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1. Background and scope

The European Union-South African (EU-SA) Partners for Growth Programme commissioned a study1 to 

focus on water reuse Public-Private Partnerships (PPPs) as part of its circular economy activities, due to the 

projected water shortages and the policies of the South African government, to encourage private sector 

involvement in resolving the current water crisis. South Africa is on an unsustainable water consumption 

path, with demand projected to outstrip supply in the medium term. While the need for water reuse in South 

Africa is widely acknowledged, municipalities face significant capital constraints to develop alternative water 

sources. The programme believes there is scope for mutual benefit for both South Africa and EU firms in this 

sector. This paper assesses the scope for, and potential barriers to, private sector involvement in municipal 

water reuse PPPs for non-potable, industrial use. The market for this water is significant - industrial use of 

water, including power generation, accounts for approximately 5% of total water demand (750 million m3) 

annually, which equates to 16% of the total municipal water demand2.

2. Methodology

The study comprised a desktop literature review of legislation, policy, and sector reports, as well as interviews 

with 16 key informants covering national government, municipalities, private sector suppliers, industries, and 

development finance institutions. We also undertook secondary data research into nine local case studies of 

water reuse PPPs. The research then produced findings on the regulatory capacity and financial barriers to, 

and opportunities for, implementing industrial water reuse PPPs in South Africa.

3. Legislative and policy context for water reuse PPPs

3.1 Legislative context

The water sector, municipal finance, and PPPs are heavily regulated in South Africa. The National Water Act, 

1998 covers the treatment of water resources. Unfortunately, treated wastewater is not defined as a water 

resource, creating a legislative and regulatory gap. The Municipal Systems Act, 2000, through the Section 

76 to 78 provisions, prescribes special processes if municipal services are to be outsourced. Similarly, the 

Municipal Finance Management Act, 2003 (MFMA) prescribes a special process to be followed for PPPs and 

has issued special regulations. The MFMA, through Section 33, also requires special approvals for contracts 

longer than three years. Municipal procurement is also heavily regulated and scrutinised through the MFMA 

1 This summary document is part of a larger report produced for the EU-SA Partners for Growth Programme.
2 Reddy, Y. & Siqalaba, Z. 2018. NRW and Wastewater Financing in South Africa: Market Size, Barriers and Opportunities for SWPN South 
Africa. PwC Services, Johannesburg, South Africa.
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Supply Chain Management Regulations, 

2005. Finally, the Preferential Procurement 

Policy Framework Act, 2000 provides for 

tenders to be adjudicated according to price 

and preference points for Broad-Based Black 

Economic Empowerment, which affects 

international firms looking to implement 

PPPs in South Africa.

3.2 Policy context 

The policy context for water reuse PPPs is 

simpler as both the need for water reuse and 

the need for PPPs is widely acknowledged 

and promoted in policy documents, such 

as in the National Development Plan, the 

National Water Investment Framework, 

and the National Water and Sanitation 

Masterplan. However, despite this conducive 

policy environment, the uptake of water 

reuse PPPs to date has been limited.

 

4. Regulatory barriers and opportunities

4.1 Regulatory barriers

The legislation governing PPPs and municipal services in South Africa is complex, as the same process is 

followed for any PPP, regardless of size. Therefore, municipal officials perceive PPPs as being too onerous and 

time consuming, as they can take three to six years to conclude. This timeframe pushes up transaction costs 

and makes projects unviable. A threshold figure of R300 million has been given as the minimum size of a PPP 

project to justify the transaction costs3. Therefore, it is only large projects (i.e. large wastewater treatment 

works and large industrial users) that would make projects viable. Procurement regulations also provide 

challenges for municipal PPPs, due to the restrictions on unsolicited bids, as well as difficulties in adjudicating 

tenders where there may not be a payment made by the municipality to the service provider. Furthermore, 

the lack of clarity in the National Water Act and the Waste Act, around whether treated wastewater is either 

considered ‘waste’ or ‘water resource’, creates uncertainty about the licencing requirements and thus is a 

regulatory risk. There is also lack of clarity around the rights of downstream water users to wastewater effluent 

flows in rivers, which may affect the ability to divert wastewater treatment works outflows to industrial users. 

4.2 Regulatory opportunities

When considering means to address these regulatory barriers, the first thing to acknowledge is that some 

water reuse projects run by the private sector may not be PPPs at all. In South Africa, contracts must satisfy 

three criteria to be a PPP4:

1. The private party must perform a municipal function or use municipal land for commercial purposes;

2. It must assume financial, technical, and operational risk; and

3. The party must receive financial benefit from the municipality, and its customers. 

This means that wastewater PPPs will only fulfil this definition where the reuse plant is involved in the 

treatment of municipal wastewater (which is the municipal service), or where the reuse plants are located 

on municipal property. Reuse projects that receive treated effluent from wastewater treatment works and 

treat it further on private property for industrial reuse, would not be defined as PPPs. The PPP Regulations 

are currently being reviewed by National Treasury, including the development of different processes for 

large and small PPPs, and merging some of the approval requirements. Municipalities have requested a 

model PPP contract to assist in streamlining the process, as well as sector-specific guidelines to clarify the 

3 Reddy & Siqalaba, 201
4 Local Government: Municipal Finance Management Act: Municipal Public-Private Partnership Regulations



4

regulatory requirements in each case. To provide more regulatory clarity, the national Department of Water 

and Sanitation must clarify downstream water rights and water allocations in each catchment. 

5. Capacity barriers and opportunities

5.1 Capacity barriers

Capacity barriers exist in national and municipal government, as well as within the private sector.

 5.1.1 National government

At the national level, the National Treasury municipal PPP unit has less than 10 employees, which they reported 

as insufficient capacity. However, the private sector reported that the PPP unit provides ‘unnecessary’ 

supervision of contracts. 

 5.1.2 Municipal government

Municipalities face critical technical staff shortages, which impact on their ability to operate treatment plants, 

and to scope, plan, and specify infrastructure projects. The reduction in capacity in terms of number and 

experience of remaining engineers is a problem too, as this has resulted in weak technical and financial 

capacity. Furthermore, there is a lack of long-term infrastructure planning to adequately plan and scope 

large-scale projects, and the contract management in municipalities is generally poor as well. 

 5.1.3 Private sector

Although there is significant technical capacity within the private sector in South Africa, a gap on transaction 

advice exists, as there is relatively little experience in water and sanitation PPPs.

5.2 Capacity opportunities

When addressing the capacity opportunities, it is important to note that the whole idea of PPPs is to 

supplement these critical technical capacity gaps. There is considerable technical skill in the private sector, 

both locally and internationally, but the contract management skill mostly exists globally. The Development 

Bank of Southern Africa (DBSA), in conjunction with the Department of Water and Sanitation, is in the 

process of trying to set up a municipal water reuse project office, which is to be housed within the national 

government. Should this initiative not materialise, alternative capacity building programmes should be 

undertaken by municipalities to support the packaging of projects and PPP contract management. This 

could be through a dedicated municipal PPP unit under National Treasury, or through supplementing existing 

general capacity support to municipalities provided by the Municipal Infrastructure Support Agency. The 

International Finance Corporation (IFC) also has a programme active in South Africa that provides free 

transaction advice and support for PPPs to municipalities through a reimbursable grant model. 
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6. Financial Barriers and opportunities

6. 1 Financial barriers

The study identified three major financial barriers to municipal reuse PPPs.

 6.1.1 Cross-subsidisation

Cross-subsidisation of water services means that certain users, including industrial water users, pay more 

than the cost of water supply in order to cross-subsidise the large number of non-paying indigent water 

users. This means that municipalities may be reluctant to divert this revenue stream through the private 

sector, as this may provide an alternative water supply to these lucrative customers. An interesting example 

of this is the Durban Water Recycling Project, which provided treated wastewater to two major industrial off 

takers, who were then no longer municipal customers. In this case, the concessionaire paid the municipality 

a management fee, a lease fee, as well as a compensation fee for lost revenue. This was possible due to the 

strong financial viability of the project due to the two large industrial off takers. Although the project was a 

net revenue loss to the municipality, it was still viewed as a success because of it freeing up water resources 

and the additional sewage treatment capacity which served additional households. 

It is possible that water reuse in South Africa may need to be subsidised from the fiscus to make it financially 

viable. This problem is not unique to South Africa; for example, India runs a successful PPP programme that 

is 60% subsidised by national government.

 6.1.2 Low water tariffs 

Municipal industrial water tariffs are generally low and raw water tariffs (charged by the national Department 

of Water and Sanitation) are extremely low. Any treated effluent reuse tariffs need to be competitively 

priced compared to existing tariffs, which places pressure on financial viability. While the agricultural sector 

is the largest user of water in South Africa, it is evident that treated effluent re-use for agricultural purposes 

is an impossibility due to raw water tariffs being so low. 

 6.1.3 Concerns from private parties about ability to recover revenue from  

 municipalities/customers

There are concerns from private parties about the ability to recover revenue from customers of municipalities. 

This is less of a concern where there are offtake agreements, but the economic climate will always play a role 

in the affordability of industrial customers. If municipalities are customers of the reuse plant, there may be a 

risk of non-payment as well. 
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 6.2 Financial opportunities

To address some of the financial barriers, the European Union and National Treasury set up the Infrastructure 

Investment Programme for South Africa (IIPSA), managed by DBSA. The programme, currently being 

redesigned, aims to provide grant funding to leverage or crowd-in long-term loan finance via financial 

instruments such as technical assistance and studies, interest rate subsidies, direct capital grants or other 

credit enhancement measures for a range of infrastructure projects, including water reuse. 

For instance, IIPSA supports the design of a new blended finance solution, specifically for wastewater 

reuse projects. One of the pilots that has been considered is the new water wastewater treatment works 

and industrial reuse project in uMhlatuze Local Municipality (Richards Bay). Due to water supply security 

challenges in the area, the City of uMhlathuze undertook to develop a feasibility study to determine the most 

feasible option to re-use wastewater, through a PPP. 

The scale requirements mean that water reuse schemes are likely to be limited to metropolitan municipalities 

and secondary cities with large industrial bases like Rustenburg, uMhlatuze, Drakenstein, Emfuleni, and 

Steve Tshwete Local Municipalities. Mapping the location of these large industrial uses in relation to the 

municipal wastewater treatment works would be useful to identify promising geographic areas for PPPs. 

Some regulatory requirements mean that water reuse PPPs in coastal areas may be easier to implement than 

inland areas, although most of the large industrial customers are located in the inland Gauteng Province. 

Finally, the issue of low water tariffs has both long-term and short-term potential solutions. The short-

term solution is to focus PPPs efforts on water stressed municipalities with relatively high industrial water 

tariffs to increase the attractiveness of reuse. The longer-term solution is to promote cost-reflective tariffs 

in municipalities, which is being addressed by the national and provincial governments through several 

initiatives. 

7. Water reuse PPPs: Preconditions for success

Water reuse for non-potable purposes offers notable benefits in terms of freeing up water resources for 

other customers and can provide technical and financial resources that are lacking in the municipal water 

sector. However, there are substantial regulatory and practical barriers that need to be overcome to achieve 

these benefits at scale. Firstly, the regulations that are designed to protect municipalities need to be scaled 

appropriately to increase project viability for the private sector. Secondly, municipal capacity needs to be 

supported, particularly in tender specification and adjudication, and contract management. Finally, the 

implementation of cost reflective water tariffs, that reflect the value of water in the context of scarcity, will 

increase the financial viability of water reuse PPPs for the private sector. 

This project is funded 
by the European Union


