 

over the provision of services 

By entering into a public private partnership, local government does not give up its 

ability to implement its policies or regulate the provision of services. The local 

government establishes the ground rules and has the ability to shape the public private 

partnership to reflect its own objectives, policies and .regulations. It can be argued that the 

local government actually has more control, in that it has well-defined contractual 

remedies in a public private partnership arrangement that it may not have with its own 

management and staff. 
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• Public private partnerships apply only to infrastructure projects 

Public private partnerships can be an effective and innovative way of delivering a range 

of local government services and facilities. While large infrastructure projects tend to 

capture the most public attention, public private partnerships can also be used to deliver 

services that do not involve capital projects. Examples include provision of data services, 

refuse collection and road maintenance. 

• The principal reason for local governments entering into public private 

partnerships is to avoid debt 

The principal reasons for local government becoming involved in public private 

partnerships are to benefit from inc ea , shorter implementation time, greater 

innovation and ultimately better very of services brought about by 

increased competition. The abilit ,r ~ect so that the debt is "off book" 

should not be the prime motivation a public private partnership in that 

the local government and the ultimat of the service are still responsible for 

servicing the debt in onelJl}iMWicSi"try71CBf eE~i~lebe on structuring creative 

and cost-effective ways of de11&a.trf~g/;;~/rt&eJheaflt.ive accounting. 

• The quality of service will decline under public private partnerships 

Quality of service does not depend on whether the service is delivered in a traditional 

manner or through public private partnerships. The local government has the ability to 

stipulate the quality of service to be provided and ensure it can enforce provisions of the 

contract dealing with quality control. The nature of public private partnerships suggests 

that the quality of service would not only be maintained, but enhanced. It is in the private 

partner's interest to invest in the service, become more efficient, and enhance the quality 

of service to attract more customers or provide additional services to customers. 
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• Local government staff will lose under public private partnerships 

Both union and non-union staff sometimes fear public private partnerships because of 

potential job loss or reduced wages and salaries. In British Columbia, labour laws provide 

for the succession of labour contracts. Any public private partnership agreement will 

need to reflect the labour laws of the province and existing collective agreements. Often, 

the labour representatives are invited at an early stage of the process to discuss options 

for service delivery. Most partnership agreements that have been negotiated in Canada 

require the private partner to take on public staff and guarantee job security and salary 

levels. Any changes in staffing levels are generally consistent with labour contracts and 

occur through attrition rather than layoffs. Many of the benefits of public private 

partnerships, such as increased e 

accomplished through former e 

productivity include increased in e 

transfer and skill diversification. 

her quality of service, have been 

"" ' --'"'H "' 'ernment. Reasons for increased 

yees through training, technology 

• The cost of serv~e,.will increa~!o _p_py.J:or tbe-wivate partner's profit university or ~ort nare 
G . . Toae.ther. in Excellen6ce b h b 1. h h overnments sometimes resist 'puo1ic pnvate panners ips ecause t ey e ieve t at t e 

cost of providing the service will increase to reflect the profits the private partner must 

realize to stay in business. While the private partner will need to make a profit, the profit 

must be earned within the existing or a lower price for the service. Presumably, the local 
government would only enter into a public private partnership if the price of providing a 

given service was lower than if provided by the local government, or if a higher level of 

service could be provided for the same price by the private partner. (This assumes that the 

local government is not subsidizing the cost of providing the service.) The private 

partner's profit can only be realized through increased productivity or expansion of 

service, not through higher prices. 
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• Local government can finance the cost of services at a lower cost than the 

private sector 

By borrowing through the Municipal Finance Authority, local government can often 

finance projects at a lower cost than the private sector can. However, this may not always 

be the case. The objective of local government should be to focus on the overall 

advantages of the public private partnership arrangement. 

• There are only two partners in a public private partnership 

From the narrow perspective of the public private partnership contract, there are only two 

partners. In reality, there are additional arties and interests that need to be on board as 

"partners" for the public private parnt1ett'SOl~Ll~ cceed. These include the customers of 

deliver the service. Public private 

~UN.mm11 o the end user of the service or the 

the service and the employees w 

partnerships cannot succeed with u 

agreement of those who will ultim e e service. A four-way partnership is 

required to successfully move service pr 10n from the public sector to a partnership 
University of Fort Hare 

Together in Excellence 
arrangement. 

2.11 INSTITUTIONALISING PRIVATE SECTOR INVOLVEMENT 

In South Africa, the national government created an institutional arrangement to support 

the interest and activity in PPPs. This was done through the creation of the PPP Unit in 

the National Treasury Department that was founded in 1999 and serves as an information 

center for investors and government officials, a source of training and promotional 

activities for infrastructure initiatives, and an organization charged with overseeing the 

development of policies and procedures for award of contracts for privately funded 

infrastructure development projects. 

Jamaica has established an Office of Utilities Regulation (OUR) is a multi-sector 

regulator responsible for the regulation of telecommunications, electricity, water, 

sewerage and transportation by road, rail and ferry. The OUR falls into the category of 
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what has become known all over the world as independent regulatory institutions. 

Although the notion of independent is sometimes hard to define., in the context of OUR it 

is perhaps best illustrated delineating some of the operational features of the Office and 

important provisions of its governing statute. (Hewitt.A.2005). In the Philippine's, the 

President, in her state of the nation address said, ... "In focusing on infrastructure, we 

will harness the private sector via the build-operate-and-transfer (BOT) law. 

The Coordinating Council for Private Sector Participation (CCPSP) is the government's 

central body responsible for promoting private sector participation (PSP) in infrastructure 

development through the use of the Build-Operate-and-Transfer (BOT) Law. 

(CCPSP.2005) Governments across the globe realize the need to regulate the involvement 

of the private sector in service d li 

framework is in a way that does 

yet protects the public interest. 

u , ... A # ''"f , ..,.,.,....l nge is to ensure that the regulatory 

1mit the p s • le investment of the private sector, 

ates that the regulatory framework 

should be fair, transparent and 

University of Fort Hare 
Together in Excellence 
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CHAPTER THREE 

RESEARCH METHODOLOGY AND DESIGN 

3.1 INTRODUCTION 

Rubin & Babbie (1998:79) defines research design as a blueprint and detailed plan of 

conducting research from the beginning until the end. An informed decision has to be 

made as to which research method to follow. There has been an incorrect perception that . 
case studies are easy to carry out and that they do not necessarily r~quire comprehensive 

strategies like other types of research. However, Baker (1994: 304) disputes this assertion 

as being unfounded and incorrect. As she puts it: "... they ( case studies) require 

forethought, careful planning, dat w~wjcwrnvrJAlD~ mal preparation for reporting". Case 

studies, continues Baker, are impo 

that have widespread and long -ra 

come up with theoretical conclusions 

, oth politically as well as in terms of 

, 2002:85). theoretical developments in a partic~t-~~~~f\m~ J 

Gillham (2000:11), in hlJndJVfillSd.t~~tF~~defines a case study as the 
following; Together in Excellence 

• a unit of human activity embedded in the real world; 

• which can only be studied and understood in context; 

• which exists in the here and now; and 

• that merges in with its context so that precise boundaries are difficult to draw. 

The research was informed by the qualitative and quantitative paradigms. According to 

Creswell (1994: 108), the quantitative approach to research is viewed as, " ... the 

traditional, the positivist, the experimental, or the empiricist tradition established by such 

authorities as Comte, Mill, Durkheim, Newton, and Locke". Bies~ & Higson-Smith 

(2000: 156), describe quantitative research as research conducted using a range of 

methods which use measurement to record and investigate aspects of social reality. It 

deals with data that is principally numerical. 

30 



Contrary, the Qualitative paradigm is termed, " ... the constructivist approach or 

naturalistic (Lincoln & Guba, 1985:219), the interpretative approach (Smith, 1983), or 

the post positivist or post modem perspective (Quantz, 1992:78)". It began as a counter 

movement to the positivist tradition in the late 19th century through such writers as 

Dilthey, Webber, and Kant (Smith, 1983:173).' 

It is critical to follow a scientific methodological approach in this study in order to 

address the perceptions relating to the KSD project. 

MUIUCJrrfjar~~- of KSD Municipality, Professor Permission was granted by the 

Gumbi, for the research to be cond 

confidentiality agreement signed relatI 

as also obtained from PSU and a 

ords of the private companies role in 

Umthiza. University of Fort Hare 
Together in Excellence 

3.3 RESEARCH DESIGN 
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In order for the research to have value, it needs active participation of people with an 

expression of views to direct individual realities of interpreting the facts into one 

arguable view for presentation as a case study. The following approaches have been 

utilized: 

3.3.1 Questionnaire 

According to Bless and Higson (2000: 156), a questionnaire is an instrument of data 

collection consisting of a standardized series of questions relating to the research topic to 

be answered in writing by participants. 

A questionnaire was prepared a d g • Y erational staff of the management 

contract. In this method, the qu s • ~..,-,.Y-T filled out by in the homes of the 
respondents. The data collectors ., ..... ,,~ .. , mthiza and therefore understand the 

system and its challenges. An i per form was given to the data 

collectors which motivated them to en re was a quick return of the data. 

University of Fort Hare 
The advantage of this methodflt,~lthcrtir.tp~mmpleted the questionnaires in the 

presence of the collector The method was also time effective on the part of the data 

collectors since they compl~~ed the questionnaires on routine visits to the homes to assess 
. -- . 

tampering. The respondents also had an opportunity to ask for clarifications from the data 

collectors. 

3.3.2 Literature Study 

The research also made use of the document analysis technique. A variety of literature 

material, in particular books, magazines, government documents and websites on PPPs 

was reviewed. Information gathered informed the conceptualization as well as 

determining best practice approaches to PPPs. The literature study also relied heavily on 

the reports, contracts and other information available from the case study from both KSD 

and the private sector company. 
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3.3.3 Interviews 

The research also made use of the semi-structured interview technique. In this type of an 

interview, the researcher was interested in getting a clear picture of a participant's beliefs, 

perceptions and account ·of the electricity service. This allowed a participant to give a 

clear picture of his or her perception or opinion on the provision of the service. 

According to De Vos (2002:172), the semi-structured interview possesses elements of the 

structured and unstructured interview methods. Thus, the researcher, can be in possession 

of a set of predetermined questions at hand, yet he or she can digress and ask questions 

which are not on his or her list, in order to capture the scope and progress of the 

interview. Under this technique, th lso switch between topics and issues, 

in order to create or maintain a sen tmosphere, for the respondent not to 

be intimidated. The strength of t e 

that it is a combination of both t e 

shares the advantages and limitations 

a::u:m:a.i interview technique lies in the fact 

unstructured interviews. It therefore 

University of Fort Hare 
3.4 POPULATION AND S~Nzer in Excellence 

One of the popular scientific methods utilized to assess the views of a select community 

is by taking a sample of that community that will reflect the general view of the total 

population. In order for a sample to be considered as being reliable, it must consist of a 

reasonable number of people. The purposive sampling technique will be used which 

(Marshall & Rossman 1995: 55). Explains as being characterized by identifying access 

points or settings where subjects could be more easi]y reached and by selecting especially 

knowledgeable subjects The target population comprised of households that benefited 

from the project in the Mthatha area of the KSD municipality. Of the 9300 households 

with pre-paid meters, 2000 random households have been questioned and filled in the 

questionnaire. This sample size is deemed representative enough to warrant a fair 

reflection of the views of the community. 
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Key informants directly involved in the project were also selected and interviewed. This 

sample consisted of management representatives and operational staff from Umthiza 

Joint Venture and from KSD municipality. 

3.5 DAT A ANALYSIS PROCEDURE 

Huberman and Miles ( 1994) define data analysis as three linked sub processes: data 

reduction, data display, and conclusion drawing and verification. They describe data 

reduction in terms of data selection and condensation. Data is reduced in anticipatory 

ways as conceptual frameworks are chosen and as instruments, cases, and questions are 

refined. Dey (1993) offers a not dissimilar view of qualitative data analysis, describing it 

primarily in terms of identifying a Ii 

Dey (1993) also breaks qualitativ 

classifying, and connecting. Ace 

thorough and comprehensive descrip 

three related processes: describing, 

odel, the analysis must first offer 

cl ude ( where appropriate) the context of 

action, the intentions oUfiN~~ify tjf Fcfftcf.l~f'~ which the social action is 

embedded. Wolcott's (1994T~efhf#om.(}f w~~u~ysis means presents a rather 

different way of thinking about how we explore and interpret qualitative data. Wolcott 

uses the term transformation to describe a variety of strategies. He restricts the word 

analysis to a more specialized meaning. Wolcott argues that qualitative data can be 

transformed in different ways and to different ends. He also breaks up these methods into 

three types: description, analysis, and interpretation. The data in the case of this research 

will need to accept these definitions with a favour for the transformational approach to 

the data based on the use of the research as a practical driver to a future decision. 
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CHAPTER FOUR 

PRESENTATION AND ANALYSIS OF DAT A 

4.1 INTRODUCTION 

The data analysis and presentation is done with the view of ensuring that it reflects the 

objectives of the study. It looks at the impact of the project. The question is whether the 

contract has had positive or negative results. A sample of 500 households was used for 

questionnaires and key stakeholders interviewed. In September 2005 the Municipality 

gave the private sector company thirty days notice with the view of converting the 

partnership into a Municipal Entity. All the staff of Umthiza have been retained by the 

Municipality and currently operati 

4.2 THE MANAGEMENT CO 

VENTURE 

EN KSD AND UMTHIZA JOINT 

4.2.1 The contract University of Fort Hare 
Together in Excellence 

It can be argued that the fundamental for success in a PPP contract is that it can be 

viewed as being of mutual benefit to the parties concerned. The contract signed between 

the Umtata TLC (KSD) and Umthiza Joint Venture in May 2000, was evaluated and the 
following gaps identified; 

• Control over the provision of service 

In a management contract the public sector transfers its obligation to provide the service 

to the private partner. This transfer is evident by the risk that the private sector carries to 

ensure that the service is delivered. In section three titled Financial in the agreement 

between KSD and Umthiza the private sector is entitled to 7% of the revenue collected. 

While this should have 
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• Accountability 

As indicated in 1.6.5 of this research, it is not always possible to monitor the interaction 

and negotiation between government executives and business managers and to determine 

whether or not joint ventures are made in favour of private organizations at the expense 

of public interest (Haque 2000:609).The political argument for most governments with 

regards to PPP contracts is whether the accountability will remain with the public sector. 

It is generally acceptable for the responsibility to be transferred to the private sector and 

not the accountability. However, without accountability, the private sector does not carry 

any risk. This was the case with the Umthiza contract. The private sector did not carry 

any risk. The management fee covered the basic costs for the private sector and Umthiza 

also enjoyed the added advantage e centage of tum-over which ever was 

the greater. 

• Cost of service 

With the involvement {Jffi~¥S~tlfe)_i~aIPiaftei.on that the cost of service 

would increase not withstan<1f~e~ inaHke~eeioeelectricity was regulated from a 

national level. This perception was influenced by the fact that the community was forced 

to pay for the service before use. 

• Ownership control 

In the contract the private sector should have deposited the revenue into a separate 

account operated by the Municipality. This did take place, however, the bank account 

was practically operated by the private sector. This raised the question of control of the 

revenue. This question of control was brought out strongly in the interview with the 

General Manager Infrastructure who said, . .. "My first concern with Umthiza, was that 

on their contract there were many loose paragraphs, where you can see the contract was 

not watertight. That's what I discovered in the sense that the Municipality didn't view or 

didn't have measures to check how much has been collected by Umthiza monthly. 
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4.2.2 Key informant interviews 

Interviews were conducted with key informant interviewees who were in a position to 

comment on the contract. The confidential interviews were conducted in Mthatha and 

focused on ensuring balance information. The questions asked firstly established the role 

of the interviewee and also their interest in the Umthiza contract. All individuals 

interviewed shared information freely and were willing to discuss the contract, however, 

have been reflected as being anonymous. 

QUESTION: What are some of your concerns relating to the contract? 

The first individual interviewed 

on Umthiza, was that on their co 

Municipality didn't view or didn' t 

by Umthiza monthly. Umthiza wou 

e tion posed stated, "My first concern 

any loose paragraphs where you can 

I discovered in the sense that the 

check how much has been collected 

unicipality two million for that month, 

and even next month ~c;ftf 8ft ~rt H<aretion, and only to get that 

Umthiza has collected more ~eflhte¥1tlrl~.,m«lnmlef Umthiza - it was not through 

Council." 

However, interviewee two presented a counter argument which was in support in of the 

contract and said, "I think it was a contract that was drawn up, you know, by the Legal 

Advisors or the Legal Department of the TLC and it was ... I think it was reasonably, you 

know, fair between the two. It was designed obviously to protect the interest of the 

Municipality, which is fair and correct and it certainly sort of outlines some service level 

agreements between us as a service provider and the Municipality in terms of our 

obligations and responsibilities towards meeting the requirements of the Municipality. 

So I think it was fair." The third interviewee responded to the question by stating, "One 

area could be for instance, that the management was structured to be a percentage of 

actual electricity received. Now the infrastructure - the people had to be converted to pre-

paid electricity meters, the Municipality provided that infrastructure and what-what. 

37 



 

Now at the time when a person goes to buy electricity from a vending station there are no 

cause or no action completely warranted, so on that particular receipt that should come 

purely to capture, but the contract was structured that even if I move here to buy 

electricity from a vending station or the Municipality, Umthiza must still get something 

out of that. 

The fourth interviewee that held strong views regarding the question said, "The initial 

contract was bias towards Umthiza because we paid them for what they do just on a 

percentage basis and on what they collect. I think Umthiza made a fortune and had no 

commitment to the project. How many electricians did they train? It wasn't a full-proof 

contract it had loopholes, which your service provider actually took advantage of. That's 

one of the reasons why we didn't e e 

As discovered in 4.2.1 and the • o nt, the interviewees questioned the 

he benefits that derived from their accountability of the private sec{\>jg~~~~~ 

involvement which were linked to the 

University of Fort Hare 
4.3 THE IMPACT ON SERJliJ~§tJ:li?Lfl{IR~ellence 

A perception survey questionnaire was conducted on 2000 households of the KSD 

Municipality with the aim of assessing the community perception of the project. To 

evaluate the questionnaire, the aggregate score formula was used with a confidence level 

of 80. This figure is a standard value used in statistical analysis for qualitative research to 

assess perception (SPFSS.2000) The following formula was applied during data analysis: 

Confidence Level = 80. 

Aggregate score = (Xr * 25) + (X2 * 50) + (X3 * 75) + (X4 * 100) 

• L (X, + X2 + X3 + X4 + Xs) 

Where X is the frequency ( count), and 

38 



 

The weights are distributed as follows; 

I NOT SURE I MAYBE I YES 
75 100 

(Source: adapted from the Statistical Package for Social Sciences 2004) 

This therefore means that values generated over or below the 80 aggregate score will 

either be deviating ·positively or negatively respectively from the standard. A positive 

showing can be interpreted as confidence and approval for the issue under consideration 

whereas a negative showing would indicate inadequacies, challenges or room for 

improvement in the delivery of the s 

4.4 KEY THEMES 

4.4.1 Community awareness and kno 

University of Fort Hare 
The pressure on government fog>lftTf~r ffi~fll!rn!e its inhabitants with limited 
resources allows for alternative solutions to be sort. The popular route is to involve the 

private sector due to their expertise, experience and resources. In the survey conducted, 

the researcher wanted to ascertain public knowledge of the PPP approach to service 

delivery, and the following graph summaries the findings. 

Do you know what the term public private partnership means? 

Just heard of it 

Maybe 

Yes 

0 200 400 600 800 1000 
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As can be seen from the graph, there are variations of understanding of PPPs, with only 

532 respondents having an understanding of the concept. 

In order to determine the community's knowledge of PPPs using the aggregate scoring 

technique, the following calculation was considered; 

Aggregate score = (812 X 25) + (312 X 50) + (344 X 75) + (532 X I 00) 

2000 

Aggregate score = 57.45 

The aggregate score of 57.45 vis 

of people in the KSD do not have 

tum impacts on the government 

VJ AJn ,U-~'Cru;e : level of 80 implies that the majority 

service delivery options on a 

ss and knowledge of PPPs, which in 

n ult' and ' inform' the citizen about 

The above is a reflect~~tsitynefiFoftoHiaffeibility study and lack of 
information relating to alte~~ m!~eMefllads such as PPPs. As part of the 

contract with Umthiza, the municipality expected that ongoing community information 

sharing sessions would be held which would have included the understanding of PPP 

arrangements. 

Further to the knowledge, the researcher wanted to ascertain public awareness of the 

public private partnership between the Municipality and Umthiza. The table below 

indicates the respondents' awareness of the private sector involvement. 

Have you heard of the Umthizajoint venture Yes No 

2000 0 

It is clear from the table that all the respondents were aware of Umthiza, but could not 

satisfactorily link the organization to the concept of PPPs. It can also be concluded that 
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the awareness could be attributed to the fact that Umthiza was the sole vendor of 

electricity in the Municipality. 

4.4.2 Quality of service delivery 

Given the challenges the community faced with the billing system prior to the inception 

of pre-paid meters, there has been an overall acceptance of the pre-paid system even 

though it means paying for the service upfront. The survey conducted revealed the 

following findings around the quality of service delivered by Umthiza. 

Quality of senAce d • 

No 

Yes 

0 500 1000 

e sector wndors 

ort Hae 
cellence 

1500 2000 

As can be seen from the graph, all the respondents were positive about the quality of 

service delivered by Umthiza. The high confidence level is despite the fact that Umthiza 

the bulk supplier of electricity, which is supplied by Eskom, remains unreliable with 

regular outages experienced. The response was influenced by the following factors; 

• Accessibility of vending stations, 

• Effective response to queries, 

• Ability for consumers to purchase only the amount of electricity they needed, and 

• No more use of municipal bills that were inaccurate. 
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4.4.3 Payment for the service 

There has been a rapid increase in electricity theft over the years in South Africa. The 

KSD Municipality is no exception and suffered revenue losses due to theft. This was 

compounded by the fact that some of the illegal connections were being done by the 

Municipal employees. The survey confirmed that the majority of the respondents were 

aware that illegal electricity connections were taking place as reflected in the diagram 

below. 

Do you think that there are people that by-pass electricity to a\Oid 
?, 

The issue of by-passing of electricity is further confirmed by the interviewees. For 

example, one of the key informants revealed that, " .. . since Umthiza came in the by-pass 

rate was reduced - before Umthiza came in the by-pass rate was quite high. " it is also 

revealed in the 2000 situation analysis that, " ... approximately 26% of power consumed is 

unaccounted for. Of the remaining 7 4% of power which is accounted for and billed, it is 

estimated that only 550/o0f the billed consumption is recovered from consumers." 

The survey also revealed that the reduction in electricity theft in the Municipality could 

be attributed to the involvement ofUmthiza. This can be illustrated in the diagram below. 
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Do you think Umthiza reduced electricity theft in Mthatha? 

84 

616 

Don't Know 
o Not sure 

Aggregate score = (84 X 25) + ( 616 ) + (680 X 100) 

Aggregate score = 73. 7 

University of Fort Hare 
Together in Excellence 

An aggregate score vis a vis a confidence level of 80 implies that the reduction in 

electricity could be attributed to involvement of Umthiza. It can be concluded that prior 
to Umthiza's involvement, the billing system implemented by the Municipality was 

ineffective and the engagement of the organization resulted in a culture of paying for 

services. The implementation of a pre-paid system by Umthiza offered to main 

advantages namely; 

• the consumer paid for electricity up-front; and 

• the levels of consumption could be monitored. 

The success of Umthiz.a in reducing electricity theft can be attributed to its ability to 

monitor consumption levels, through the purchasing of electricity by the consumers. This 

effectively means that if a consumer bought less that the average monthly consumption, 
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in all probability, the consumer could be by-passing. During the survey, it was also 

discovered that the pre-paid meters had tamper-proof seals. Moreover, according to the 

Contract of 2000 (section 4.11 ), it could also be established that severe penalties of RI 

500 (domestic consumers), R3 000 (commercial single phase) and R6 000 (commercial 

three phase), were imposed for by-passing electricity. 

4.4.4 Future desirability of PPPs 

Not withstanding the negative perceptions relating to PPPs, this research has revealed 

that there are definite benefits whe 

However, it should be noted that the 

best possible solution sort rather th~ .. •111,4u11 

This is supported by the fact that 

partners with the private sector. 

n the delivery of the service and the 

t e private sector as an alternative. 

must remain accountable for the 

service and cannot delegate this accou ther the responsibility. In schedule 4 

part B of the Constitutiotf rt\\l~f ~ttyobt1H¥t'fl!Pe 08 of 1996), it sets out 
the competencies of Local Govw17~rhrffiiiW~m&llBI electricity is one of them. In 
the survey conducted, the researcher wanted to determine whether the involvement of 

Umthiza resulted in the improvement of service delivery in the provision of electricity in 

the Municipality. The following graph demonstrates the public perception on the level of 

service. 

Do you think the inwh.ement of Umthiza resulted in impro\1ng 
senAce delh.ery? 

1200 

1000 

800 

600 

400 

200 

0 
Yes Not Sure No 
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As indicated in the graph, the majority of the respondents expressed confidence that 

Umthiza improved electricity service delivery in the Municipality. This indicator must be 

viewed against the backdrop of a dysfunctional billing system experienced by the 

residents before the introduction of the pre-paid system. 

According to the survey, the improvement of the service does not necessary result the 

improvement in revenue for the Municipality. This is due to the fact that the community 

associates the increase in revenue with the improvement of other services such as roads, 

refuse collection, water and sanitation. The following diagram reflects the respondents' 

views on revenue collection. 

Do you think the inwlw 

1000 

800 

600 

400 

200 

0 
Yes Don't Know Not sure No 

A statistical analysis of the respondents' views in the diagram above is as follows; 

Aggregate score= (80 X 25) + (488 X 50) + (888 X75) + (544 X 100) 

2000 

Aggregate score= 68.7 

An aggregate score of 68. 7 vis a vis a confidence level of 80 implies a level of skepticism 

from the respondents about the financial impact of the PPP in as far as revenue increase 

in the Municipality is concerned. 
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It can therefore be deduced that there is a desirability to engage the private sector in the 

provision of public services. However, in the case of Umthiza, had the service been ring-

fenced, the financial benefit would have been more obvious to the community. It should 

be noted that the desirability for private sector involvement in the provision of services is 

impacted by the inability of the public sector to render the service effective. This is 

concluded and supported by the respondent's comments relating to accountability in the 

interviews. 

4.5 FINANCIAL BENEFIT FOR THE MUNICIPALITY 

One of the primary objects of Local Government as enshrined in the Constitution is to 

ensure the provision of services t ·~· .. - - - ··-~1e 1 a sustainable manner (Section 152). 

However, due to the demand for t • t the available resources coupled with 

the capacity constraints, Municip Ii • 

While the core business of the 

services are offered in a sustainable m 

ltematives to achieve this mandate. 

rvice delivery it is critical that the 

mancial benefit to the institution. 

University of Fort Hare 
In depth interviews were co~~~~i,t,hi1PE~e~h'~efinancial controllers in the two 

institutions in order to determine the financial benefit for the Municipality. A summary of 

the interviews is as follows; 

QUESTION: Did the involvement of Umthiza increase revenue? 

The first individual interviewed when asked the question above stated, "It did increase 

the revenue of the Municipality because of some debt like Eskom that was paid off what 

owed." The second interviewee concurred with this response by saying, "We were able to 

pay our thirty million rand debt off, and we have been able to pay the month-to-month 

bill of Eskom." Another interviewee also echoed the responses by saying, "I would say 

they did collect more money." As can be seen from the responses it can be deduced that 

the contract lasted so long due to the financial benefit. This is supported by the proposal 

46 



 

 

for a renewal of the contract in 2000 (see annexure A) in which revenue collection 

increased from around R200 000,00 per month to Rl,270,000,and 00 per month. 

According to the same document the Municipality collected only 55% of the billed 

consumers while with the private sector involvement consumers paid for electricity up 

front. 

4.6 CONCLUSION 

Even though the contractual arrangement between the Municipality and Umthiza had 

shortfalls, this chapter has displayed evidence of the general satisfaction with the service 

• and also with the convenience of hallenges highlighted in the chapter 

expose the need for Municipalities 

sector. The partnership and relati n 

success factors being; 

e~'.n:r~nr.·ner in which they engage the private 

sed on mutual benefit with the key 

• quality service University of Fort Hare 
• value for money Together in Excellence 

• accessibility; 

• and sustainability 

The following chapter will be focused on using this information to draw conclusions, 
generalizations and recommendations relating to the provision of services in a PPP 

arrangement. 

\ 
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CHAPTER FIVE 

FINDINGS AND RECOMMENDATIONS 

5.1 INTRODUCTION 

The establishment of a competency in the National Treasury Department to assist 

Municipalities with PPPs has gone along way to offer reliable information and training to 

Municipalities on how to address the need to improve services. 

The discourse on whether partnerships should be used for the provision of core public 

services rather than simply the building and maintenance of physical assets and related 

ancillary services typically generat t little understanding. 

Whether or not PPPs improve th 

benefit for Local Government ofte 

the threat of privatization, and the pre 

i e for citizens or result in financial 

ssions of the danger of profiteering, 

t the public private sectors. 

University of Fort Hare 
The purpose of this chaPPlJg~thlhei,t'c&ct!i.lekti'Ye research conclusions and 

generalizations about the experience of KSD Municipality in a PPP arrangement with 

Umthiza. The chapter will also be devoted to drawing recommendations to offer lessons 

on the critical success and shortcomings of the partnership, with the aim promoting 

sustainable service delivery through partnerships. 

5.2 CHALLENGES WITH THE INVOLVEMENT OF UMTHIZA 

5.2.1 The management contract 

It is clear from the research that the understanding of the legal arrangement was not on 

the same level between the public and private sector. The contract should have been 

based on a mutually acceptable understanding of the expectations from both parties. The 

main issues of concern from the contract are; 
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• Feasibility study 

The provision of electricity is a basic service; however, the billing system in KSD was 

failing. Although there was a need for an alternative to manner in which the service was 

being implemented, the solution should have been based on an in depth feasibility study. 

This study could have been championed by an institution such as the Municipal 

Infrastructure Investment Unity (MIIU) which is established to assist Municipalities with 

feasibility studies. 

Also observing the process for the establishment of a PPP in section 2.2 of this report 

developed by the PPP Unit in National Treasury, the KSD Municipality did not follow 

this process. 

• Business risk 

It is expected that in a PPP arrangem~ a transfer of risk to the private sector; 

however, in the PPP ~evett ity'ffl Foi't11.Hm«itev and Umthiza, the risk 

remained with the Municipaltfpgh, .ttfhtfcl~~M-tHat an 8% management fee was 

paid to the private partner from tum-over. With the pre-paid meter system in place and 

consumers purchasing electricity before use, the private sector was guaranteed a constant 

income and only needed to control its overheads based on the cash flow projections. 

• Revenue collection 

Although Umthiza opened a separate banking account for the collection of revenue as 

prescribed in the contract of 2000 (section 3.2), the research revealed that the funds were 

actually being controlled by Umthiza. The contract gave the Municipality power over the 

bank account, but in practice, Umthiza were the only party that had full access to the 

account. This implies that, the Municipality had no direct control over the revenue raised 

during the partnership. They only relied on transfers from Umthiza as and when they 
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requested this to be done, thereby belittling their oversight role in the administration of 

the partnership. 

• Contract management 

The contract should have had a joint committee evaluating progress and ensuring that 

changes are made when necessary, as per section 3 .4 of the contract which states that, 

" ... the above expenditure shall be managed by a technical committee which, shall be 

controlled by Umtata TLC and shall comprise representatives from Umthiza, Umtata 

TLC and Engineering Representative. " However, this was not the case and the oversight 

role of the Municipality was compromised. 

It was also necessary to involve le n understanding of PPPs rather than 

using electrical consultants as w he contract of 2000 designed and 

developed by Taylor and Associat~~~~~~~.,ew is further emphasized by the fact 

that in section 4.6 of the contract w the consultancy to serve a role in the 

·administration of the conutt.i~rsittyeufIFeTtrMa~he independence in as far 
as Contract Jurisprudence is c{iw~er in Excellence 

• Illegal connections 

The research revealed that the PPP resulted in a reduction in electricity theft. This can be 
attributed to the various innovative management techniques that were employed by 

Umthiza. For example in section 4.11 of the contract, they introduced punitive tampering 

fines to discourage illegal connections. This was effective due to the inspections 

conducted by Umthiza. 

• Arrears 

At the time of the involvement of Umthiza, only 55% of electricity actually billed was 

being collected. This meant that the arrears were accumulating. Umthiza was tasked with 
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the responsibility to recover the outstanding debt. According to the proposal of 2000 it 

was reported that Umthiza did not recover any debt and it resulted in confusion and 

disappointment in the Municipality. In a nutshell Umthiza was lacking in the recovery of 

outstanding debt. 

• Contract termination 

In September 2005, Umthiza was given notice by the Municipality effectively 

terminating their relationship. The reason for this action on the part of the municipality 

was based on the fact that the current contract with Umthiza did not result in from a 

tender process that was in compliance with Chapter 11 of the Municipal Finance 

Management Act (Act 56 of 2003). 

between the two parties had drifted 

5.3 BENEFITS OF INVOLVING 

e explanation given, the relationship 

·11 1 intentions in the contract. 

SECTOR 

5.3.1 Improved service University of Fort Hare 
Together in Excellence 

With the majority of people saying that the involvement of the private sector did improve 

services, it is clear that the project enjoyed the support of the community in this regard. 

The improvement can be related to the following; 

• Conversion to pre-paid meter system 

Prior to the switch to pre-paid meters the community was billed by the Municipality for 

electricity. The billing system was not accurate and statements issued late. Moreover the 

bills would be for a month or even several months meaning that the community would 

not afford to pay. However, with the pre-paid system, the community can buy electricity 

for the value desired and had access to the service immediately. 
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• Convenience 

With the billing system the community needed to visit the Municipal offices to pay for 

the electricity service, however, with the pre-paid system vending stations were 

established close to the community and accessible all hours. 

5.3.2 Increased revenue 

The progress reports from Umthiza indicate a maJor improvement m the revenue 

collection. This is supported by the interviewees consulted in this study. The increase can 

also be attributed to the fact that many households who had not been billed in the past 

now had received pre-paid meters 

5.3.3 Decrease in by-passing 

The research revealed that electricit~ a challenge and that this was being 

addressed by the private j~:()\ ~lafi~or--tenaWicated in the contract of 

2000. The severe fine couplecfajm.fuet inl~p~ttntt«ucted by Umthiza, served as a 

deterrent for electricity theft. 

The implementation of pre-paid meters also opened up the opportunity for the 

Municipality to conduct a meter audit for the city. This audit resulted in the households 

that were not being billed, to pay for the service. 
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5.4 RECOMMENDATIONS 

5.4.1 Establishment of a Municipal Entity 

With the termination of the Umthiza contract, it is opportune for the Municipality to 

consider an alternate vehicle to deliver the service. The following options are available; 

• re-advertise for a private partner 

• the service reverts back to the electricity department of the Municipality 

• establish a Municipal Entity 

Given the fact that electricity provi 1 competence of Local Government, 

there is a need for Municipalities t nership control. An alternative to a 

PPP would be a Municipal Entity i e vice Utility which would safe guard 

direct ownership control of the Mtlffl•iaij~ ~ i~cbapter 10 of the Municipal Finance 

Management Act the Municipality is a establish a Municipal Entity which is a 

form of out sourcing yet tJffl~ityiimfoF(glft Hare 
Together in Excellence 

In the case of KSD Municipality, it is recommended that prior to the establishment of the 

Municipal Entity to replace Umthiza, the Municipality conducts a thorough feasibility 

study on the sustainability of the service. It must be stated that the success of an Entity 

relies heavily on its leadership and the clarity in its terms of reference and therefore the 

Municipality should consider this option as a business alternative rather than an extension 

of the Municipality. 

5.4.2 Contract development 

Even with a Municipal Entity it is necessary for the Municipality to prepare and 

workshop with relevant stakeholders an agreement that will regulate the relationship 

between the two bodies. This agreement is in the form of a By-Law or Service Level 
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Agreement. This agreement will protect the independence of the Entity and also regulate 

the expectations from the Municipality. 

5.4.3 Consultation 

The results of the Umthiza project show that the Municipality will need to share 

information on its intention to form a new Entity to provide electricity. This consultation 

process should include the following; 

• Understanding the role of the Entity 

• The standard of service 

• The need for the service 

It is critical for the community to rd with the change from the private 

sector provider to the new Entity. i&~ Wf)~ ~ -lLJi-e that the service can be provided 

without obstruction. 

University of Fort Hare 
5.4.4 Pre-paid meters Together in Excellence 

The study shows that the installation of pre-paid meters increased revenue for the 

Municipality. This system should be maintained and vending stationed increased for 

greater accessibility. A feasibility study should be conducted to assess whether this 
system could be used in the provision of other services such as water. 

5.4.5 Communication 

For any relationship to function effectively there is a need for communication beyond the 

wording of the agreement. This ensures that there is a common understanding of the 

expectations from the relationship. Effective communication is opium to avert 

organizational conflict. It enables intra and inter - organizational dissemination of 

information and it promotes more transparency and accountability. 
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5.5 FURTHER RESEARCH 

With the establishment of a municipal entity which draws its mandate from section 

92&93 of the Systems Act as amended in 2003 and the Municipal Finance Management 

Act (MFMA) of 2003 , the provision of the service that Umthiza rendered by such entity 

creates the platform for additional study and research. The focus of such investigation 

would be a comparison between the new entity and the former private sector partner, 

Umthiza. 

This study has resulted in research that supported the decision for the separation of the 

service in order to increase revenue, however, this relates to Umthiza and cannot be used 

as evidence that a municipal entity 

accessible service. From the specifi 

with regard to the contract with 

shortcomings. Umthiza has, howeve 

specific objectives, namely; quality of s 

same revenue and also provide an 

study, Umthiza performed poorly 

e ed at the private sector for its 

University of Fort Hare 
Together in Excellence 
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I. POPULATION AND SAMPLE 

The targeted population comprises of 2000 households in KSD municipality who are 

direct beneficiaries of the electricity supply service. The questionnaire will be given to 

random households. 

A sample of eight key stakeholders will be drawn and interviews will be conducted. This 

sample will consist of management representatives, four from KSD municipality and the 

other four from Umthiza Joint Venture. 

2. SPECIFIC OBJECTIVES OF THE RESEARCH REPORT 

• To evaluate the KSD Electric ntract, 

• To explore the impact of the c e delivery. 

• To assess the finanYlll-i¥&E~JtMvQt~~1j,~~ctor in the delivery of a 
Together in Excellence 

public service. 

In order for the research to have value and be useful to the KSD Municipality, it needs 

active participation of people with an expression of views to direct individual realities of 
interpreting the facts into one arguable view for presentation as a case study. The 

following methods will be utilized: 

2.1 Questionnaire 

The attached questionnaire shall be prepared and given to the operational staff of the 

management contract. In this method, the questionnaires are to be delivered by hand to 

various respondents and later on collected. The researcher and the respondents will agree 

on the date for collection. 
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The advantage of this method is that the respondents wi 11 complete the questionnaires at 

their on time and pace. and will not in a hurry to finish. The method is also time effective 

on the part of the researcher since he or she does not have to wait for the questionnaires 

to be completed. The respondents also have an opportunity to ask for clarifications on the 

researcher's return date. 

2.2 Literature Study 

The research is also going to make use of the document analysis technique. A variety of 

literature material, in particular books, magazines, government documents and websites 

on PPPs will be reviewed. Informati,.,..____,,r1-h-,~-rt-,,'t-,...,..·,_- ,,.....· form the conceptualization as well 

as determining best practice approac e 

The literature study will also rely he 

available from the case study from bot 

s, contracts and other information 

private sector company. 

2.3 Interviews 
University of Fort Hare 

Together in Excellence 

The research will also make use of the semi-structured interview technique. In this type 

of an interview, the researcher will be interested in getting a clear picture of a 

participant's beliefs, perceptions and account of the electricity service. This will allow a 

participant to give a clear picture of his or her perception or opinion on the provision of 

the service. 
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DATA COLLECTION 
METHOD 

STUDY 

INTERVIEWS 

Unpacking the objectives 

APPROACH 

To evaluate the KSD Electricity management contract 

Main considerations 

I. Was a feasibility study conducted? 

2. What is a management contract? 

3. What is expected from a management contract? 

4. What is the duration of a management contract? 

2. Who was involved in the contract design? 

3. What made the Municipality outsource the service? 

4. Did the private sector carry any risk? 

5. Was the environment conducive for contract? 

6. Did the parties uphold their part of the deal? 

IMPACT 
BASED ON OBJECTIVES 

1.3.2 

CONTRACT 

FINANCIAL 
BENEFIT 
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Main sources of research information 

• Municipal Infrastructure Investment Unit (MIIU) 

• National Business Initiative (NBI) 

• Electricity Contract document 

• Reports 

• Correspondence 

Instrument 

Literature study 

To explore the impact of the contract on service delivery. 

Main considerations 

I. Is the community aware of the contra t? 

2. Is there an understanding what the ter 

3 . How does the new system of pre-paid o the old billing system? 

4 . ls the community familiar with Umthiza? 

5. What are the perceptions JJmYg~~fcl19+-t Hare 
. Toaether in Excellence 6. What 1s the role of the governmenl m service aehvery7 

Main sources of research information 
2 000 questionnaires 

To assess the financial benefit of involving the private sector in the delivery of a public 
service. 

Main considerations 
I. What did the project implementation cost and who paid? 
2. What did the private contribute? 
3. What was the income at the time of the inception of the contract? 
4. What is the current income? 
5. What did the private sector benefit from the project? 

Main sources of research information 
Interviews with the following stakeholders; 

• Umthiza~ 
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I. Please state your name, surname, and address? 

2. Do you know what the term public private partnerships means? 

I Yes I I I Maybe I I I Just heard of it No 

3. Do you have a prepaid meter? 

I Yes I 

No 

4.a) Have you heard of Umthiza jo int venture? 

I Yes I 
No 

b) Do you know what Umthiza d id? 

I Yes I 
No 

5. Do you prefer prepaid or an account at the e 

I Yes I I No 

University of Fort Hare 
6. Is it convenient to buy electricity fr'l'rB~cW JiadBBlJ~ you prefer going to the 
Municipality to buy electric ity? 

I Yes I I 

No 

i7. :e: you rnk r there are people that by-T ~:;:~Cr to Td paying? 
No 

8. Do you think Umthiza has reduced electricity theft in Mthatha? 

I Yes I I Don't know I I Not sure _N_o __ ....__ ..... 

9. Do you think that the involvement of Umthiza increased revenue for the Municipality and been an added 
cost? 

I Yes I I Don't know I I Not sure I No I 
10. Why do you think the Municipality involved Umthiza in the distribution on e lectricity? 
I Don't know I I I Not sure I II ..... _l_m_p_ro_v_e_s_e""""rv'-ic-e-~---~ 

Any other 
co1nments .................................................................................................................. . 
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I . Please state your name, surname, and address? 

2. What is your understanding of public private partnerships? 

3. What is your involvement with the contract? 

4. What is your impression of the relationship between the Municipality and the private 
sector? 

5. What has been your greatest cone 

6. What has been the reaction of the o 

7. Do you think that therem~ity-M5FcfftCFHir~oid paying? 

Together in Excellence 
8. Do you think Umthiza has reduced electricity theft in Mthatha? 

9. Do you think that the involvement of Umthiza has increased revenue for the 
Municipality and been an added cost? 

I 0. Why do you think the Municipality involved Umthiza in the distribution on 
electricity? 

11. What is your impression of the content of the contract between the Municipality and 
the private sector? 

12. In your opinion, should the private sector continue to be involved in the delivery of 
electricity? 
Any other comments. 
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25 August 2005 

Mr Gaster Sharpley 
PO Box I 3330 
Vincent 
EAST LONDON 
52 I 7 

Dear Gaster 

FORMAL REQUEST FOR ASSISTAN 
JOINT VENTURE'S CONTRACT 
RESEARCH THESIS BY MASTER 
200434551, UNIVERSITY OF FORT HA 

F RMATION REGARDING UMTHIZA 
U ICIPALITY TO BE USED IN A 

SHARPLEY STUDENT NUMBER 

Our discussions in this regard refer. 
University of Fort Hare 

We maintain a very strict confidential ~~~m~imt~mMWee 
We have no objection to you having sight of confidential information and documentation such as the 
contract between KSD municipality and Umthiza provided you undertake not to disclose any of the 
information made available to you for the purposes of your research, to any other body or person 
without our specific permission. 

Please signify your agreement to the above conditions by appending your full name and signature in the 
space provided below. 

We wish you every success in your studies. 

Yours sincerely 

/~~k--~ 
ERROL SPRING 
REGIONAL MANAGER 

Ashwood !louse Ballywoods Oflice Park . 29 l3allyclarc Drm:. Ur~ans1011 PO Uo, 130078. Bryanston. 2074 rel (011} 706 7072 Fax l()I I )46J 

1st Flll\.lr llam1111.:rmill llouse. The ()m1rry_ Sclhorne. hist l.011L1011 l'O Box Tecnma 5214 Tel. (04J) 721 1160 Fm: (043) 721 I loX 

Directt,rs • VJ i\rchcr. PN htzgaal<l. GB I-lope. I: Moltih1. 1\1.I N_1ckc_ !US R1ddlc (British). MB lungu 

Reg. N\1 1998/011977/07 67 



 

 

L Gaster Sharpley, hereby undertake to keep confidential and not to disclose any of the information 

relating to the contract hetween the KSD Municipality and the Urnthiza Joint Venture, made available 

to me for the purposes of research in the preparation of a thesis leading to a Masters Degree through the 

University of Fort Hare. 

Signed at East London on the ?.5.(f (_ ............. day of ... . 4.l 6.{ ~2005 

University of Fort Hare 
Together in Excellence 

2 
Ashwood House. Ballywoods Oflict: Par!.:. 29 Ballyclarc Drive. Bryanston PO 13ox 130078. Bryanston. 2074 Tel (011) 706 7072 Fa.x . (011) 463 24 I~ 

I st Floor llammc:rmill House. The Quarry. Selborne. East London PO Box IQ845 . Tecoma 5214 Tel (043) 721 1160 Fax: (043) 721 1168 

Directors VJ /\rchcr. PN Fitzgerald. (iB Hope. E Molobi. MJ Njckc. RJS Riddle (British). MB Zungu 

Reg Nu lll98/0I 1977107 
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~AtiA'CA DALINDYEBO MUNICIPALITY 

TO: 

From: 

Date: 

MEMORANDUM 

Mr. Gaster Sharpley 

Municipal Manager KSD Municipality 
Prof M.A.Gumbi 

03 October 2005 

~~~~~CJ_;__ REQUEST FOR PERMI UCT RESEARCH 

Permission is hereby granted to \~~~;ffl~ ~earch as requested. 
Please feel free to contact anyone o 

On behalf of KSD Municip~'-'f t ~'Pl J}b~cJrtJ)rtefdalre,d wish you 
all the best for embarking on.ibg:etlfel$~M.CEAl!etz'Afr1 ~ill be of benefit 
to you and KSD Municipality Community and other involved 
stakeholders. 

I thank you 

~/--····· Prof~Gurilbi 
M~icipal Manager 
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MANAGEMENT OF THE ELECTRICITY METERING AND 

ELECTRICITY REVENUE COLLECTION FOR ALL ELECTRJCITY 
CUSTOMERS OF THE UMTATA TLC 
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prescribed in this AGREEMENT. 

5. 
This AGREEMENT constitutes the whole agreement between the Parties as to the subject maner hereof and no 
agreements, representations or warranties between the parties other than those set out herein are binding on the Parties 

6. 
No Party to this AGREEMENT is bound by any representations made of whatever nature by any of the Parties to one 
another or by or though their respective agents. except if such representations are included in this AGREEMENT. 

7. 
No addition to or variation, consensual cancellation or novation of this AGREEMENT and no waiver of any right arising 
from this AGREEMENT or its breach or termination shall be of any force or effect unless reduced to writing and signed 
by all Parties hereto or their duly authorised representatives. 

8. 
8. 1 The Parties hereby choose as their domicilium citandi et executandi for all purposes under this AGREEMENT 

at the address as set out opposite their respective names hereunder : 

COUNCIL 

CONTRACTOR 

Munitata 

UMTAT 

5100 

·u77 ;tJelson Mandela riv-=e=----------------------
n1vers1ty-=aEEo-rt-H-----a-+-treF=----------
UM/~lfethe1 i1 i Excellence 
5100 

8.2 Any notice to either of the Parties shall be addressed to it as its domicilium aforesaid and either sent by hand or 
prepaid registered post or delivered by hand. 

8.3 In the case of any notice: 

8.3.1 Sent by prepaid post, it shall be deemed to have been received, unless the contrary is proven, on the 3rd (third) 
day after posting; 

8.3.2 Delivered by hand, it shall be deemed to have been received, unless the contrary is proven, on the date of 
delivery, provided such date is a business day or otherwise on the next following business day; 

8.3.3 Either Party shall be entitled by written notice to the other, change its donucilium to another address in the 
republic of South Africa, provided that the change shall only become effective FOURTEEN ( 14) days after 
service of the notice in question~ 

8.3.4 For the purpose of this AGREEMENT, "business day" means any day other than a Saturday, Sunday or public 
holiday. 

WITNESS whereof the Parties hereto have set their hands in the presence of the subscribing witnesses: 
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T 
Address: 

\:, <::::;---p} Co"N ~u:\ s d----0~· 

AT ... u~. ~' .. ............. for and on behalf of UMTATA TLC (the City Council of Umtat.a) 

Onth1s ... ...... .d.-.. 4 .. :-\-~ ..... .... ........... . .... . .. dayof ... . .. ..... . . . ...... ...... .... ......... ~ . 

Signature·---= _;g;::::s =j s 

Capacity: 

Address: 

8·1re~~~~ 
f':\..,. .. ~h.i,.,,__ ~\di~ 
l\~h.k 

I. 

2. 

University of Fort Hare 
Together in Excellence 
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PARTl 

CONTRACT AGREEMENT (CONTRACT NUMBER L2 / 2000) 

IBIS AGREEMENT MADE AND ENTERED INTO BY AND BETWEEN : 

THE CITY COUNCIL OF UMTATA 

I 

herein represented by ALBERT MAX BLUHM, as Director : Legal and Property Services (duly authonsed 
thereto}, and hereinafter called "the EMPLOYER .. and 

UMTHIZA JOINT VENTURE 

represented by FRANK EDWARD CURRIE. as Director (duly authorised there to) 

(hereinafter called "the CONTRACTOR") of the other part. 

(In the event of a Company, Close Corporation, ss c1 i e , e ,f- elution by Directors to be attached .) 

"MANAGEMENT OF TIIE ELECTRICITY ME H
I 

CITY REVENUE COLLECTION FOR 
ALL ELECTRICITY CUSTOMERS OF THE 

NOW IBIS AGREEMENT WITN~~ETII AS FOLLOWS: f F 

T 

u n1vers1ty o ort Hare 
I . I In the AGREEMENT the words anchQ~fs(~G/'sffl t~«J~eaning as are respectively assigned to them in the 

complete tender document hereinafter ref erred to. 
2. 

2.1 The completed tender document (attached) including any alterations, quotations and any other document attached hereto, 
shall be deemed to form part of the AGREEMENT and shall be deemed as read and construed as part thereof. 

\ 

2.2 The parties to this agreement as envisaged by Section 37(2) of the Occupational Health and Safety Act No. 85 of 1993 as 
amended, hereby acknowledge that the CONTRACTOR is an EMPLOYER in its own right with duties as prescribed in 
the Occupational Health and Safety Act No. 85 of 1993 as amended and agreed to ensure that all work will be perfonncd 
or machinery and plant used in strict accordance with the provisions of the said Act and the CONTRACTOR 
furthermore agrees to comply with any and or all requirements of the EMPLOYER as contained in this contract and or 
documents attached hereto and to liase with the EMPLOYER should the CONTRACTOR for whatever reason be unable 
to perform in terms of this agreement. 

2.3 Clause 2.2 will be applicable to any agent, contractor, sub-contractor or the like, and the CONTRACTOR to -me 
agreement will ensure that any of the aforementioned will comply strictly to the terms as envisaged by Section 37(2) of 
the said Act. 

2.4 The CONTRACTOR declares herewith that he is familiar with the provisions of the said Act and in particular Sectio~s 1 
(one) to 50 (fifty). 

3. 
3. I In consideration of the payments to be made by the EMPLOYER to the CONTRACTOR as hereinafter mentioned, the 

CONTRACTOR covenants with the EMPLOYER to perform, execute and maintain the WORKS in conformity with the 
provisions of this AGREEMENT. 

3 .2 Notwithstanding anything to the contrary i.n the tender, it is an express, not negotiable condition of the Contract that the 
CONTRACTOR shall be liable for the forward cover of imports and that no tender shall be considered or accepte.d if 
such tender is subject to import forward cover. 

4. 

........ 

The EMPLOYER hereby covenants to pay the CONTRACTOR for the WORK such amounts llr and m~ 



 

 

7 CONTRACT 

A draft contract has been prepared by Messrs Taylor and Albrecht in 
consultation with the Umtata TLC Director Legal and Property. This 
contract will supercede any existing contracts between the Umtata TLC 
and Umtiza and will commence from the time of appointment for a period 
of 5 years. The contract may be renewed thereafter through mutual 
agreement. 

University of Fort Hare 
Together in Excellence 

UNIVERSITY Of FORT/ARI: 
AUCE UBRA.R 
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